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Glossary

APA
BBO
BCN
BP
CAGR
CAL
Ccp
CLOB
CMU
CSD
CSDR
DG ECFIN
DRSP
DTCC
DVCM
EBRD
ECB
EIF
ESMA
ELP
ESG
ETF
EU
EU-27
EU-28
FESE
FFI
FTT
GDP
G-SIBs
HFT
IMF
ICO
I0SCO
ISIN
IPO
LBO
LOB
LSEG
M&As
MAR
MDV
MIFID I

approved publication arrangement

best bid and offer

broker crossing network

basis points

compound annual growth rate

competent authority for listing

central clearing counterparty

central limit order book

Capital Markets Union

central securities depository

Central Securities Depositories Regulation
Directorate-General for Economic and Financial Affairs
Data Reporting Service Provider

Depository Trust & Clearing Corporation
double volume cap mechanism

European Bank for Reconstruction and Development
European Central Bank

European Investment Fund

European Securities and Markets Authority
electronic liquidity provider

environment, social and governance
exchange traded fund

European Union

European Union (excluding UK)

European Union (including UK)

Federation of European Securities Exchanges
Fidessa Fragmentation Index

financial transaction tax

gross domestic product

Global Systemically Important Financial Institutions
high-frequency trading

International Monetary Fund

initial coin offering

International Organization of Securities Commissions
International Securities Identification Number
initial public offering

leveraged buyout

limit order book

London Stock Exchange Group

mergers & acquisitions

Market Abuse Regulation

percentage of median daily volume

Market in Financial Instruments Directive
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MIFID II
MIFIR
MTF
NBBO
NCA
NYSE
NOMAD
OECD
oTC
QCA
REIT
RM
SE
SEC
SIFMA
SME
SOR
SI
SRSS
T2S
UCITS
WFE

the second Market in Financial Instruments Directive
Markets in Financial Instruments Regulation
multilateral trading facility

National best bid and offer

national competent authority

New York Stock Exchange

nominated adviser

Organisation for Economic Co-operation and Development
over the counter

Quoted Companies Alliance

real estate investment trust

regulated market

stock exchange

U.S. Securities and Exchange Commission

Securities Industry and Financial Markets Association
small and medium-sized enterprise

smart order routing

systematic internaliser

Structural Reform Support Service
TARGET2-Securities

undertakings for the collective investment in transferable securities

World Federation of Exchanges
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Abstract

Public equity markets provide substantial social benefits. This study contributes to the
evidence base needed to further advance the equity markets in Europe. To assess the
functioning of primary and secondary equity markets in the EU, the analysis uses a
combination of different research methods, including data collection, structured
interviews, and literature review. The data confirms a relative decline of public equity
markets in the EU, and the analysis shows that the costs of becoming a public company
have risen considerably in recent decades. Although there is room for further
modernisation of listing rules, the analysis indicates this is not a primary driver for the
decline in listings. Increased M&A activity along with the development of private equity
markets are identified as the major driving forces for the decline in listings. The study
identifies policies that can help provide a better environment for listing of companies of
different sizes, while remaining vigilant to the possibility that private markets could be
more efficient in some cases. The analysis also finds that increased competitive pressure
since 2009 has led to lower trading costs and more choice for traders and investors,
although mostly in larger financial centres. Meanwhile, there is still significant home bias
across the markets, and a large share of the cross-border trading activity comes from
other EU member states rather than from outside the EU. The study identifies areas aimed
at improving liquidity for SMEs and local capital markets, and finishes by assessing the
prospects for future market development and the paths that the EU could take to deliver
CMU.

Les marchés des actions peuvent contribuer au bien commun de maniére substantielle.
Cette étude apporte de nouvelles données permettant de faire avancer le débat sur les
perspectives de développement des marchés primaires et secondaires des actions en
Europe. Afin d’en évaluer le fonctionnement, le présent rapport a collecté et analysé
plusieurs sources d’information, dont plusieurs bases de données, des entretiens avec les
acteurs du marché et une revue documentaire et littéraire approfondie. Les données
collectées confirment un déclin partiel des marchés des actions dans I'UE, et montrent que
les colits d’introduction en bourse ont considérablement augmenté au cours des dernieres
décennies. Bien qu'il soit possible de moderniser davantage les regles d’introduction en
bourse, I'analyse révele que les obligations réglementaires ne constituent pas la principale
cause du déclin des introductions en bourse. L'augmentation des activités de fusion et
d'acquisition ainsi que le développement du marché du capital-investissement (private
equity) sont considérés comme les principaux moteurs du déclin de l'attractivité des
bourses. L'étude identifie certains exemples de politiques publiques ayant le potentiel de
contribuer a instaurer un environnement plus favorable aux introductions en bourse
d’entreprises de toutes tailles, sans négliger pour autant les cas ou les marchés non cotés
constituent une meilleure alternative. L'analyse révéle également une baisse des co(its de
transaction et un choix plus large pour les traders et les investisseurs depuis 2009, du fait
d’une pression concurrentielle accrue; mais ces phénomeénes concernent surtout les
grands centres financiers. Par ailleurs, les entreprises ainsi que les investisseurs font
toujours preuve d’'une forte préférence nationale dans leurs choix de cotation ou
d’investissement, et une grande partie de I'activité transfrontaliére provient d'autres Etats-
membres de I'UE, plutét que de pays tiers. L'étude identifie ensuite plusieurs pistes visant
a améliorer la liquidité sur les marchés des actions PME et les marchés de capitaux locaux.
L’'analyse conclut par une évaluation des perspectives d’avenir des marchés, et une
identification des voies que I'UE pourrait emprunter afin de compléter I'Union des Marchés
des Capitaux.
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Executive summary

Motivation and approach

The European Commission commissioned Oxera Consulting LLP to study the functioning of
primary and secondary equity markets in the EU. The main objectives of this study are to
contribute to the evidence base needed to further advance the Capital Markets Union
(CMU), with policies that provide a better environment for listing of companies of different
sizes by addressing potential economic and technical barriers related to the EU primary
and secondary equity markets. Moreover, the study assesses the prospects for market
development and considers the future architecture of EU equity markets.

For the study, we (Oxera) have collated original data, held and recorded structured
interviews with a wide range of relevant stakeholders, analysed this material and identified
its implications for a CMU, before developing a set of policy recommendations for the
Commission.

Public equity markets provide substantial social benefits, offering an effective way to share
risk and allocate capital efficiently between savers and borrowers. They discipline firms’
valuations and organisational behaviour. Initial public offerings (IPOs) enable firms to raise
funds as they grow, and offer an exit route for early-stage investors.

However, our analysis shows that Europe’s public equity markets have fallen behind in
global terms. Its markets are much smaller than those in the USA, despite having a similar-
sized economy, and are smaller than Asia’s markets when measured by market
capitalisation relative to gross domestic product (GDP).

Given all this and the relative decline of public equity markets in the EU, we identify policies
that can help their development, while remaining vigilant to the possibility that private
markets could be more efficient in some cases. Most importantly, we identify the need to
develop markets policy in the round rather than issue by issue. This is because measures
designed to pursue one goal might impede pursuit of another goal. There are many trade-
offs to consider and there are dependencies between primary and secondary markets.
After analysing the primary and secondary markets in-depth, we suggest strategic paths
for how the Commission might best deliver a CMU.

Primary markets

Primary markets are a type of platform, on which the buyers and sellers are investors and
investees in equities. Platforms need to attract buyers and sellers, and succeed as more
buyers and more sellers join. Balancing the interests of investors and investees was
therefore important in our analysis, which focuses on:

= regulation (section 3);

= reasons for listing and de-listing (section 4);

= economics of listing for small firms (section 5);

= cross-border listing in the EU (section 6);

= reasons why large unlisted firms may not seek to list (section 7);

= the IPO process (section 8).
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Our analysis shows that the number of listings in the EU-28 declined by 12%, from 7,392
in 2010 to 6,538 in 2018, while GDP grew by 24% over the same period.! Large financial
centres (Frankfurt, Paris and London) saw declines in listings. 8,000—17,000 large
companies in 14 EU member states are eligible to list but not seeking to do so.? We have
been witnessing the partial eclipse of the public corporation.

Key issue 1: what is driving the decline in listings?

The decision to list depends on the net benefits to a firm of going public outweighing any
negative impacts. The top benefits to listing identified in our analysis are the exit route for
existing shareholders, facilitation of acquisitions, and access to additional equity. Listing
also signals commitment to governance standards—hence many Asian and African firms
list in the UK or USA.

Feedback from market participants indicates that the initial and ongoing costs of becoming
a public company have risen considerably in recent decades, and widened the gap between
public and private companies. The costs of listing are direct (fees) and indirect (agency
costs, under-pricing, risk management, litigation, and regulation). We estimate the total
financial cost to be in the region of 5-15% of gross proceeds, and typically more for those
raising smaller sums. These costs matter, as we see in sections 4 and 5.

Increased M&A activity along with the development of private equity markets are identified
as the major driving forces for the decline in listings. Data from the major EU exchanges
indicates that delistings have predominantly been driven by increased M&A activity. Some
of these delistings have been the result of acquisitions by already listed companies.
However, there have also been delistings as a result of private equity firms acquiring listed
companies and some technical delistings.

Even though regulation is not the primary driver of the decline in listings, there is room
for future modernisation and streamlining of the listing rules. The regulatory costs
associated with listing are particularly relevant for smaller issuers, for which alternative
private funding options may be more readily available.

The main reasons cited in our issuer survey and structured interviews for voluntarily
choosing to delist include the challenges associated with meeting regular financial
reporting requirements; the time and cost associated with compliance and administration;
annual fees paid to advisers, brokers and exchanges; and requirements to disclose
sensitive information.

Key issue 2: what can policymakers do to encourage EU listings?

Firms not listing also brings social costs. Public markets exert market discipline on firms’
valuations and organisational behaviour. They also support the democratisation of wealth
creation; for example, while pension funds and insurers can invest in private companies,
the general public typically cannot. As companies, especially in high-growth disruptive
industries, choose to stay private for longer, investors limited to public markets miss out
on an increasingly large part of the economy. Also, passive investors using indices have
access to increasingly fewer companies, and, as a result, see smaller returns on their
investments.® The key policy question is therefore: what can policymakers do to encourage
the development of public equity markets in the EU?

First, we note that not all the drivers of the decline in listings are controllable by
policymakers, and set these out in the report:

! Oxera analysis based on data from stock exchanges—see section 2.3 of the main report.

2 Oxera analysis, based on Orbis data—see section 7. The 14 member states are listed in section A1.3. 8,000
excludes unlisted companies owned by corporates.

3 See section 1.2 for more detail.
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= readily available private equity funding;
= continuing low interest rates and the availability of low-cost, debt-based finance;
= tax issues, particularly the bias towards debt over equity in many countries;

= the complexity in disclosure documentation that is due to market practice (e.g. advisers
trying to mitigate litigation risk) and increases investor search costs.

Key areas for policymakers
The study identifies five key areas for policymakers to consider.

1. Revisiting the rules around disclosure to reduce the imbalance between
private and public companies—for example, by evaluating the incremental benefits
of disclosure requirements for secondary listings, of quarterly and half-yearly reporting
requirements, and of the private company exemption from Environmental Social and
Governance reporting. As some reporting requirements are imposed by exchanges not
by regulators, we note that there is a role for a co-ordinating authority such as the
Commission, with the support of others, to ensure that the overall set of requirements
is in the public interest. Policies to support the development of SME growth and other
junior market segments are also important, as they reduce the minimum efficient scale
for listing. We describe some of these in section 5.

2. Encouraging flexibility in the use of dual-class shares where national rules or
practices prevent this. One approach is to allow dual-class shares on a time-limited
basis, through sunset clauses, to encourage more family-owned firms to seek a listing
on public markets. Among the 14 EU member states analysed in-depth in the study,
5,000 family-run companies above €50m in size remain unlisted*—this could be a
significant source of new listings.

3. Promoting institutional investor participation in IPOs—by reconsidering
regulatory costs or restrictions on pension funds and insurance companies, and
possibly other financial firms, investing in public equity markets. The Commission’s
review of equity capital charges under Solvency II is important here. The Commission
could also prompt member states to reconsider national restrictions on pension funds.

4. Improving corporate governance standards to keep down agency costs. Here,
the appropriate policy response depends on the context. In countries where ownership
is fragmented, the aim should be to reduce impediments to blockholder control. In
markets where there is already concentrated ownership, the aim should be to prevent
exploitation of outside shareholders. It is healthy to have competition between
different forms of company ownership in the Single Market—policymakers should not
take away all benefits of a family-run business, but should aim to stop expropriation
of outside shareholders.

5. Attracting retail investors, a potentially large source of capital, to invest in
public equity markets. Book-building has reduced the role of retail investors in IPOs,
but policymakers could require book-builders to use technology to make a small
proportion of allocations directly available to retail investors. This would not
compromise price formation as it is driven by institutional investors. For smaller stocks,
policymakers could explore whether lighter regulation could catalyse the development
of investment vehicles focused on SMEs.

4 Oxera analysis, based on Orbis data—see section 7.
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Secondary markets

Secondary equity markets are where investors buy and sell shares. A well-functioning
equity market provides liquidity and a reliable price-formation process. These market
functions allow investors to (re)allocate their asset holdings at low cost, enabling them to
manage their financial risks according to their preferences. More efficient secondary
markets also lower the cost of raising capital for issuers in the primary markets.

We find the following trends in trading activities in EU equity markets.
= Equity trading in the EU (including the UK) has been fairly stable.

= There is significant home bias in equity trading. A large share of the cross-border
trading activity comes from other EU member states.

= Cross-border trading is mostly concentrated among stocks in large financial centres.
Consolidation of some exchanges and the growth of alternative trading platforms has
mostly occurred in Western Europe, while equity trading in Central and Eastern Europe
has remained more independent, with the exception of Nasdaq Baltics.

= Insurers and pension funds account for 30% of domestic investment in large and mid-
size financial centres, compared to 9% in small financial centres.

Our analysis indicates that increased competitive pressure has led to the following.
= Lower trading fees
= More choice for traders and investors

The benefits from competition have been felt mainly in the large and well-established
financial centres. Smaller financial centres—such as those in Central and Eastern Europe—
have not yet seen the benefits from new entry.

Key issue 3: what can policymakers do to encourage EU equity trading?

Given the trends observed in secondary markets, we advise that policymakers embrace
the choice and innovation taking place in equity markets, while being mindful of protecting
price formation.

