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requirements)
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“The introduction of a transparent segment: the case of the Prime Standard on the Frankfurt
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ABSTRACTS

Does inter-market competition lead to less regulation? — Job market paper

AFFI1 2009 (accepted), EFMA 2009, NFA 2009, FMA 2009, Univ. Mannheim, Univ. Laval

This paper presents a model to analyze the consequences of competition in order-flow between a profit
maximizing stock exchange and an alternative trading platform on the decisions concerning trading fees and
listing requirements. Listing requirements, set by the exchange, provide public information on listed firms and
contribute to a better liquidity on all trading venues. It is sometimes asserted that competition induces the
exchange to lower its level of listing standards compared to a situation in which it is a monopolist, because the
trading platform can free-ride on this regulatory activity and compete more aggressively on trading fees. The
present analysis shows that this is not always true and depends on the existence and size of gains related to multi
market trading. These gains relax competition on trading fees. The higher these gains are, the more the exchange
can increase its revenue from listing and trading when it raises its listing standards. For large enough gains from
multi-market trading, the exchange is not induced to lower the level of listing standards when a competing
trading platform appears. As a second result, this analysis also reveals a cross - subsidization effect between the
listing and the trading activity when listing is not competitive. This model yields implications about the fee
structures on stock markets, the regulation of listings and the social optimality of competition for volume.

The certification role of listings

Augustin Cournot Doctoral Days 2008, AFFI 2008, MFA 2009, EFMA 2009, NFA 2009

This paper proposes a model to analyze the conditions under which listing on a stock exchange certifies
efficiently the quality of firms. Firms can convey their quality by listing on a stock exchange. To list, firms must
comply with costly listing requirements allowing investors to recognize imperfectly their quality. According to
the empirical literature, the costs related to the compliance with listing requirements can be substantial and can
vary across firms. In the present model, firms differ in quality as well as in compliance costs and both
characteristics are uncorrelated: among firms of the same quality, some bear high compliance costs while some
bear small ones. Whether a listing is informative about the quality of firms depends on the dispersion of
compliance costs among firms of the same quality. When firms of the same quality bear similar costs, they
obtain a similar net gain from listing. The listing itself certifies efficiently the quality of firms. In this case, a
profit maximizing exchange might set stringent listing standards leading to a separating equilibrium in which
information revelation is perfect. Otherwise, the infomativeness of a listing is small and information revelation
is never perfect in equilibrium. The analysis yields implications on competition for listings, the organization of
stock markets, the consequences of changes in listing requirements on the valuation of firms and the listing
place choices of firms.

The introduction of a transparent segment: the case of the Prime Standard on the Frankfurt Stock
Exchange

This paper presents an empirical analysis of the motivations of firms to list on a segment with stringent
disclosure requirements. It examines the consequences of the partition in 2003, of the Frankfurt Stock Exchange
into two differently regulated segments, the General Standard and the Prime Standard, on the listing place
decision of firms and their corporate and market characteristics. On the Prime Standard disclosure requirements
are stricter than on the General Standard; all other listing requirements are identical on both segments. The
findings show that firms with a high corporate growth, important growth opportunities and financial constraints
opted for a listing on the Prime Standard. However, firms which opted for listing on the Prime Standard had a
significantly smaller spread and volatility prior to the new segmentation than firms which opted for a listing on
the General Standard. Changes in spreads and volatility around the new segmentation are not related to the
segment characteristics. These findings are consistent with listing motivations related to financing needs and
corporate growth, but they do not support motivations related to information asymmetry. After the
segmentation, the turnover increased significantly for firms listed on the General Standard, which indicates a
possible change in the investor base. Also, an event study shows that listing on the Prime Standard seems to
generate higher costs than listing on the General Standard. The results contrast with previous findings in the
accounting and finance literature and shed new light on the role and the value of disclosure requirements.
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