Our analysis indicates that, despite an increase in trading fragmentation, implicit costs of
trading have not increased (i.e. market liquidity has not decreased). This is because
traders have access to the necessary technology to search for the best available option to
execute their trade. Although market depth has reduced, traders deal with this in a variety
of ways to minimise market impact and implicit costs. However, it remains important to
monitor liquidity, using a range of measurements (including implementation shortfall to
capture market impact), on a regular basis across EU markets, to establish a well-rounded
view of the development.

While there has been an improvement at the aggregate EU level, liquidity is still a major
concern for SMEs and small financial centres. Two recent developments have further
challenged SME liquidity: new rules on unbundling of trade execution and research fees
may have a negative impact on small companies, which generally receive much lower
research coverage than large ones; and the increasing popularity of passive investment
(specifically ETFs) has benefited liquidity in large-cap stocks rather than small caps.

Local capital markets

Our analysis indicates that most of the competition benefits from MiIiFID I have been felt
in the large financial centres, rather than small financial centres.
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The absence of larger pan-European CCPs operating in smaller financial centres makes it
commercially less attractive for brokers to trade in stocks domiciled in smaller financial
centres and for new trading platforms to enter.

Key areas for policymakers

Oxera’s study identifies five key areas for policy focus specifically aimed at improving
liquidity for SMEs and local capital markets.

1. Investigating the role of the EIF and/or EBRD to act as an anchor investor to
crowd in additional investment in each region, and supporting the development
of the local ecosystem for services, such as fund management, equity research, and
IPO advisers.

2. Attracting more institutional investment into local capital markets: reviewing
restrictions on their ability to invest in equity; investigating the commercial barriers to
the adoption of indices in these markets; and requiring classification of the relevant
countries as ‘emerging’ or ‘frontier’ to enable their inclusion in the relevant indices.

3. Promoting open access and interoperability links between CCPs, or facilitating
cross-border mergers at the market infrastructure level, and more broadly,
supporting the development of pan-European infrastructure and ecosystem.

4. Encouraging more investment in SMEs: options include supporting the creation of
fund structures to facilitate the investment of diversified pools of SME stocks; policies
to promote the provision of equity research; and promoting the use of tax incentives
for investing in small stocks.

5. Strengthening corporate governance to build public trust in equity markets and
raise standards in jurisdictions where local requirements are in practice weaker.

How might the Commission best proceed to deliver a CMU?

We have identified four key challenges to achieving the delivery of a CMU. Each challenge
could be addressed in a different way depending on the political direction of the EU.
Combining each of the four key challenges with two alternative options for delivering the
CMU results in eight possible development paths. Each path has different implications for
the prioritisation of policy action, and there are important choices for the Commission to
make in terms of which development path, or paths, to follow. This is discussed in detail
in section 14. Some policies support more than one development path and may therefore
have a high pay-off in terms of developing capital markets. However, it is not certain that
these policies will produce the greatest net benefits overall. The Commission should
consider the operation of the EU’s equity markets in the round, to identify a set of policies
that, overall, will produce a successful market design.
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Development paths to deliver CMU
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Source: Oxera.

Adoption of new technologies can improve market outcomes, and competition is a critical
driver of that adoption. Therefore, the Commission’s policies need to be tilted towards
promoting competition wherever this will not entail major risks. Regulation needs to be
flexible enough to allow the industry to benefit from the new technologies, keeping in mind
the unique economic features of the market.

Events, such as Brexit and COVID-19, need not distract the EU from achieving its CMU
vision. They might necessitate specific market-monitoring, but policymakers need to
remain focused on ensuring that equity markets carry out their primary function of
providing the finance to enable the European economy to flourish, and to calibrate any
response to Brexit and COVID-19 in light of overall market data and other evidence.

The Commission should in any case launch an annual market-monitoring exercise using
data on primary markets, SME access to funding, liquidity performance, levels of trading
and post-trading integration. The wealth of evidence in this report can be used to select
the most useful data. If the data indicates that markets are not growing or integrating,
the Commission could launch an in-depth analysis of the relevant markets with a view to
enhancing their functioning. In particular, the nascent equity markets in mid-sized and
small financial centres would benefit from close monitoring, with high-quality data
collected for future policy interventions if required.
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1 Introduction
1.1 Objectives and remit

DG FISMA commissioned Oxera to undertake a study on the functioning of primary and
secondary equity markets in the European Union (EU). The main objective is to provide a
comprehensive analysis of these markets, focusing on listing and delisting decisions and
the drivers of liquidity.

This report answers the following key questions.

= What are the mains reasons for European firms choosing to list or delist? Why do some
choose to remain private?

= What drives the choice of listing venues? Why do some issuers choose to list in countries
outside the EU?

= Are there any barriers in the IPO process in the EU?

= How has the structure of secondary markets developed across the EU, especially as a
result of greater competition among trading venues following MiFID I?

= Has the market structure resulted in greater choice and innovation, and how has this
affected investors?

= Has the introduction of competition at the trading level further fragmented trading and
liquidity? How have trading costs, both explicit and implicit, evolved across various
markets in the EU?

= Are there barriers preventing further development of secondary equity markets in the
EU?

This report also considers scenarios for the architecture of equity markets in the EU and
the policy measures required to support the European Commission’s vision of a Capital
Markets Union (CMU).

1.2 Why a study on equity markets now?

Well-functioning public equity markets provide an effective way to share risk, and to
allocate capital efficiently between savers and borrowers in an economy. Growing firms
use the initial public offering (IPO) market to raise both their funds and their profiles,
helping them to scale up; while, perhaps more importantly, for early-stage investors, the
IPO market provides liquidity. Public equity markets also exert market discipline on firms’
valuations and organisational behaviour.

While equity markets were first developed in the EU, they have become fragmented and,
in some cases, are not very well-developed. In global terms the EU has fallen behind—for
example, the USA, despite having a similar-sized economy to the EU, has much more
active public equity markets (see Figure 1.1 below).
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Figure 1.1 Size of public equity markets as % of GDP, 2018
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Note: Asia refers to East Asia and the Pacific. World Bank market capitalisation data is not available
for the UK, so London Stock Exchange data has been used instead.

Source: World Bank, London Stock Exchange data.

The decline in listings seen in the EU/the euro area is representative of a global trend of
declining public equity markets. The average value of listed companies has risen and firms
are taking longer to list than before.

An important policy question is what this means for the democratisation of wealth creation
and retail participation in stock markets, and what is the impact on the real economy? As
companies, especially ones in high-growth disruptive industries, choose to stay private for
longer, investors limited to public markets miss out on an increasingly large part of the
economy. Also, passive investors using indices have access to increasingly fewer
companies, and, as a result, see smaller returns on their investments.®

Another major issue is the separation of ownership from control, and the agency costs
that arise from the need for investors to monitor the activities and performance of
businesses they own but do not control. In addition, being a public corporation comes with
additional obligations and responsibilities in terms of disclosure, reporting and public
expectations.

There is also a question around the international competitiveness of listings on European
stock exchanges, with a number of larger European firms recently seeking to list on
exchanges outside of Europe, in the USA or Asia, rather than in Europe.

We have also seen fundamental changes over the past decade in the markets for equity
trading and post-trading in Europe, as competition has been introduced and costs have
fallen. These have been facilitated by technological developments and regulatory changes.

Policymakers are eager to understand what can be done to reduce the barriers to more
firms, particularly small and medium-sized enterprises (SMEs), listing in Europe and to

5 For further discussion on the performance of investing in private versus public stocks. See, for example,
Harris, R.S., Jenkinson, T.J., and Kaplan S.N. (2014), ‘Private equity performance: what do we know?’, Journal
of Finance, 69:5; Akguc, S. Choi, J. and Kim, S. (2015), ‘Do private firms perform better than public firms?’,
working paper; and Boyer, B. Nadauld, T. Vorkink, K. and Weisbach, M. (2019), ‘Private equity indices based
on secondary market transactions’, working paper; and Korteweg (2019), ‘Risk adjustment in private equity
returns’, Annual Review of Financial Economics, 11, pp. 131-52.
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promote more efficient secondary markets. This applies to both financial centres that are
more developed and the smaller, local capital markets.

With the exit of the UK from the EU, this is a particularly important time for policymakers
to take stock and assess what is working well, and what can be done to further improve
the functioning of these markets in Europe.

1.3 Our approach

This study has been prepared in collaboration with Oxera’s team of academic equity
market advisers and the industry.

We were advised by our team of academics: Professor Marco Becht of Vrije Universiteit
Brussel; Professor Alvaro Cartea of the University of Oxford;
Professor Luca Enriques of the University of Oxford; Professor Julian Franks of
London Business School and Oxera Partner; Professor Tim Jenkinson of University of
Oxford and Oxera Partner; Professor Dr Christoph Kaserer of Technical University of
Munich; and Professor Philip Maume of Technical University of Munich.

We also hosted a roundtable on the future of equity markets in November 2019 in Brussels,
with chief executive officers (CEOs), chief finance officers (CFOs) and Board members of
trading venues, brokerage firms, fund management firms and large corporations; and
market experts.

For more information on the information sources used for this report, see Appendix Al.
1.4 Structure of the report
This report is structured as follows.

= Section 2 gives an overview of the primary and secondary equity markets of all trading
venues, regulated markets and multilateral trading facilities (MTFs).

= Sections 3 to 8 provide in-depth analysis of the primary markets.
= Sections 9 to 13 present in-depth analysis of the secondary markets.

= Section 14 sets out development paths for the architecture of equity markets in the EU
and the potential policy mix.

The appendices contain more detailed information on the data sources and additional
supporting material used for the analysis.

Section 2 covers analysis of the EU-28 and EU-27,° giving an overview of EU equity
markets, while sections 3—13 provide more in-depth analysis on the 14 EU member states
set out in the tender for this study (see Table 1.1). The European Commission and Oxera
selected these countries with a view to achieving broad coverage of all aspects of the EU-
28 economies and capital markets.

6 This report provides analysis of the EU-27 as well as the EU-28, given the important role of the UK as the
largest European equity market, and the implications of its departure from the EU.
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Table 1.1 EU member states for in-depth analysis

Bulgaria Ireland

Croatia Italy

Estonia The Netherlands
France Poland

Germany Slovakia

Spain Sweden
Hungary The UK
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2 An overview of equity markets in the EU

2.1 Introduction
This section gives an overview of primary equity markets in the EU:
= section 2.2 describes the typical funding mix of companies.

= section 2.3 summarises the main characteristics of listed firms, including the trends in
their number and size over time.

2.2 Funding mix of European companies

Firms can fund investment projects through debt or equity. Debt-based finance options
include bank loans, bond markets and the private debt markets. Equity fundraising can be
done via public equity markets or unlisted shares in private equity markets.

While public equity markets in Europe are on average smaller than in the USA and Asia,
there is much variation across EU member states. Figure 2.1 shows the size of public
equity markets across the member states, measured by the market capitalisation of
companies listed in each country as a percentage of their GDP.

Figure 2.1 Market capitalisation as a % of GDP, 2018
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Note: Market capitalisation covers listed domestic companies (and foreign companies with an
exclusive listing in that country). Data excludes investment funds, unit trusts and companies for
which the only business goal is to hold the shares of other listed companies.

Source: World Bank and Oxera analysis of stock exchange data.
These member states broadly fall into one of four groups:

= those with relatively well-developed public equity markets for the size of their economy,
which also have well-developed private pension and insurance systems’—for example,
Denmark, the Netherlands, Sweden and the UK;

7 See, for example, Figure 1.3 in OECD (2019), ‘Pension Markets in Focus’,
https://www.oecd.org/daf/fin/private-pensions/Pension-Markets-in-Focus-2019.pdf.
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= newer member states, where capital markets have developed more recently, and where
there are small public equity markets—for example, countries in Central and Eastern
Europe;®

* those where households typically rely on the state for their pensions.® Combined with a
well-known and well-documented home bias!® in EU pension and insurance investments
(see below),!! this reliance affects the amount of money available for investment in
public equities—for example, France, Italy, Portugal and Spain;

= those whose corporate sector tends to rely more on bank-based finance than market-
based finance—for example, Austria and Germany.

The more developed public equity markets (in the Netherlands, Sweden, and the UK) are
in the countries with the largest private pension systems. Most EU markets have significant
home bias in EU pension and insurance investment, and this is often at least 50%, if not
more: 60% in Spain, 70—75% in Germany, the Netherlands and Austria; and 80% in
France (see Figure 2.2).12 This emphasises the important role of local pension systems in
developing equity markets in Europe.

Figure 2.2 Breakdown of investor types in EU equity markets, 2018
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analysis merges two datasets from the International Monetary Fund (IMF) (from the Coordinated
Portfolio Investment Survey) and the European Central Bank (ECB) (from the compilation of
European sector accounts). This data does not include Croatia and the UK.

Source: Oxera analysis of IMF and ECB data.

For many European member states, the public equity markets are relatively
underdeveloped, although there is still a significant amount of equity financing, via unlisted

8 See, for example, Baele, L., Bekaert, G. and Schéafer (2015), ‘An anatomy of central and eastern European
equity markets’, EBRD Working Paper, No. 181.

° See, for example, Figure 1.3 in OECD (2019), ‘Pension Markets in Focus’,
https://www.oecd.org/daf/fin/private-pensions/Pension-Markets-in-Focus-2019.pdf.

10 A tendency for investors to hold the majority of their portfolio in domestic equities.

11 See International Monetary Fund (2019), ‘A Capital Markets Union for Europe’, SDN/19/07; European Central
Bank (2018), ‘Financial integration in Europe’, May; European Commission (2017), ‘Impact Assessment on
pan-European Personal Pension Product (PEPP)’, Staff Working Document, section 2.1.

12 International Monetary Fund (2019), ‘A Capital Markets Union for Europe’, SDN/19/07.
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shares (see Figure 2.3). While businesses’ overall leverage (the debt to equity ratio) is
fairly similar between the EU and the USA, there is a much larger share of market-based
financing in the USA.

Figure 2.3 Funding mix of European businesses in the EU, 2018

100%
80%
60%
40% III
20% I I I I
0%
ET2TXSYPLELE YT T2ET OS2I CLC T vs
o ] S &5 ® S S EO9OT S TE SO S 5 2 = X n
SCEoESE3E552883°523228839558% S
Elg=52LETT (oILa O6 ©55&gali3"028
Y 0o ao¥ ggo a wIgS5e o 7
- 3o 5
2 a2z a
[
-] (@)
Listed shares  mUnlisted shares and other equity Non-equity

Note: The breakdown shows non-financial corporations’ total financial liabilities accounted for by
listed shares, unlisted shares and other equity, and non-equity financing respectively. Listed shares
are equity securities listed on an exchange, which may be a recognised stock exchange or any other
form of secondary market. Unlisted shares are equity securities not listed on an exchange. Other
equity comprises all other forms of equity, such as the equity in incorporated partnerships. Non-
equity includes all other forms of financial liabilities, such as debt securities, loans, pension
entitlements and trade credit.

Source: ECB/Eurostat, Federal Reserve System.

Private capital can be raised by venture capital investors, hedge funds, corporations, and
mutual funds. In recent years, there has been a significant increase in mutual funds
participating in private markets,!® and private equity has become more readily available
for mid-sized corporations, with an increase in private equity investment. For example,
the ratio of public equity to non-public equity held by euro area investment funds fell from
almost 20:1 in 2015 to 6:1 in 2019.1* Infrastructure financing by direct equity investment
in projects in Europe also grew by 58% in 2018, to $34bn.!> Furthermore, there has been
an emergence of private debt markets, dominated by funds rather than banks. Many large
institutional investors increasingly see greater benefits from direct equity ownership and
financing of private companies due to greater control and lower demand for liquidity than
is typical for public companies (discussed further in section 7). Meanwhile, the cost of
borrowing for firms in the euro area has declined to very low levels (see Figure 2.4),
making debt-based finance more attractive.

13 Kwon, S., Lowry, M. and Qian, Y. (2020), ‘Mutual fund investments in private firms’, Journal of Financial
Economics, 136:2, pp. 407—-443.

140xera analysis of ECB Investment Fund Balance Sheet Statistics.

15 Based on Prequin data. See, for example, exhibit 1 in McKinsey (2019), ‘Private markets come of age’.
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Figure 2.4 Nominal external financing costs of non-financial corporations in
the euro area, 2005-18
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Source: European Central Bank (2018), ‘Measuring and interpreting the cost of equity in the euro
area’, ECB Economic Bulletin, Issue 4/2018, https://www.ecb.europa.eu/pub/economic-
bulletin/articles/2018/html/ecb.ebart201804_02.en.html#toc3

Although difficult to quantify exactly, the incentives for companies to list and raise funds
on public equity markets have clearly significantly reduced in this changed environment.
Figure 2.5 shows the increase in private equity investment and fundraising, and thereby
gives an indication of the impact.

Figure 2.5 Private equity investment and fundraising by European offices,?
2009-18
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Note: ! The value of investments and fundraising made by the European offices of private equity
firms. Included here are private equity funds making direct private equity investments, mezzanine
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private equity funds, co-investment funds and rescue/turnaround funds. Excluded from the chart
are infrastructure funds, real estate funds, private debt funds, distressed debt funds, primary funds
of funds, and secondary funds of funds. Total investment by European private equity offices may
differ from the total value of private equity investment in European companies. In particular, this
data does not cover investment in European companies by general partners without a European
office. Higher levels of fundraising compared to investment imply that private equity firms have
increasing levels of unallocated capital, or ‘dry powder’. Higher levels of investment compared to
fundraising imply that private equity firms are drawing on unallocated capital reserves to fund
investments.

Source: Invest Europe.
2.3 Characteristics of public company listings

This section gives an overview of primary equity markets based on new and extensive
data collected from EU stock exchanges as part of this study, supported by existing
databases. See Appendix Al for information on the data sources used.®

2.3.1 Global trends in equity markets

High-level analysis of financial centres across the world highlights the contrasting
trajectories of European and Asian public markets. European public markets have shrunk
in terms of the number of listed companies since the 1990s, whereas Asian markets have
grown.

As shown in Figure 2.6 below, there are important differences in the trends observed in
the USA and Europe compared with Asia.!’

= In the USA and Europe, there has been a significant reduction in the number of listed
companies on the largest stock exchanges. The trends in the USA are well-documented
in the academic literature. For example, Doidge et al. (2018) report that there were
5,895 public listed US firms in 1989, 7,509 at the peak in 1997, but only 3,618 by the
end of 2016.'® As seen in Figure 2.6, the US trend is driven by Nasdaq, although it has
been mitigated by an increase in listings on the New York Stock Exchange (NYSE). We
explore the trends in the EU in more detail in the next section.

= In Asia, however, the largest stock exchanges (Hong Kong, Shanghai and Tokyo) have
seen a significant increase in the number of listed firms. This partly reflects the growth
rate of the Asian economies and the fact that they are starting from a lower base number
of listed companies.

6 The analysis in this section does not distinguish between primary listings—defined in this report as listings on
the exchange where the first IPO took place—and secondary listings. There are relatively few dual listings in
the EU, and the breakdown between IPOs in the EU and secondary listings is more closely analysed in section
6.

17 See Appendix 14.7A2.1 for the detailed data.

18 See, for example, Doidge, C., Kahle, K.M., Karolyi, G.A. and Stulz, R.M. (2018), ‘Eclipse of the Public
Corporati on or Eclipse of the Public Markets?’, Journal of Applied Corporate Finance, 30, pp. 8—16.
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Figure 2.6 Global trends in the humber and market capitalisation of
companies listed on the major stock exchanges, 1990-2018
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Note: The number of listed companies refers to the number of domestic and foreign listings on each
exchange. Market capitalisation refers to the total capitalisation of domestic companies and
exclusively listed foreign companies on each exchange.

Source: Oxera analysis of data from stock exchanges factbooks, the World Federation of Exchanges
(WFE) and the World Bank.

The overall size of public equity markets has grown in all major stock exchanges since
1990, both in absolute terms and relative to GDP (see the bottom panel of Figure 2.6 and
Appendix A2.1 for more detail). Total market capitalisation on the ten largest global stock
exchanges combined increased from $7,789bn at the end of 1990 to $52,492bn at the
end of 2018. This is a compound annual growth rate (CAGR) of 7% per year. It is important
to put this growth in the context of a period of general inflation, changes in dividend policy
(with more share repurchases), and sustained asset purchases of the central banks in
these economies over the same period.

2.3.2 Analysis of European public equity markets

This section gives a more detailed overview of equity markets in the EU, as measured by:
= the number and value (market capitalisation) of listed companies;

= trends in equity issuance (IPO and follow-on);

= the typical company age at the time of the IPO; and

= the volume and value of trading.
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Most data in this section was obtained from a data request covering 60 trading venues in
the EU, supplemented with data from WFE, the Federation of European Securities
Exchanges (FESE) and Bloomberg. Where possible, certain financial vehicles!® have been
removed in order to focus on listed companies that produce goods and services.?°

Number of companies listed

Figure 2.7 below shows the change in the number of listed companies between 2010 and
2018. In the EU-27, the total number of listed companies (on both main markets and
junior markets) declined from 5,414 in 2010 to 5,024 in 2018. The UK has seen a similar
trend, and the decline of listed companies on the EU-28 exchanges (i.e. including the UK)
was from 7,392 to 6,538 over the same period.

Over the same period, total market capitalisation on the EU-28 exchanges combined
increased from €8,334bn to €10,257bn. This is a CAGR of 2.6% per year,?! and compares
to an average EU-28 GDP growth rate of around 2.7% per year over the same period.

There has been some variation in trends across member states and exchanges.

= Jtaly and Sweden have witnessed a large increase in listings, specifically on AIM Italia,
the Nasdaq First North market and Nordic Growth Market’s Nordic MTF. One success
factor for these exchanges has been the tax incentives (discussed further in section 5).

= Poland has also seen a large increase in the number of listings, supported by favourable
economic conditions, but has also experienced a small decline in total market size (in
terms of market capitalisation) over the same period. This reflects a large number of
small companies seeking to list on the Warsaw Stock Exchange.

= Germany and the UK have seen large reductions in the number of listings—on both the
main and junior markets of Deutsche Borse and the London Stock Exchange. The same
holds in France, albeit to a lesser extent, which has seen slight increases in the number
of listings on Euronext Growth, but a large reduction on Euronext Access.

= There has also been a decline in the humber of listed companies in many of the smaller
Central and Eastern European financial centres and all three Baltic exchanges.

1% Namely, investment funds, investment trusts, exchange-traded funds, venture capital trusts, real estate
investment trusts (REITs) and special-purpose acquisition companies.

20 More detail on the data collection and cleaning process is set out in Appendix A1.2.

20 See Appendix 14.7A2.1 for the detailed data.

2! Table A2.4 shows the change in market capitalisation of listed companies across EU stock exchanges since
2010.
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Figure 2.7 Number of listed companies and changes to market capitalisation
in Europe, by exchange, 2010-18
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Source: Oxera analysis of stock exchange data; WFE.
What is driving the reduction in listings?

For the number of listed firms to decline, firms must be leaving public stock exchanges
more quickly than others are entering. New listings in Europe have been extremely low
over the last decade. From 2014 to 2018, the average annual number of new listings was
437, according to our dataset.?? In contrast, the average number of new listings between
1995 and 2005 was 554 on the major European exchanges.?3

The lower panel of Figure 2.8 below shows that this gradual decline has occurred as new
listings in EU-27 markets have failed to keep pace with a steady flow of delistings.
Delistings can occur due to merger and acquisition (M&A) activity, bankruptcy and/or
strategic decisions by the company owners to become private (for more detail, see section

7).

22 New listings are defined mathematically—i.e. inferred from the differences between years in the panel.
23 Based on WFE data on new listings (domestic and foreign) for Borsa Italiana, Deutsche Bérse, Euronext
Amsterdam and Euronext Paris, and the London Stock Exchange.
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Figure 2.8 Number of listed companies in the EU-27, 2010-18
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Behind the EU-level trend of a gradual decline in listings, there is significant variation
across markets and member states. Figure 2.9 below shows the net change in listings
across member states. Sweden and Poland partially offset a broader decline across other
member states. Some of this variation can be readily explained. If a country has relatively
immature capital markets, the rate of growth should also be expected to be higher. Former
Communist countries did not have capital markets in 1990, so these countries have started
from a zero base. The stock market in Poland is a good example of this.

Furthermore, higher economic growth and stock market expansion are related. Some of
the economies that have grown (e.g. Poland) also have stock markets that have
experienced strong levels of growth over the same period. On the other hand, other stock
markets, such as Spain, experienced sustained and significant expansion in listed stocks
before the financial crisis in 2008, but this trend has tailed off as growth has declined.

Other markets have been either fairly flat or in a long-term decline for a sustained period.
This is the case for France, Germany, the Netherlands and the UK.

Analysis of recent delistings from the main markets in the UK, France and Italy (where the
most complete delisting information is available) indicates that most delistings were either
voluntary (i.e. companies choosing to go private) or due to acquisition (discussed further
in section 4.5).

More broadly, while there is significant variation in the net decline of listings across
member states, it is important to note that the UK and Germany remain significant
financial centres in Europe, despite experiencing a larger absolute reduction in the number
of listings.?* The UK’s departure from the EU will mean a large reduction in the number of
EU listings, although only a small number of EU-27 firms seek to list in the UK, as discussed
further in section 6.6.2.

24 In addition, many of the larger EU-27 IPOs are managed out of London. See Jenkinson, T, Jones, H. and
Suntheim, F. (2018), ‘Quid Pro Quo? What Factors Influence IPO Allocations to Investors?’, The Journal of
Finance, 73:5, pp. 2303-2341.
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Figure 2.9 New listings net of delistings in the EU-28, 2010-18
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Note: Calculated as the number of listings in 2018 minus the number of listings in 2010. See note
to Figure 2.8.

Source: Oxera analysis of stock exchange data; WFE.
Trends in equity issuance (IPOs and follow-on)

Figure 2.10 below shows the value of new equity issuance on EU exchanges. The low
issuance in 2012 coincides with the height of the euro area financial crisis. The peak value
in 2015 was driven by several large IPOs, including Aena (on BME), ABN Amro (on
Euronext Amsterdam) and Worldpay (on the London Stock Exchange).

Figure 2.10 Primary and follow-on equity issuance on EU-28 exchanges,
2010-19

200 -
180 A
160 A
140 A
120 ~

c
2 100 -
W
80
60
40
20
0 — T T T T T T T T T

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

m |PO = Follow-on

Note: Data covers Dealogic deals categorised as ‘ECM-FO’ or ‘ECM-IPO’ with a Deal Subregion or
Exchange Subregion of the EU-28. Excludes money raised by certain investment funds and REITs.
Data converted from $ to € using year-average ECB rates.

Source: Dealogic.
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Figure 2.11 below presents the value of IPO equity underwriting on stock exchanges in
different member states in 2018 as a proportion of GDP. The country-level data shows the
following.

= The large volume in Estonia was driven by the IPO of the Port of Tallinn, which raised
€147m in 2018—the largest IPO in Estonia for more than 12 years. (See Box 4.5 in
section 4 for more detail on this IPO.)

= In Finland, although trends generally follow the larger adjacent markets, the high level
of issuance activity in 2018 was supported by an improved economic situation and a
new wave of start-ups and innovation, alongside a strongly performing domestic stock
market (Nasdaq Helsinki).

= IPO equity underwriting on German and UK exchanges combined exceeded €16bn in
2018. The high level of German IPO activity was driven by the two largest European
IPOs taking place on Deutsche Bérse (Knorr—Bremse and Siemens Healthineers).
London IPO equity underwriting volumes were driven by the IPOs of UK-based car
manufacturer, Aston Martin Lagonda; Czech-based cybersecurity firm, Avast (one of the
largest technology IPOs in London); and the pan-African distributor of Royal Dutch Shell
brands, Vivo Energy (a dual IPO on the London Stock Exchange and Johannesburg Stock
Exchange).

= Several member states recorded minimal or no IPO equity underwriting activity on their
exchange. Some of them also saw no follow-on equity underwriting in 2018.

Figure 2.11 IPO equity issuance as a % of GDP, by member state, 2018
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Subregion of the EU-28. Excludes money raised by certain investment funds and REITs. Data
converted from $ to € using year-average ECB rates.

Source: Dealogic.
Average size of listed company

As noted above, the overall trend in Europe has been a decrease in the number of listings
and an increase in market capitalisation. Naturally, this implies an increase in the average
size of listed company.

November 2020 | 31



Oxera Consulting LLP Primary and secondary equity markets in the EU

Figure 2.12 provides an estimate for the average (mean) size of listed companies on major
European exchanges, based on WFE data. It shows a gradual increase in the average
company size across most EU-28 exchanges. This increase has been driven mainly by the
volume of M&A activity in public markets (section 4 analyses why delistings have
occurred), as well as secondary raisings in equity markets (see Figure 2.10).

Figure 2.12 Average size of listed companies, 2008—-18
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Note: Data covers Athex, BME, Borsa Italiana, Bucharest Stock Exchange, Budapest Stock Exchange,
Cyprus Stock Exchange, Deutsche Bdrse, Euronext, Ljubljana Stock Exchange, London Stock
Exchange, Luxembourg Stock Exchange, Malta Stock Exchange, Nasdaq, Vienna Stock Exchange,
Warsaw Stock Exchange and Zagreb Stock Exchange. Average size calculated as (domestic) market
capitalisation divided by the number of listed (domestic) companies. WFE defines domestic
companies as those incorporated in the same country where the exchange is located; or elsewhere,
but listed only on the exchange in question.

Source: WFE.

Where possible, we have also analysed the size distribution of listed companies using
company-level data provided by the individual stock exchanges. For example, Appendix
A2 shows the distribution of market capitalisation on the Borsa Italiana and Euronext Paris
main markets.?® In particular, the data shows that:

= the distributions of total market capitalisation on these markets are highly unequal, with
Gini coefficients of over 0.8.%° This unequal distribution is primarily driven by a few very
large companies;

= the relative distributions of company sizes have largely remained unchanged in recent
years.

Age at IPO

There is some evidence that companies are seeking to list at a later stage than they did
previously. Figure 2.13 shows an estimate of the typical age of a company at IPO in Europe
in 2000 compared with 2018, based on a random sample of IPOs. These estimates follow
a pattern similar to that observed for US IPOs in previous studies. Although we observe

25 Both of these markets have relatively complete market capitalisation data.

26 A Gini coefficient is a measure of statistical dispersion. A Gini coefficient of 0 indicates perfect equality of the
distribution, meaning that all values are the same; a Gini coefficient of 1 shows maximum inequality among
the values.
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that the average age of a company listing in the USA is lower than in Europe, it is not clear
whether this difference is significant—these estimates are indicative only.

Figure 2.13 Median age at IPO, 2000 and 2018
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Source: EU-27: Oxera estimate, based on a random sample of 40 IPOs taken from Dealogic.
USA: Ritter, J.R. (2019), ‘Initial Public Offerings: Median Age of IPOs Through 2018/,
https://site.warrington.ufl.edu/ritter/ipo-data/.

2.4 Overview of secondary markets
This section gives a short introduction of our study of secondary equity markets.

Equity trading in the EU has been fairly stable in recent years, based on volume and value
traded. In 2018, 2,535bn shares were traded in the EU, at a value of €20,160bn. Table
2.1 and Table 2.2 below show the total value and volume of shares traded on EU stock
exchanges, respectively. The data shows that:

= trading activity is concentrated in the larger markets. In 2018, the top six exchanges
accounted for 94% of the total value traded and 94% of the total number of shares
traded;

= while we observe wide variations in size and growth rates across individual exchanges,
there is still a significant gap between average size of large (mostly in Western Europe)
and smaller markets (in Central and Eastern Europe);

= the total number of shares traded has declined in most European exchanges, with the
exception of Budapest Stock Exchange, Deutsche Bérse, Luxembourg SE, Nasdaq
Copenhagen, and Prague Stock Exchange.

Table 2.1 Total value of equity value traded on 24 exchanges, 2013 and 2018
(ranked by total value in 2018)

Exchange End 2013 (€bn) End 2018 (€bn) CAGR, 2013-18
Euronext 1,516 1,875 4%
Deutsche Borse Group 1,038 1,542 7%
London Stock Exchange 2,065 1,312 -7%
Borsa Italiana 574 618 1%
BME 691 570 -3%
Nasdaqg Stockholm 350 429 3%
Nasdaq Copenhagen 95 186 12%
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Exchange

Nasdaq Helsinki

Warsaw Stock Exchange
Vienna

Athens

Budapest Stock Exchange
Prague

Bucharest Stock Exchange
Ljubljana Stock Exchange
Nasdaq Tallinn

Zagreb Stock Exchange
Bulgaria Stock Exchange
Cyprus Stock Exchange
Nasdaq Vilnius

Malta Stock Exchange

Luxembourg Stock Exchange

Nasdaq Riga
Bratislava Stock Exchange

End 2013 (€bn)
95
56
19
19

8

7

2
0.3
0.2
n.a.
0.7
0.0
0.1
0.1
0.1
0.0
0.0

End 2018 (€bn)

136
48
36
14

9

6

2

0.3
0.2
0.2
0.2
0.1
0.1
0.1
0.1
0.0
0.0

CAGR, 2013-18
6%
-2%
11%
-5%
2%
-3%
0%
2%
3%
n.a.
19%
17%
-1%
-4%
-3%
-1%
-26%

Note: Euronext aggregates Euronext Amsterdam, Brussels, Dublin, Lisbon and Paris together with
Euronext APA, Euronext MTF, Euronext Block and Euronext Access. DB Group includes DB APA,
Frankfurt SE, Tradegate, Xetra and Xetra int market. BME includes Spain: BME APA, MCE, and
Spanish Regionals. The London Stock Exchange does not include Turquoise. The annual total value
traded is obtained as the sum of the total monthly value traded across all trading protocols. The
numbers have been sorted by total turnover at the end of 2018. The timeframe has been set between
2013 and 2018 in order to exclude the effects of the global financial crisis and the euro area crisis,
and on the basis of data availability.

Source: Oxera analysis of Refinitiv data.

Table 2.2

Total number of shares traded on European exchanges, 2013 and

2018 (ranked by number of shares traded in 2018)

Borsa Italiana

London Stock Exchange
BME

Euronext

Deutsche Borse

Nasdaqg Stockholm
Nasdaq Helsinki

Warsaw Stock Exchange
Athens

Bucharest Stock Exchange
Nasdaq Copenhagen
Budapest Stock Exchange
Vienna

Prague

Cyprus Stock Exchange
Bulgaria Stock Exchange
Nasdaq Vilnius

Nasdaq Tallinn

Malta Stock Exchange
Zagreb Stock Exchange

End 2013 (bn)
794
1,545
343
354
100
129
34
64
23
23

1

= = W N

0.3
0.2
0.3
n.a.

End 2018 (bn)

565
463
302
218
129
115
33
27
19
15
13
3

3

1

1

@,
0.
@,
0.
0.

4
2
2
1
1

CAGR 2013-18

-6%
-18%
-2%
-8%
4%
-2%
-1%
-13%
-4%
-7%
2%
4%
0%
6%
-4%
-15%
-4%
-1%
-12%
n.a.
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End 2013 (bn) End 2018 (bn) CAGR 2013-18
Luxembourg Stock Exchange 0.0 0.0 4%
Ljubljana Stock Exchange 0.0 0.0 -9%
Nasdaq Riga 0.0 0.0 -11%
Bratislava Stock Exchange 0.0 0.0 -33%

Note: Euronext aggregates Euronext Amsterdam, Brussels, Dublin, Lisbon, Paris together with
Euronext APA, Euronext MTF, Euronext Block and Euronext Access. DB Group includes Frankfurt SE,
Xetra, Tradegate, DB APA, Xetra int market. BME includes Spain—MCE, BME APA, Spanish Regionals.
The London Stock Exchange does not include Turquoise. The total number of shares traded is
obtained as the sum of the total monthly value traded across all trading protocols. The numbers
have been sorted by total turnover at the end of 2018. The timeframe has been set between 2013
and 2018 in order to exclude the effects of the global financial crisis and the euro area crisis, and
on the basis of data availability.

Source: Oxera analysis of Refinitiv data.

Similar to the analysis of primary equity markets, this report presents the results of our
in-depth study of the trends in trading activities, alternative trading mechanisms, and
liquidity across different financial markets in the EU. While the figures reported here are
at the stock exchange level, to illustrate the variation in size across the EU, the rest of the
secondary market analysis presented is based on the country of domicile of the securities
(see Part II: Secondary Markets). We also discuss our findings in the context of recent
regulations and new technology, consider the implications of these trends for further
market integration and development, and highlight key areas for policy focus.

The empirical analysis of liquidity trends in section 12 also makes the following unique
contributions to the literature.

= This is the first report to conduct a comprehensive analysis of liquidity trends across
most EU markets, including securities domiciled in both large and small financial centres.
The analysis also covers a decade, from 2009 to 2019, allowing us to observe both long-
term and more recent trends in these markets following significant regulatory changes
and market developments. This is in contrast to the data used in most of the existing
literature, which falls into one of three categories: i) covering a 4- to 5-year time
window, primarily from around 2004 to 2009; ii) presenting very detailed order-level
data, but for only a short time window ranging to one month to one year; or iii) covering
a few major stock indices.

= In addition, diverging trends in large versus smaller caps, where relevant, are identified,
instead of focusing only on major indices that would feature heavily large caps, for
example.

= Finally, we consider implementation shortfall to be a more comprehensive measure of
liquidity, which captures the actual costs of trading for end-investors, including the
prevailing spreads and price impacts of executing the trades. Another special feature of
this implementation shortfall variable from the Virtu Global Peer database is that it
covers within its client-trading activities all trading venues and mechanisms for stocks
from a given country. This coverage is especially important in the discussion of market
fragmentation, as the liquidity metric here reflects actual trading costs aggregated
across all available venues in a fragmented market.

These elements of our analysis, combined with insights from the interviews with market
participants, provide a well-rounded and consistent view of the current direction of travel
for secondary equity markets in the EU. This in turn serves as a strong evidence base for
the policy recommendations presented in section 14.
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PART I: PRIMARY MARKETS
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3 Regulation of primary markets

Key messages

= Although there is room for further modernisation and streamlining of the listing rules,
the key message of this section is that regulation is not a primary driver of the decline
in listings. Nevertheless, the costs associated with listing rules are relevant for smaller
issuers, where they make up a larger share of the issuance size than for the larger
issuers.

= The regulatory regime for primary markets in the EU is complex, featuring a variety
of EU regulations and national provisions.

= To instil confidence in public markets, a strong regulatory framework is important.
The listing system imposes requirements on issuers to protect investors in those
securities. This protection fosters market confidence, to the benefit of both investors
and issuers. In recent decades, the regulatory approach has put emphasis on
disclosure. While regulation can help to instil confidence in public markets, it also
results in compliance costs.

= Listing rules have become largely harmonised in EU legislation over time, based on
the regimes that had worked well previously. Differences across markets remain,
including in relation to the requirements on free float, working capital, track records,
when a prospectus is needed, and when major shareholders need to disclose
information.

= There is choice and flexibility in listing requirements. Firms can pick the regime that
best fits their needs, and exchanges can optimise their listing rules to attract new
potential issuers and investor demand. Many exchanges have introduced listing
segments with less onerous eligibility requirements in order to broaden the catchment
of potential issuers willing to list on the public markets.

= Qur analysis and interviews suggest that:

» |isting rules are not a primary factor for the decision on whether to list, with one
potential exception being the corporate governance standards on voting in some
markets (see the third bullet below);

» while differences in listing rules can influence the listing location, other factors (such
as the locality of the investor demand and liquidity) are much more important.
Issuers prefer to list in countries where the listing authority has a clear, timely and
smooth process, and a good understanding of the firm’s language (which results in
a home bias), specific needs, and expertise;

» the willingness to list depends in part on the associated incremental governance
arrangements, relative to private company status. A humber of experts consider
that some more (well-designed) flexibility in the rules around voting obligations for
listed companies might encourage more firms to list (see section 7 for more detail
on barriers to listing).
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3.1 Introduction

This section reviews the regulatory regime for primary markets, to understand the extent
to which the existing regulatory environment and market practices are influencing firms’
decisions to list and/or delist; and to identify best practices in some countries that could
be applied in other countries. Much of the detailed analysis underpinning this section is
included in Appendix A3.

= Section 3.2 describes the main differences in listing rules across member states, with a
focus on exchange-specific listing rules, the application of EU law by member states and
national laws, and corporate governance and company law requirements. The role of
the listing authority in the regulation of primary markets is also outlined.

= Section 3.3 presents observations regarding differences in listing rules across member
states, and the impact of the regulatory regime on firms’ decision to list and/or delist.

3.2 Differences in listing rules across member states

To instil confidence in public markets, a strong regulatory framework is important. The
listing system imposes requirements on issuers to protect investors in those securities.
This protection fosters market confidence, to the benefit of both investors and issuers. In
recent decades, the regulatory approach has put emphasis on disclosure, both at the time
of listing and on a continuous basis.

The regulatory framework applicable to issuers seeking to list in the EU has the following
layers:

= EU legislation, which includes the Listing Directive, Transparency Directive, Prospectus
Regulation, Market Abuse Regulation (MAR), and Shareholder Rights Directive II. (For
more detail on the specific requirements, see Appendix A3.2.);

= country-specific legislation, which includes company law, tax policies, and, for
certain market segments, stricter regulation within the jurisdiction of the member state;

= exchange-specific rules, which firms must abide by in order to be eligible to list on a
given market. These can involve requirements in addition to those set out in legislation.

Furthermore, codes, recommendations and standards (e.g. relating to corporate
governance) may include additional requirements or principles. (For more detail on the
differences across member states, see Appendix A3.4). These may be voluntary, such that
firms can choose to adopt them as a signal of high standards.

Over time, listing rules have become largely harmonised in EU legislation, based on the
regimes that had worked well previously. The requirements across member states tend to
be fairly similar, although some variation in exchange rule books remains, mainly because
of country- and/or exchange-specific rules that are outside the scope of EU regulation (as
we explore next).

3.2.1 Differences in listing rules between exchanges

Table 3.1 below shows some of the main differences in listing rules across EU stock
exchanges.
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Table 3.1

Exchange
(member
state)

Bulgarian Stock
Exchange
(Bulgaria)

Zagrebacka
Burza
(Croatia)

Euronext
(France,
Belgium,
Netherlands,
Ireland,
Portugal)

Frankfurt Stock
Exchange
(Germany)

Budapest Stock
Exchange
(Hungary)

Borsa Italiana,
part of the
London Stock
Exchange Group
(LSEG) (Italy)

London Stock
Exchange, part
of LSEG (UK)

Nasdaq
(Denmark,
Sweden,
Finland, Iceland,
Estonia, Latvia,
Lithuania)

Warsaw Stock
Exchange
(Poland)

Bolsa de Madrid
(Spain)

Bratislava Stock
Exchange
(Slovakia)

Market ~

S

Nt

hd

c

TU' (]

S5

A

03

0T

[l
Premium equities market! 25
Standard equities market?! X
Prime market! 35
Regular market! 25
Official market?! 15
Euronext compartment A?! 25 or €5m?
Euronext compartment B?! 25 or €5m?
Euronext compartment C! 25 or €5m?
Euronext growth? €2.5m
Euronext access? X
Euronext access+ 3 €1m
General standard* 25
Prime standard* 25
Open market? 20 or €1m
minimum
Equities prime market?* 25
Equities standard market?! 10
Xtend market? X
MTA! 25
STAR!? 35
AIM Italia® 10
Premium? 25
Standard! 25
High growth segment?! 10°
AIM3 11
Nordic main market and 25

Baltic main market?*

First north? 10
First north premier? 25
GPW main market?! 25
New connect® 15
Main market? 25
Main listed market! 25
Parallel listed market! 25
Regulated free market? 25

Differences in listing rules, as at 2019

requirement (€m)

Market cap

25

68

1,000
150

x4

1.25
1.25
0.75

15°
X

X
40

40
(<1,000)

X

0.8°
0.8°

X
11

112

10

15

1.2%3

15
3

X

Operating history

required
x 1 (no. of years)

wWw w X kW N W N N N W Ww w X X X

e

38
38

Operating history

audited

X X X

AN N N N U NN

X

v
v
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e e
©c % c
90 olo
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S0 c209
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T oOo%vu
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o o ;mg
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
X X
x X
v6 v7
X v7
v'10 v7
X v7
x v7
X X
X X
X v7
X X
X X
X X
X X
X X

Note: ! Regulated market. 2 €1m for Dublin. 3 Multi-trading facility. * €5m for Dublin. > Converted
into euros at the exchange rate on 8 November 2019. ¢ 75% of applicant’s business supported by
three-year earnings record. 7 Sufficient working capital for at least the next 12 working months. 8
Or such shorter period that the issuer has been in operation. ° Minimum value of £30m. 1 20%
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CAGR in revenues over three-year historical period. !Assessment of appropriateness. 2 Large cap,
1,000; mid cap, 150; small cap, <150. 3 Excluding individual stakes of over 25%.

Source: Oxera, based on information from exchange websites.

= Market capitalisation—to list on some markets, a firm has to meet a market
capitalisation threshold, which is typically denoted in the local currency and varies
significantly across exchanges and member states. Listing on ‘premium’ or ‘prime’
markets typically requires a higher market capitalisation than the EU minimum; for
example, Euronext Amsterdam AEX and Euronext Paris Segment A: €1bn; Budapest
Stock Exchange Prime: HUF5bn (€14m). For standard market listings and listings on
growth sub-markets, such as the AIM segment of the London Stock Exchange and Borsa
Italiana, the market capitalisation requirements are much lower.

= Free float—the requirement for a minimum number of shares to be held in public hands
varies across market segments and trading venues. For the ‘premium’ market segments,
the most common free-float requirement is that at least 25% of the capital value of the
shares must be in public hands; for STAR in Borsa Italiana and the Official Market in
Zagrebacka Burza, it is 35%. There are generally lower (or sometimes no) free-float
requirements on the lower-tier market segments; for example, there is no such
requirement to list on the Xtend Market of the Budapest Stock Exchange or the standard
segment of the Bulgarian Stock Exchange. To encourage more listings, it may make
more sense for the listing authority to tailor the requirement by the size of issue (e.g.
smaller percentage for larger issues). Free-float requirements are still useful to ensure
that sufficient stock is available for trading at a given time.

= Operating history, income and working capital requirements (relating to financial
track record)—firms are normally required to have a certified track record of their
historical performance and to meet certain profitability and liquidity requirements. For
the operating history requirement, they have to demonstrate that they have operated
continuously for a certain number of years prior to listing. In some cases, they need to
publish or submit (sometimes audited) annual accounts for these years. Firms that have
made major acquisitions are sometimes required to file information about the acquired
businesses before and after their acquisition. The working capital requirements are in
order to demonstrate that the issuer has sufficient funds to meet its current needs.

Some member states apply additional listing rules. For example, the UK Listing Authority
requires companies applying for a ‘premium listing’ to provide historical financial
information covering at least three years, to comply with requirements pertaining to
related parties and significant transactions, and to obtain a listing sponsor.

In terms of the ongoing obligations, as well as the requirements to continually meet the
minimum eligibility requirements, all exchanges require their issuers to comply with the
MAR. However, key differences can arise (see also Table 3.2 below), due to:

= the frequency of reporting requirements—for example, quarterly reporting is required
for listings on the Frankfurt Stock Exchange Prime Standard Market, Warsaw Stock
Exchange Main Market and New Connect markets, while only annual reporting is
required on the Bolsa de Madrid Main Market;

= the notification of major shareholdings—for example, the Frankfurt Stock Exchange,
London Stock Exchange and Euronext all have listing rules around the notifications of
major holdings. There are no such requirements on many of the smaller exchanges;

= the corporate governance requirements—for more detail, see Appendix A3.4.
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Table 3.2

Exchange
(member
state)

Bulgarian Stock
Exchange
(Bulgaria)

Zagrebacka
Burza
(Croatia)

Euronext
(France,
Belgium,
Netherlands,
Ireland,
Portugal)

Frankfurt Stock
Exchange
(Germany)

Budapest Stock
Exchange
(Hungary)

Borsa Italiana,
part of LSEG

(Italy)

London Stock
Exchange,
part of LSEG
(UK)

Nasdaq
(Denmark,
Sweden,
Finland,
Iceland,
Estonia, Latvia,
Lithuania)

Warsaw Stock
Exchange
(Poland)

Bolsa de Madrid
(Spain)

Bratislava Stock
Exchange
(Slovakia)

Market

Premium equities market!

Standard equities market?!

Prime market!

Regular market?!

Official market!

Euronext compartment A!
Euronext compartment B?!
Euronext compartment C!
Euronext growth?
Euronext access?
Euronext access+?
General standard?!

Prime standard?

Open market?

Equities prime market?
Equities standard market?!
Xtend market?

MTA!

STAR!

AIM Italia?

Premium?

Standard!
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Note: ' Regulated market. 2 MTF. Some exchanges also require business, management or interim
reports. For more detail on the corporate governance requirements across member states, see
section 3.2.3 and Appendix A3.

Source: Oxera, based on information from exchange websites.
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The administrative burden associated with meeting both initial and ongoing regulatory
requirements is an indirect cost of listing, and one that can be particularly acute for SMEs.
These indirect costs are discussed further in section 7.

Corporate governance standards, particularly the role of control-enhancing mechanisms
such as dual-class shares, are discussed further in section 3.2.3. The interview analysis
suggests that these requirements are particularly relevant for some larger companies
deciding to stay private (also see section 7).

3.2.2 National law and the application of EU law by member states
Some differences also result from the different applications of national law, as follows.

= Thresholds for producing a prospectus—while the EU Prospectus Regulation
harmonises many of the rules relating to the prospectus, differences remain across
member states. The Prospectus Regulation sets a threshold of €£€8m below which member
states can decide whether a prospectus is required—some have made use of this
exemption.?” Some smaller financial centres have adopted lower thresholds in order to
reflect the smaller size of listed companies in those markets. There are some additional
exemptions from the publication of a prospectus in individual jurisdictions.

During the structured interviews, a number of stakeholders noted differences in
requirements across member states for producing a prospectus. While these rules
should now be fully harmonised under the recent Prospectus Regulation, there may be
different interpretations in how to apply them at the national level. Therefore, more
detailed guidance from the European Commission or the European Securities and
Markets Authority (ESMA) might help in this regard.

= Delisting rules—the rules governing delisting are not harmonised at the EU level. While
the Takeover Bids Directive sets out some general principles applicable to delistings,
more stringent measures can be imposed, if desired. For example, some member states
require the mandatory offer price in a takeover to be subject to a fairness review by an
independent expert, while others impose an additional threshold based on a weighted
average exchange price over a previous period. Furthermore, not all of the general
principles within the Directive have been fully translated into rules. For example,
member states can opt out of the rules relating to frustrating action and multiple voting
rights.?®

Company law is another dimension to country-specific rules. It is less relevant for cross-
border listings because companies in all member states (and in most third countries) will
retain their legal nature, and thus their internal company law rules. However, aspects of
company law that are important in the context of this study include the rules around
directors’ liabilities, delistings, and voting rights (discussed in the next section).
Companies have some degree of flexibility to disassociate their place of incorporation,
headquarters and the listing location in the EU. For example, in February 2020 the Campari
Group moved its seat of incorporation to the Netherlands to take advantage of more
control-enhancing mechanisms than were allowed under Italian corporate law, while
keeping its main business operations, tax residence status and listing in Italy. Campari

27 See European Securities and Markets Authority (2019), ‘National thresholds below which the obligation to
publish a prospectus does not apply’, 2 December,
https://www.esma.europa.eu/sites/default/files/library/esma31-62-1193_prospectus_thresholds.pdf.

28 For more detail on public takeover rules across European countries, see Maume, P. (2015), ‘The Parting of
the Ways: Delisting Under German and UK Law’; and BonelliErede, Bredin Prat, De Brauw, Hengeler Mueller,
Slaughter and May, and Uria Menéndez (2017), ‘Guide to Public Takeovers in Europe’,
https://www.uria.com/documentos/publicaciones/5539/documento/Guide_to_Public_Takeovers_in_Europe201
6-2017.PDF?id=7386.
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shares are listed solely on Borsa Italiana.?® This flexibility is positive for issuers and the
success of the Single Market. However, if minimum standards were not in place at the EU
level, this might raise concerns of a ‘race to the bottom’ from an investor perspective.
(See Appendix A3 for more detail on the EU’s minimum standards for shareholder rights.)

3.2.3 Corporate governance and company law requirements

Most member states have their own national corporate governance codes in addition to
those required at the EU level. To list on most of the main ‘premium’ market segments,
firms are required to comply with these additional corporate governance requirements.
For example, domestic firms that list on Nasdag Stockholm have to comply with the
Swedish Code of Corporate Governance or otherwise explain any deviations. This Code
sets specific rules with respect to shareholder meetings, the Board’s organisation and
composition, executive compensation, and additional disclosure requirements. Nasdaq
Stockholm’s *Rule Book for Issuers’ also contains continuing disclosure obligations. Similar
requirements apply in other countries (see Appendix A3.4).

Based on our analysis of listing trends over recent decades and from conversations with
equity market experts, it appears that companies adhering to Anglo-Saxon corporate
governance codes are more likely to go public. The strong corporate governance codes in
the UK and Sweden were driven primarily by the demands of large institutional investors.

There is an open question about whether some of these requirements have become too
burdensome and may be deterring some companies (e.g. family-owned ones) from listing
on these public markets.

Table 3.3 summarises company laws on voting rights across financial centres. We observe
diverse practices across countries. Multiple voting rights are allowed in Denmark, Finland,
France, Italy, Ireland and Sweden, but are not allowed in Germany, Portugal and Spain.
In a number of countries, including the UK, while such rights are allowed, institutional
investors will typically buy a stock only if ‘one share one vote’ applies to it. The USA, on
the other hand, has attracted a number of high-profile listings in recent years due to its
flexibility on multiple voting rights.

Table 3.3 Rules on share class structure by country, as at 2019

Country Limited voting rights No voting rights allowed Multiple voting rights
allowed allowed
EU
Austria v v X
Belgium v v (up to 1/3 of total shares) x
Denmark v v v
Finland v v v
France v (up to 1/2 of total shares) v (up to 1/4 of total shares) v (Loi Florange, 2x voting on
shares with
holding >2 years)
Germany v v (up to 1/2 of total shares; x
must have preferential rights
to dividends)
Ireland v v v
Italy x (preference shares allowed v (up to 1/2 of total shares) v (loyalty shares, 2x voting
under certain conditions) on shares with holding >2
years)

2% Campari Group (2020), ‘Campari Group announces the transfer of registered office of Davide Campari-Milano
S.P.A to the Netherlands’, press release, accessed 27 March 2020,
https://www.camparigroup.com/en/campari-group-announces-transfer-registered-office-davide-campari-
milano-spa-netherlands.
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Country Limited voting rights No voting rights allowed Multiple voting rights
allowed allowed

Netherlands 4 X

Portugal v v (up to 1/2 of total shares) x

Spain v v (up to 1/2 of total shares; x

must have preferential rights
to dividends)

Sweden v X v (up to 1/10 of total shares)
UK v v v
Other major financial centres
Japan v (up to 1/2 of total shares) v (up to 1/2 of total shares) x
Hong Kong v (but listing rules impose v X

‘one-share, one-vote’)
Singapore x (listed companies) x (listed companies) x (listed companies)
Switzerland v v (must have preferential 4

rights to dividends)

USA v v v
Source: OECD (2019), ‘Corporate Governance Factbook 2019/,

https://www.oecd.org/corporate/Corporate-Governance-Factbook.pdf.

Index providers also play an important role. As many investors follow an index or use it
as a benchmark, and therefore generally have to buy stocks in the index,° it is important
for existing and potential issuers to meet the eligibility requirements of index providers,
which vary by provider. FTSE Russell (the main index provider of UK stocks) requires its
index constituents to have minimum voting rights of 5% in the hands of free-float
shareholders,3! while S&P Dow Jones indices no longer add multi-class companies to the
S&P 500, S&P MidCap 400 and S&P SmallCap 600. In contrast, MSCI allows multi-share
class companies in its indices. The relative importance of a given index provider across
member states will therefore be a key factor in the issuer’s decision on whether to adopt
dual-class shares.

Figure 3.1 below provides some data on the use of multi-class shares across a sample of
EU companies in 2016. There is a clear difference in the use of multiple voting rights in
Sweden compared with other countries in the EU.3?

30 Technically, indexing theory does not require investors to buy all stocks in an equity index. Instead, the
investor can buy a representative portfolio of constituent stocks (an approach known as ‘optimisation’).
However, tracking error increases with optimisation, so there are incentives to replicate rather than optimise.
See Blume, M. and Edelen, R. (2004), ‘S&P 500 Indexers, Tracking Errors, and Liquidity—A Complex Answer to
Profiting’, Journal of Portfolio Management, 3:37, pp. 37—46.

31 FTSE Russell (2017), ‘Voting rights consultation—Next steps’, July,
https://research.ftserussell.com/products/downloads/FTSE_Russell_Voting_Rights_Consultation_Next_Steps.p
df.

32 For a detailed study on previous changes to voting rights rules in Italy and the impact on listings, see:
Assonime (2015), ‘Le azioni a voto plurimo e a voto maggiorato’, Circolare N.10, April.
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Figure 3.1 Multi-class share firms in the EU, 2016 data
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Note: The data comprises share classes and votes per share for publicly listed firms in the EU that
were part of the MSCI All Country World Index in 2016, with total book assets above $100m. The
data collection approach means that firms adopting a loyalty share structure may not be counted as
multi-class share firms. These structures are particularly common in France.

Source: Kim, J., Matos, P. and Xu, T. (2018), *Multi-Class Shares Around the World: The Role of
Institutional Investors’, https://ecgi.global/sites/default/files/multi-
class_shares_around_the_world.pdf.

Another country where there has been increased use of multiple voting rights is the USA,
with a rise in listed companies using dual-class share structures. Over 2008-13, there
was a steep increase, from 2.8% of listed companies in 1985 to 16.5% of IPOs and 34.1%
of IPO funds raised.?® The use of dual-class shares has been more common in the
technology, communications and information services sectors (see Figure 3.2 below), and
less common in traditional industries, such as machinery, retail and agriculture.?* This may
be because technology companies tend to be newer companies run by entrepreneurs who
wish to retain control and investors are more willing to buy shares for fear of missing the
opportunity to invest in ‘the next Google’.

Dual-class shares are much less prevalent in the Asia-Pacific region, although this is
changing rapidly. In Singapore, for example, losing out on the IPO of Manchester United
Football Club in 2012 led the government to review its listing rules to allow dual-class
shares.® As a result, the Singapore Stock Exchange now permits companies with dual-
class share structures to list, as long as they already have primary listings on a ‘developed
market’, such as NYSE or Nasdaq. In April 2018, the Hong Kong Stock Exchange introduced
measures to allow dual-class share structures in order to attract new companies
(particularly technology companies) to list.

33 Howell, J.W. (2017), ‘The survival of the US dual class share structure’, Journal of Corporate Finance, 44,
pp. 440-450.

34 Arugaslan, 0., Cook, D.O. and Kieschnick, R. (2010), ‘On the decision to go public with dual class stock’,
Journal of Corporate Finance, 16:2, pp. 170—181.

35 Ministry of Finance and Accounting and Corporate Regulatory Authority (2012), ‘Ministry of Finance'’s
Responses to the Report of the Steering Committee for Review of the Companies Act’, 3 October,
https://www.mof.gov.sg/portals/0/Public®%20Consultation/AnnexA_SC_RCA.pdf.
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Based on the lessons learned from some countries that have attracted more listings in
recent years (e.g. Hong Kong, Italy, Singapore, Sweden and the USA), our analysis
indicates that increased flexibility (both in terms of legislation and market practice) in the
use of dual-class shares (on a time-limited basis) could encourage more family-owned
firms to seek a listing on public markets in Europe. This is discussed further in section 7.4.

Figure 3.2 Dual-class shares in the USA, 1980-2018
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Notes: IPOs with an offer price of at least $5.00, excluding American depositary receipts, unit
offers, closed-end funds, REITs, natural resource limited partnerships, small best efforts offers,
banks and savings and loans associations, and stocks not listed on the CRSP (CRSP includes Amex,
NYSE and NASDAQ stocks).

Source: Ritter, J.R. (2019), ‘Initial Public Offerings: Dual Class IPOs’,
https://site.warrington.ufl.edu/ritter/ipo-data/.

Tenure voting (loyalty shares with tenure voting) has also become popular in many EU
countries. This provides shareholders with multiple voting rights as a function of the
holding period.®® In France and Italy, for example, tenured voting rights have been
adopted in law to encourage long-termism in investors. In practice, these rights are also
particularly popular with family-owned companies as a control-enhancing mechanism.?’

3.2.4 The role of the listing authority

The listing authority develops listing rules, including the conditions for listing and
continuing obligations on issuers. The EU Listing Directive sets out the framework
designating the listing authority for primary exchanges. In some cases, member states
have designated the listing authority to be the market regulator; in other cases, the
primary exchange is the listing authority (see Table 3.4).

36 These rules are anchored in the corporate charter or corporate law, and do not change the capital structure.
Tenure voting treats all shareholders equally, at least in legal terms, and it is therefore less controversial than
dual-class shares. See Berger, D.J., Davidoff Solomon, S. and Benjamin, A. (2017), ‘Tenure Voting and the
U.S. Public Company’, Business Lawyer, 2:72, pp. 295-324.

37 See Bebchuk, L. and Kastiel, K. (2017), ‘The Untenable Case for Perpetual Dual-Class Stock’, Harvard Law
School.
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The listing authority also reviews and approves the issuer’s prospectus, and, once it is
satisfied that the issuer complies with all the eligibility criteria, admits those securities to

listing.
Table 3.4

Regulatory authority

Financial Market Authority (Austria)®
Financial Services and Markets Authority (Belgium)?!
Financial Supervision Commission (Bulgaria)?*

The Croatian Financial Services Supervisory Agency
and Croatian National Bank*

Czech National Bank!
The Cyprus Securities & Exchange Commission?
Financial Supervisory Authority (Denmark)?!

Financial Supervision and Resolution Authority and
Financial Intelligence Unit (Estonia)®

FIN-FSA (Finland)!

Hellenic Capital Market Commission®
Central Bank of Hungary*

CONSOB (Italy)!

Commission for the Supervision of the Financial sector
(Luxembourg)?!

Financial and Capital Market Commission (Latvia)?!
Malta Financial Services Authority!

Netherlands Authority for the Financial Markets and
Dutch Central Bank/Prudential Regulator®

Polish Financial Supervision Authority?!
Portuguese Securities Market Commission?
Financial Supervisory

Main European listing authorities

Exchange

Frankfurt Stock Exchange and other regulated
markets in Germany?

Euronext Brussels?

Euronext Dublin?

Euronext Paris?

Euronext Amsterdam?
Euronext Portugal®

London Stock Exchange Group?
Nasdaq Nordic?

Bulgarian Stock Exchange®
Zagrebacka Burza®

Budapest Stock Exchange?
Warsaw Stock Exchange?

Bolsa de Madrid?

Bratislava Stock Exchange?

Note: ! Body responsible for listing on regulated markets. 2 Body responsible for listing on both
regulated markets and MTFs. 3 Body responsible for listing on MTFs.

Source: ESMA and Oxera (based on stakeholder interviews).

Listing is more time- and cost-efficient (and numerous) in member states where the
regulator has strong expertise and close professional relationships with the main
intermediaries, including brokers and the listing venue in particular. However, this is not
necessarily related to the independence of the listing authority. The typical time taken to
list across financial centres is discussed in more detail in section 8.3.3.

Feedback from the interviews suggests that non-EU issuers typically seek to list first in
London or Amsterdam. Sweden is also seen as an attractive place to list due to a smooth
IPO process and the ability to access local pension fund money, as reflected in the
relatively large number of prospectuses approved in Sweden in recent years (see Figure
3.3 below).

November 2020 | 47



Oxera Consulting LLP Primary and secondary equity markets in the EU

Figure 3.3 Equity prospectus approvals in the EU-28, 2015-18
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Note: GDP is converted to € using the year-average ECB reference rate.
Source: Oxera analysis based on data from ESMA.

The EU Prospectus Regulation now sets a timeline of ten working days for the regulator to
review the prospectus, with the possibility of extending to 20 working days if needed. As
these requirements are implemented and enforced, this timeline may become further
streamlined.® The longer deadline of 20 working days can apply if the issuer has not
issued securities to the public before, as in the case of an IPO.

Another important area is enforcement, both public (by regulators) and private (litigation
by market participants).3® While there is a strong line of research suggesting that effective
enforcement is key to market development,® there is still a lack of robust research
comparing the different enforcement frameworks in the member states. The debate has
mostly been driven by research focusing on quantitative analyses (such as case numbers,
enforcement actions, resources), but these metrics may not fully capture the particularities
of the respective legal systems. A few European papers focusing on the enforcement

38 See Article 20(2) of the Prospectus Regulation.

3% This mechanism was also pointed out in the Larosiére-Report in 2009, highlighting that the complementary
aspects of private and public enforcement had not been sufficiently carried out in the past. See The de
Larosiére Group (2009), ‘The High-Level Group on Financial Supervision in the EU’, 25 February, p. 16,
https://ec.europa.eu/economy_finance/publications/pages/publication14527_en.pdf.

40 See, for example, Coffee, J. (2007), ‘Law and the Market: The Impact of Enforcement’, University of
Pennsylvania Law Review, 156:2, pp. 229-311; Jackson, H.E. and Roe, M. (2009), ‘Public and Private
Enforcement of Securities Law: Resource-Based Evidence’, Journal of Financial Economics, 93, pp. 207-238;
La Porta, R., Lopez de Silanes, F. and Shleifer, A. (2006), ‘What Works in Securities Laws’, Journal of Finance,
61:1, pp. 1-32; Maume, P. and Walker, G. (2013), ‘Enforcing financial markets law in New Zealand’, New
Zealand Law Review, pp. 263—-300.
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situations in Germany,*! Italy** and the UK*? find evidence that poor outcomes stem from
poor enforcement (e.g. limited or late intervention) rather than inadequate rules.

A related issue is the structure and funding of the national market regulator. Regulators
with more resource and expertise are likely to be able to set up a fully fledged market
supervision/enforcement structure. There are economies of scale and scope to monitoring
and supervision, such as with respect to gathering and use of know-how in specialist areas
and to the development and improvement of supervisory methods. These would support
models of integrated supervision, particularly for smaller economies where resources may
be more constrained, and more coordination at the EU level. Analysis by the World Bank
considered the experience of Sweden and Denmark and found significant benefits from
the integration of supervisory expertise and resources within one institution in these
countries.** The Swedish experience is explored in Box 3.1, followed by other examples of
best practice set out in Box 3.2.

Box 3.1 Best practice: case study of the Swedish IPO market

From the interviews, we identified best practice in Sweden, as follows.

Since the mid-1990s, there have been positive developments in the Swedish IPO
market, with an 80% increase in the number of listings on Swedish exchanges since
2010. In 2017, across Sweden'’s four exchanges (First North Sweden, Nordic MTF, OMX
Stockholm, and Spotlight), there were 115 IPOs. Although Sweden is a relatively small
market, it ranks in the top five EU member states in terms of the number of prospectuses
produced. While this success is due to various factors, the ease and attractiveness of
listing publicly in Sweden play an important part, in particular with regard to the process,
experience of the regulator, quality of disclosure, and understanding and sophistication
of the buy side. For example, certain stakeholders in Sweden believe that the listing
process could be completed within 8—10 weeks. Issuers want a quick and reliable
process to minimise the time taken out from the core running of their business.

In general, it is the relevant exchange, not the Finansinspektionen (the Swedish financial
supervisory authority) that approves a listing. While the Finansinspektionen approves
the Swedish exchanges’ listing rules and supervises them, the exchanges are
responsible for listing and admission to trading. The Finansinspektionen does, however,
approve prospectuses where this is a regulatory requirement, in which case it follows a
clear and specific timeline—something that financial and legal advisers greatly
appreciate. However, in many cases, its approval is not required, and it is the exchange
that requires a ‘mini-prospectus’ (which does not require regulatory approval).

In general, there is a good relationship between the regulator, exchanges and advisers,
and they are in broad agreement that the Swedish IPO process is working well. Greater
transparency is commonly viewed as a benefit rather than a burden. This close
relationship is likely to be related to Sweden’s strong equity culture. This is partly
because Sweden introduced the ‘investeringsparkonto’ in 2012 (a type of savings
account) to promote households’ savings and investments in stocks/securities and to
simplify taxation around this. The tax applied to investeringsparkonto is automatic,

41 Maume, P. (2016), ‘Staatliche Rechtsdurchsetzung im deutschen Kapitalmarktrecht: eine kritische
Bestandsaufnahme’, Zeitschrift fiir das gesamte Handelsrecht und Wirtschaftsrecht, 180, pp. 358—-395.

42 Ferrarini, G. and Giudici, P. (2005), ‘Financial Scandals and the Role of Private Enforcement: The Parmalat
Case’, ECGI — Law Working Paper No. 40/2005.

43 Armour, J., Black, B.S., Cheffins, B.R. and Nolan, R. (2009), ‘Private Enforcement of Corporate Law: An
Empirical Comparison of the United Kingdom and the United States’, 6:4, Journal of Empirical Legal Studies,
pp. 687-722.

44 For further detail on the small-country rationale for more consolidated supervision and enforcement teams,
see, for example, Taylor, M. and Fleming, A. (1999), ‘Integrated Financial Supervision — Lessons from the
Northern European Experience’, World Bank Policy Research Paper No 2223, November; Abrams, R. and
Taylor, M. (2000), ‘Issues in the Unification of Financial Sector Supervision’, IMF Working Paper No 00/213.
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calculated quarterly on the value of holdings—there is no tax on profits, interest or
dividends. This makes it simple for Swedish households to invest in securities.

There is also likely to be a positive feedback loop where policy changes have prompted
more IPOs, which have allowed the regulator to develop a streamlined process, which
in turn facilitates more IPOs.

Source: Oxera, based on feedback from structured interviews.

Box 3.2 Best practice: other examples

Our analysis and interviews have identified the following examples of best practice.

The UK Listing Authority helpdesk

The UK Listing Authority has set up a helpdesk for issuers, enabling complex issues to
be discussed and agreed prior to submission of documents, or in relation to significant
transactions. The helpdesk can respond to enquiries from issuers, directors, former
directors or sponsors (or, where appropriate, agents on their behalf) about any matter
relating to the listing rules, by providing individual guidance over the phone.

The Progress Market (regional listing process in Croatia and Slovenia)

With the support of the EBRD, the Zagreb Stock Exchange has set up a regional SME
growth market spanning the Croatian and Slovenian markets to help SMEs seeking to
list in the region. Under the model, authorised advisers guide potential issuers through
the listing process and help them meet the necessary requirements. The first issuer
entered the Progress Market in 2018. In total there were 21 authorised advisers: 13 for
the Croatian market and 8 for the Slovenian market in 2018.4° This appears to be a
useful model for how small countries can work together to smooth the listing process
for potential issuers in the region.

Waivers

A number of exchanges have agreements in place with other stock exchanges to limit
the obligations on issuers. For example, companies with a primary listing on Oslo Bgrs
receive a waiver of additional obligations when obtaining a secondary listing on the SGX.

Best-practice guide

GPW (the Warsaw Stock Exchange) has developed a best-practice guide 46 in
coordination with market experts and the Polish Financial Supervision Authority (KNF).
Its aim is to support listed companies to develop tools for efficient management and
communications with retail investors. The guide presents a series of recommendations
and practical steps to ensure that retail investors have the same access to information
as institutions.

Sources: Oxera; UK Financial Conduct Authority (FCA) website; EBRD.
3.3 Impact of regulation on listing decision

Based on our analysis and interview feedback, listing rules in general do not appear to be
a primary driver of whether to list. However, they can influence the decision of where to
list to some extent. In general, issuers prefer to list in countries where the listing authority
has a clear, timely and smooth process, and a good understanding of the firm’s language
(which supports a home bias), specific needs, and expertise.

45 Zagreb Stock Exchange website, ‘Progress market registered as an SME growth market’,
https://zse.hr/default.aspx?id=89530
46 GPW website, ‘Best practice’, https://www.gpw.pl/best-practice.
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The EU listing rules are largely harmonised and, at a high level, other factors are
considered more important when an issuer is deciding where to list. There is some
variation around free-float requirements. Our analysis, based on interviews with issuers
and market practitioners, suggests that flexibility around these requirements may
encourage some additional listings. As discussed, in addition to the listing rules, there are
other requirements for public companies, such as corporate governance standards and
other (non-listing) rules.

The most relevant regulatory factors that may be deterring companies from listing in the
EU appear to be elements of the corporate governance requirements (for example, voting
requirements, restrictions on large shareholder blocking requirements), and the fines (or,
more specifically, the proportionality in the levels applicable to different contexts) set out
in the EU MAR. Feedback from the interviews regarding the lack of proportionality of fines
was particularly prevalent among practitioners in Central and Eastern Europe, who
indicated that the levels of the potential fines are a significant deterrent for small issuers
in the region.

Firms seeking to list need to carefully assess their ability to meet the relevant listing
requirements, whether these relate to the financial track record, the free float, meeting
the minimum market capitalisation, or the other points noted above. Some requirements
will be more relevant to some firms than others, depending on their circumstances. For
example, an early-stage technology company in the product development phase might be
more likely to satisfy requirements on exchanges that offer financial requirements based
on an asset test, rather than a track record of profitability.

The next few sections set out in more detail the key factors influencing the listing decision
from the issuer’s perspective.
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4 Reasons for listing and delisting

Key messages

= This section explores why firms may seek a listing, and investigates the drivers behind
the current trend of delistings outweighing new listing activity in most EU markets.

= From a firm’s perspective, the decision to list depends on the net benefits of going
public outweighing any negative impacts. The top benefits to listing are to provide an
exit route for existing shareholders, to facilitate an acquisition strategy, and to access
additional equity finance. Listing is also a way to pre-commit to minimum governance
standards, which explains why many firms based in Asia and Africa seek to list in the
UK or the USA, given also the further benefits in terms of status and prestige.

= To identify the main reasons for the decline in listings in recent years, we have
analysed data from all EU stock exchanges, interviewed a large humber of market
participants, and conducted a survey of issuers. Feedback from market participants
suggests that, for most firms, the costs of listing do not outweigh the benefits relative
to the alternative of private markets. Relative to public markets, private markets have
become significantly more attractive in recent decades. We investigate in section 7
why firms may want to remain private.

= The costs of listing are both direct (fees) and indirect (agency costs, under-pricing,
compliance costs and litigation risks associated with reporting). We estimate that the
total (direct and indirect) financial costs of an IPO range on average from 5% to 15%
of gross proceeds.?” This percentage can be higher for those raising smaller sums,
with the fixed costs of listing having a greater effect on smaller companies (as
discussed further in section 5). For example, the median reported cost for all listings
on AIM Italia in 2019 was 18% of gross proceeds.

= Feedback from market participants indicates that the costs of becoming a public
company have risen considerably in recent decades. The initial and ongoing costs of
listing appear to have widened the gap between public and private companies. While
regulation may not be a primary driver for the decline in listings, the regulatory costs
associated with listing are particularly relevant for smaller issuers, for which
alternative private funding options may be more readily available.

= Data from the major EU exchanges indicate that delistings have predominantly been
driven by increased M&A activity (e.g. approximately one-third of identified delistings
from the main and junior markets of Paris, London and Milan were due to M&A
activity)*® and existing owners’ strategic decisions to delist. Some of these delistings
have been the result of acquisitions by already listed companies. However, there have
also been delistings as a result of private equity firms acquiring listed companies and
some technical delistings.

= The main reasons cited in our issuer survey and structured interviews for voluntarily
choosing to delist include: the challenges associated with meeting regular financial
reporting requirements; the time and cost associated with compliance and
administration; annual fees paid to advisers, brokers and exchanges; and
requirements to disclose sensitive information.

47 Some other sources have suggested a wider range for these costs, including a lower bound for the largest
issuers. Based on our analysis, we deduce that the lower estimates may account for direct costs only; for
example, our analysis of under-pricing (an indirect cost) indicates a lower-end cost of around 5% of gross
proceeds for the largest issuers.

48 See section 4.5.
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= To reduce this imbalance, policy options that the Commission could consider would
require either lessening the burden on public companies or reviewing the governance
arrangements and reporting requirement for private companies. For example, the
Commission may want to revisit the rules around disclosure on listed firms and/or
review the merits of applying some improved governance arrangements (e.g. audit
standards, and national registries) for some large unlisted firms, to enhance the
market discipline on the governance of those firms. Other policy options are discussed
in sections 5, 7 and 8.

4.1 Introduction
This section summarises our analysis of the reasons for listing and delisting, in order to:
= understand the main benefits of going public that encourage companies to seek a listing;

= examine the triggers that prompt companies to contemplate listing;

= identify the direct and indirect costs of being listed that discourage companies from
going public and drive others to delist.

Ultimately, the choice to list is a function of the benefits and costs of listing relative to
alternative sources of finance and governance models. The owners of the firm will choose
to list if the benefits of listing outweigh the costs. These costs and benefits are case-
specific and can change over time for a given firm.*°

To inform this analysis, we conducted an extensive data collection exercise from all of the
EU stock exchanges;®® interviews with a range of stakeholders; and a bespoke online
survey of key financial decision-makers. For more information on the approach to this
information collection, see Appendix Al.

The section is structured as follows:

= sections 4.2 and 4.3 outline the main benefits and costs of listing;

= section 4.4 examines some of the triggers that prompt companies to seek a listing;
= section 4.5 presents the main reasons why companies delist.

4.2 Benefits of listing

The academic literature identifies various motivations for a firm to go public, including the
following.

= Providing an exit route for existing shareholders—IPOs provide owners of private
companies (e.g. founders, family owners or private equity funds) with an important exit
route, or allow them to diversify their own portfolios.”! Listing can provide an exit

4 A firm may choose to list at one point in time based on one set of facts, and then choose to delist at a later
point if the costs start to exceed the benefits of being listed. There may be some inertia that prevents public
companies from delisting even when the relative costs and benefits shift—for example, securities regulation
can make it harder to delist than to become listed in the first place (which is sometimes referred to as a
‘lobster trap’.)

50 Although data on the reasons for listings and delistings is quite sparse, insightful information was received
from some of the larger markets.

51 providing some supporting empirical evidence is a paper by Bodnaruk et al. (2008) examining Swedish IPOs
between 1995 and 2001. The authors find that private firms held by less-diversified controlling shareholders
are more likely to go public, and that less-diversified shareholders sell more of their shares at the IPO. See
Bodnaruk K.E., Massa, M. and Simonov, A. (2008), ‘Shareholder Diversification and the Decision to Go Public’,
The Review of Financial Studies, 21:6, pp. 2779—-2824.
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directly (if secondary shares are included in the IPO°2) or indirectly (by establishing a
market price prior to subsequent sale>?).

= Facilitating an acquisition strategy—listed shares can make it easier for a public
company to conduct acquisitions.>* Empirical evidence suggests that public companies
are more active acquirers than their unlisted counterparts.>

= Providing access to additional equity finance—listing on public markets provides
companies with access to a large-scale source of permanent risk capital. There may be
a ‘wealth constraint’ that prevents the current owner(s) from financing a project. Equity
financing does not require guaranteed repayment, and is therefore robust to economic
cycles. Listed companies may also have the option to conduct further fundraising at a
lower incremental cost.

Follow-on offerings are relatively common. Analysis of Dealogic data shows that more
than 35% of firms that conducted an IPO in the EU between 2000 and 2013 conducted
a follow-on offering within five years (see Figure 4.1 below).

Figure 4.1 Proportion of IPOs that conduct a follow-on offering, by IPO year
40% ~
s
30% A
25% -
20% -
15% H~
10% -

5% A

0% -

Within 1 year of IPO Within 3 years of IPO Within 5 years of IPO

Note: Data covers Dealogic deals categorised as ‘ECM-IPO’. Excludes funds raised by certain
investment funds and real estate investment vehicles. Total sample consists of firms within the
Dealogic database that conducted an IPO between 2000 and 2013 on an EU exchange. Data in each

52 Kim and Weisbach (2005) analysed a sample of European IPOs from 1990 to 2003 and found that over 30%
of proceeds were attributable to secondary shares. Kim, W. and Weisbach, M. (2005), ‘Motivations for public
equity offers: An international perspective’, Journal of Financial Economics, 87, pp. 281-307.

53 See Zingales, L. (1995), ‘Insider Ownership and the Decision to Go Public’, Review of Economic Studies, 62,
pp. 425—448; or Mello, A. and Parsons, J. (1995), ‘Going public and the ownership structure of the firm’,
Journal of Financial Economics, 49, pp. 79—109.

54 Share-financed acquisitions do not require companies to use up cash reserves and can be more attractive to
owners of the target company. See Brau, J., Francis, B. and Kohers, N. (2003), ‘The choice of IPO versus
Takeover: Empirical evidence’, The Journal of Business, 76, pp. 583—-612.

55 Bartholdy and Olson (2017) found that companies listed in Europe engage in more acquisitions than unlisted
companies, even after controlling for factors such as industry and firm size. Bartholdy, J. and Olson, D. (2017),
‘Why are firms listed in one country and private in other countries? The role of industry structure, banking
sector and legal system’, Journal of Corporate Finance, 43, pp. 480—499. Celikyurt, Sevilir and Shivdasani
(2010) reported similar findings in a US context. Celikyurt, U., Sevilir, M. and Shivdasani, A. (2010), ‘Going
public to acquire? The acquisition motive in IPOs’, Journal of Financial Economics, 96, pp. 345—-363.
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category is cumulative—i.e. ‘Within 5 years of IPO’ covers companies that conducted a follow-on
offering ‘Within 3 years of IPO’, and so on.

Source: Dealogic.

= Reduced cost of capital—theoretically, the lower cost of capital from public equity
markets (compared to private equity) derives from the diversification benefits®® to the
investor base and the reduced transaction costs®’ of trading the stock. As investors of
private companies now have relatively well-diversified portfolios, diversification benefits
are less significant and the illiquidity premia have become the more relevant factor.
Investors will need to be compensated with a higher expected return in the private
markets to compensate them for incurring higher risk and transaction costs. Empirical
evidence of a sample of 45 countries, including 16 in the EU, between 1990 and 2011
estimated an average risk-adjusted monthly premium of 0.45% for illiquid portfolios of
stocks over liquid ones, after controlling for other factors, including size effects.®

The benefit has reduced in recent years as private markets have become relatively more
liquid and the investor base in many countries, particularly with active private equity
funds and venture capital networks, has become more diversified.

= Access to debt finance on better terms—for some firms, public listing can allow
them to access debt finance on better terms, by increasing their bargaining power
relative to their creditors or by reducing information asymmetry with creditors.>®

= Greater visibility and prestige (for example, to boost brand awareness and
attract talent)—the increased visibility and reputation associated with being a public
company has been cited in academic surveys as a potential benefit.®® This increased
visibility might be associated with inclusion in an equity index,®! publicity surrounding

6 One of the main lessons from portfolio theory is that risk reduction due to diversification lowers the risk (and
required return) for stocks. This will not work if the owner of the firm has a large undiversified stake. The risk
of the private firm can be much higher than that of the marginal investors who form part of a well-diversified
portfolio.

57 See Amihud, Y. and Mendelson, H. (1986), ‘Asset pricing and the bid—ask spread’, Journal of Financial
Economics, 17, pp. 223-249.

8 For more detail, and country-specific estimates, see Table A.2. in Amihud, Y., Hameed, A., Kang, W. and
Zhang, H. (2015), ‘The Illiquidity Premium: International Evidence’, Journal of Financial Economics, 117: 2.
%9 For a discussion of relative bargaining power with creditors, see Rajan, R. (1992), ‘Insiders and outsiders:
The choice between informed and arm’s-length debt’, The Journal of Finance, 47, pp. 1367—-1400. Pagano,
Panetta and Zingales (1998) examined the debt financing hypothesis using a sample of Italian firms. The
authors found that while listed firms do experience a reduction in the cost of bank credit post-IPO, firms’ pre-
IPO interest rate and credit concentration are not significant determinants for the decision to go public.
Pagano, M., Panetta, F. and Zingales, L. (1998), ‘Why do companies go public? An empirical analysis’, The
Journal of Finance, 53.

%0 For a key academic study, see Bancel, F. and Mittoo, U. (2008), ‘Why European firms go public?’, European
Financial Management, 15, pp. 844—884. A more recent study of SMEs in Germany found that increased
visibility and the opportunity for follow-on financing were important advantages. See Deutsches Aktieninstituts
(2018), ‘Borsengang und bdrsennotiz aus sicht kleiner und mittlerer unternehmen’, March,
https://www.dai.de/files/dai_usercontent/dokumente/studien/2018-03-
01%20Boersengang%20und%20Boersennotierung%20KMUs.pdf.

61 An FCA review into the UK primary market found that equity index inclusion was an important part of the
attractiveness of the UK premium listing segment. See Financial Conduct Authority (2017), ‘Review of the
Effectiveness of Primary Markets: The UK Primary Markets Landscape’, Discussion Paper,
https://www.fca.org.uk/publication/discussion/dp17-02.pdf.
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the IPO process itself,%? or positive analyst coverage.®® Many firms also choose to be
listed to help them attract and retain talent.

Other reasons for listing cited in the literature, and noted in the interview feedback,
include:

= shifting monitoring costs from private lenders to the securities market regulators, who
may reveal information to the market through repeated interactions with the issuer
during the listing process.® This works if the costs of registration, filing, etc. are
outweighed by the benefits;

= |learning from the information contained in stock price movements to aid the efficient
flow of capital between productive and unproductive investment opportunities;

= using the information contained in stock price movements to facilitate equity-based
compensation of staff. Public equity prices can be useful for incentive compensation for
employees and feedback on management decisions. This price-revelation process can
be particularly informative for large firms as a disciplinary force on their actions.

We ran an online survey to existing and potential issuers across Europe on their reasons
for listing and the importance of those factors in driving the listing decision. Figure 4.2
illustrates the average importance assigned to a range of motivations for seeking a listing.

62 Maksimovic and Pichler (2001) presented a model in which the media attention associated with an IPO can
provide firms in niche industries with a form of first-mover advantage. See Maksimovic, V. and Pichler,

P. (2001), ‘Technological innovation and initial public offerings’, The Review of Financial Studies, 14, pp.
459-494. Demers and Lewellen (2003) found that the under-pricing of an IPO could itself serve as a
mechanism for generating interest in a company. See Demers, E. and Lewellen, K. (2003), ‘The marketing
roles of IPOs: evidence from internet stocks’, Journal of Financial Economics, 68, pp. 413—-437.

63 See, for example, Bradley, D., Jordan, B. and Ritter, J. (2003), ‘The quiet period goes out with a bang’, The
Journal of Finance, 58, pp. 1-36.

64 See, for example, Lowry, M., Michaely, R. and Volkova, E. (2019), ‘Information revelation through regulatory
process: Interactions between the SEC and companies ahead of the IPO’, Swiss Finance Institute Research
Paper Series, 19-47.
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Figure 4.2 Motivations for listing—survey results
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Note: Respondents were asked: ‘How important were the following motivations for considering a
listing? Please use a scale from 1 to 5, where 1 is Not Important and 5 is Very Important.” The chart
presents the simple average for each attribute, and includes responses from representatives of listed
companies only. N=50

Source: Oxera primary market survey.
The following observations stand out:
= the most important reason to seek an IPO is to boost the firm’s reputation and profile;

= the ability of an IPO to support the firm’s growth ambitions and reduce its cost of capital
are also important factors;

= |lack of availability of private equity funding is the least important factor cited by firms.

These observations are consistent with the results of previous surveys conducted in the
USA and Europe (see Box 4.1 below).

As the secondary markets for private equity have grown and developed in recent years,
the IPO exit route has been less common. Recent data shows that European (EU and non-
EU) private equity IPO values in 2019 (29 exits worth €20.4bn) were the lowest figures
since 2012.%° The same data shows that the fall in IPO exits has been offset by an increase
in private equity sales to corporates, which accounted for the largest proportion of private
equity exits (ahead of sales to other private equity funds).

Figure 4.3 shows that this trend is global and has occurred in many financial centres.

65 Pitchbook (2020), ‘European PE breakdown: 2019 Annual’,
https://files.pitchbook.com/website/files/pdf/PitchBook_2019_Annual_European_PE_Breakdown.pdf.
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Figure 4.3 Number of exits by buyout funds worldwide, by type, 2009-18

100%

90% -

80%
70%
60%
50%
40%
30%
20%
10%

0%

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Other exit route Private placement ®IPO

Note: ‘IPO’ and ‘private placement’ are both forms of exit that involve the company seeking a listing.
‘Other exit route’ refers to exits that do not involve a listing and includes trade sales, sales to general
partner, restructuring, mergers, and sales to management.

Source: Preqin.
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Box 4.1 Reasons for listing, as cited in the literature

Academic literature

Brau and Fawcett (2006) and Bancel and Mittoo (2009) are two key papers in the
academic literature.® The former presents a survey of US CFOs and the latter is focused
on EU issuers. Key findings from these surveys include:

= in the EU survey, CFOs identified enhanced visibility and prestige, and financing for
growth as the most important benefits of an IPO. In the US survey, listing to facilitate
an acquisition strategy was cited as the single most important reason for going public;

= in the EU survey, large firms considered enhanced external monitoring as the most
important benefit (seen as a major cost in the USA), while small firms went public
primarily to raise capital for growth. Family-controlled firms saw the IPO as a vehicle
to strengthen their bargaining power with creditors without relinquishing control;

= in the EU survey, firms domiciled in countries using an English legal system considered
increased share liquidity as the most important benefit, whereas Italian firms (civil
law) cited the reduction in the cost of capital.

Policy literature
A 2013 survey of UK listed mid-sized businesses provided the following insights.®’

= The vast majority of companies surveyed sought a listing to raise funds for
investment, such as strategic (often overseas) acquisitions, R&D and restructuring
(buying out existing private investors).

= Companies also listed in order to raise profile, enhance their brand and increase
market credibility worldwide.

= In most cases, companies expected to retain their listing because of the option to
raise funds, if needed. In a minority of cases, the company indicated that it would be
unlikely to raise further funds, but that ongoing listing raised the profile of the
business, provided credibility in the M&A market, and assisted in raising cheaper
finance from bank debt finance sources.

= The most frequently cited reasons for potentially delisting were a private buyout or if
the exchange became too onerous and expensive to remain on.

= The high volume of delistings was driven by liquidations and business failures where
the only route to survival was likely to be a buyout.

A 2018 survey of German SMEs highlighted that:®®

= an increase in visibility and reputation, as well as the opportunity for follow-up
financing, were important advantages of listing;

= a majority of surveyed companies had been able to increase revenue by at least half,
and 42% had increased their number of employees by at least half post-IPO;

= |ow secondary market liquidity was the biggest challenge for listed SMEs (chosen by
more than half of the respondents). Other challenges included lack of investors with
appropriate industry expertise.

We have also conducted a number of case studies, and observe the following.

= The benefits of boosting the brand and profile from an IPO appear most common among
retail businesses. For example, when Danish jewellery maker, Pandora, listed on Nasdaq
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Copenhagen in 2010, the company described the listing as ‘providing a strong platform
for future growth by enhancing the visibility of Pandora’.®® Prior to its UK listing, the UK
transport booking app, Trainline, noted that a listing would ‘further support the Group’s
growth plans by increasing the Group’s public profile and brand awareness’.”® Box 4.2
provides an additional example of Roche Bobois. Allowing retail investors to participate
in IPOs can be one way in which issuers seek to boost their profile. For example, in their
IPOs, luxury car manufacturers Ferrari and Aston Martin allowed individuals who owned
their cars to subscribe to the offering.”?

There are other cases (e.g. Box 4.3 describes Adyen'’s listing on Euronext in 2018) where
the company makes it clear that it does not want to undertake any profile-raising
activities such as a big opening ceremony.’? This shows the case-specific nature of
profile-raising as a reason to (or not to) list.

Some firms use the IPO process to attract new customers. For example, property
website and app, Zoopla, offered shares to member estate agents at a discount, using
the IPO as a marketing exercise.”?

A number of very-high-growth firms seek an IPO because the private markets are unable
to provide them with the scale of capital that they seek to meet their growth ambitions.
For example, Moncler, an Italian clothes retailer, listed on Borsa Italiana in 2013 to fund
product expansion and enter new markets in Russia and the USA.”*

The ability to seek additional equity funding via follow-on offerings is also very important
to firms seeking growth opportunities. For example, Cellnex, the Spanish telecoms
infrastructure operator, announced its intention to undertake a large rights issue, worth
€4bn in July 2020, in order to fund a pipeline of acquisitions. This followed two previous

capital increases in 2019.7°

% Brau, J.C. and Fawcett, S.E. (2006), ‘Initial Public Offerings: An Analysis of Theory and Practice’, The Journal

of Finance, 61, pp. 399—-436; Bancel, F. and Mittoo, U.R. (2009), ‘Why Do European Firms Go Public?’,
European Financial Management, 15, pp. 844—884.

87 Department for Business Innovation and Skills (2013), ‘Investigation into the motivations behind the listing
decisions of UK companies’, BIS Research Paper 126,

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/232087/bi

s-13-1130-investigation-into-the-motivations-behind-the-listing-decisions-of-uk-companies.pdf.

68 Deutsches Aktieninstituts (2018), ‘Bérsengang und bdrsennotiz aus sicht kleiner und mittlerer unternehmen’,

March, https://www.dai.de/files/dai_usercontent/dokumente/studien/2018-03-
01%20Boersengang%20und%?20Boersennotierung%20KMUs.pdf.

% pandora (2010), ‘Pandora publishes offering circular and sets indicative price range for its initial public
offering’, 20 September, press release, https://investor.pandoragroup.com/static-files/66a5afcb-fee7-4488-
b292-4769980c29e7.

70 See the Trainline IPO prospectus, https://investors.thetrainline.com/investors/ipo-documentation

7! See Financial Times (2018), ‘Aston Martin seeks valuation of up to £5bn in London IPO’, September,

https://www.ft.com/content/3c1794c6-bc9b-11e8-94b2-17176fbf93f5; Reuters (2015), ‘Ferrari faithful rev IPO

price to top of range’, October, https://www.reuters.com/article/us-ferrari-ipo/ferrari-faithful-rev-ipo-price-to-
top-of-range-idUSKCNOSE23520151021.

72 Bloomberg (2019), ‘Can Europe’s latest tech darling keep it up?’ February,
https://www.bloomberg.com/news/articles/2019-02-14/can-adyen-one-of-europe-s-hottest-tech-companies-
keep-it-up.

73 Proactive Investors, ‘Zoopla makes IPO available to estate agents but not retail investors’,
https://www.proactiveinvestors.co.uk/companies/news/58461/zoopla-makes-ipo-available-to-estate-agents-
but-not-retail-investors-68744.html.

74 Moncler (2014), ‘Full Year 2013 Preliminary Results Conference Call’, 24 February,
https://www.monclergroup.com/wp-content/uploads/2016/07/2014-02-24_Moncler-FY-2013-
Prel_Transcript.pdf.

7> Cellnex (2020), ‘Cellnex to increase its share capital by €4 billion’, press release,
https://www.cellnextelecom.com/content/uploads/2020/07/Cellnex-to-increase-its-share-capital-by-
%E2%82%AC-4-billion.pdf.
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= The willingness of the existing shareholders to exit some of their investment is often a
strong reason to seek an IPO. This was one of the main reasons for Adyen’s listing on
Euronext in 2018 (see Box 4.3).7°

Box 4.2 Reasons for listing: case study of Roche Bobois

Roche Bobois SA, a French family business founded in 1960, operates in 54 countries
and, as at 31 December 2017, had a network of 329 owned stores and franchises
marketing its two brands: Roche Bobois, a high-end furniture brand with a strong
international presence, and Cuir Center, positioned in the mid-range market segment
with an essentially French customer base.

In July 2018 the company listed its stock for the first time on Euronext Paris.
Commenting on the IPO, Gilles Bonan, Chairman of the Board, said ‘it will help the Roche
Bobois Group to bolster its reputation, visibility and standing in France and abroad,
undoubtedly enabling us to attract new talent’.

The existing shareholders (the Chouchan family, via Familiale J-E.L.C. and Mr Jean-Eric
Chouchan, and TXR S.r.l) sold 987,521 existing shares under the transaction, for €19.8m
gross.

Source: Roche Bobois (2018), ‘Roche Bobois: Successful IPO on Euronext Paris’, press release,
Paris, 9 July, https://www.actusnews.com/documents_communiques/ACTUS-0-55086-
pr_rochebobois_ipo_success_va.pdf.

Box 4.3 Reasons for listing: Adyen case study

Founded in 2006, global payments technology company, Ayden, had over 1,000
employees as at 2019, with an H1 2019 net revenue of €221.1m. With headquarters in
the Netherlands, it has 21 offices globally and its business operations are geographically
diverse. Europe made up 65% of its H1 2019 net revenues, followed by North America
(15%), Latin America (10%), and Asia-Pacific (9%). In June 2018, Adyen conducted an
IPO on Euronext Amsterdam. The IPO valued the company at approximately €7.1bn.
Unlike many technology IPOs, Adyen had been profitable for several years before its
IPO, recording a net income of €71.3m in 2017.

The amount of shares offered in the IPO was relatively low (12% free float) and they
were all secondary shares, with no new capital raised. One of the largest single existing
shareholders, Index Ventures, reduced its shareholding from 17% to 15% as part of the
IPO. The secondary shares were sold to a small group of specialised institutional
investors. 5% of these shares were offered to eBay, a key corporate partner of Adyen.
Adyen did not undertake any profile-raising activities and very little was communicated
externally or internally regarding the IPO.

Source: Euronext.
4.3 The costs of listing

According to one recent global study, 36% of executives cited the costs of going and being
public as a cause of the decline in popularity of equity markets.”” The costs of listing have

76 Adyen (2018), ‘Adyen IPO priced at €240 per share’, https://www.adyen.com/press-and-media/2018/adyen-
ipo-priced-at-240-per-share.

77 pwC and Economist Intelligence Unit (2019), ‘Capital markets in 2030: the future of capital markets’,
https://www.pwc.com/gx/en/audit-services/capital-market/publications/capital-markets-2030.pdf.
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also been widely described in the academic and policy literature, and can be grouped into
direct and indirect costs, as well as initial and ongoing requirements (see Figure 4.4).

Figure 4.4 The costs of listing
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Source: Oxera.

The direct costs associated with an IPO are generally considered to be lower than the
indirect costs, and not particularly burdensome for large issuers. However, they can have
a larger impact on smaller issuers (as discussed in more detail in section 5).

Most estimates suggest that the initial costs of an IPO can be up to around 15% of gross
proceeds.”® FESE has estimated the costs to be approximately 10—15% of the amount
raised from an IPO of less than €6m; 6—10% for an IPO of less than €50m; 5—8% for an
IPO of between €50m and €100m; and 3-7.5% for an IPO of more than €100m.”°

Figure 4.5 gives an estimated breakdown of the common direct and indirect costs
associated with an IPO (based on an assumed gross deal value of €60m).

Underwriting fees and under-pricing are two important components of total IPO costs. Our
empirical analysis suggests that these costs have been relatively stable over time (see
section 8.3). Interview feedback suggests that legal and advisory fees have also remained
broadly stable. Several interviewees suggested that management time and other indirect
costs associated with an IPO have increased over time.

Based on the analysis in this report, we estimate the total financial cost of an IPO to be in
the region of 5% to 15% of gross proceeds, although this can be higher for those raising
smaller sums, as shown in Figure 4.5.

78 See, for example, Wegmann, J. (2013), ‘Cost of an IPO’, ipoBOX; European IPO Task Force (2020),
‘European IPO Report 2020; Euronext (2019), ‘The listing venue of choice for tech companies’.

7% European IPO Task Force (2020), ‘European IPO Report 2020,
https://fese.eu/app/uploads/2020/03/European-IPO-Report-2020.pdf.
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Figure 4.5 Estimated direct and indirect costs of an IPO
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Note: Other indirect costs include disclosure of proprietary information, and the opportunity cost of
management time.

Source: Oxera analysis based on interviews with market practitioners; Dealogic; Wegmann, J.
(2013), ‘Cost of an IPO’, ipoBOX, https://www.ipobox-online.de/erlose-und-kosten-bei-einem-
ipo/5-2-kosten-eines-ipos.

Below, we examine the direct costs and indirect costs in turn.

4.3.1 Direct costs

Direct costs are the monetary costs associated with a listing—which we refer to as initial
direct costs—and the ongoing costs associated with remaining listed.

Initial direct costs

The initial direct costs mostly derive from fees paid to parties involved in supporting a
company through the listing process. These include fees paid to:

= underwriters/bookrunners involved in the IPO process;
= accountants, legal counsel and other IPO advisers;

= the listing venue;

= market regulators.

Fees to underwriters/bookrunners

Underwriting fees are paid to the investment bank (or a syndicate of banks) that manages
the IPO. This process usually involves:

= producing the prospectus;

= advising the company on a price range within which to offer the shares;

= introducing the company to analysts and investors to stimulate interest in the IPO;
= recording orders directly from investors (*book-building’);

= advising the issuer on the final offer price and allocation.
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Figure 4.6 shows the average gross fee paid to underwriters and advisers as a percentage
of IPO value for different deal sizes in the EU-28.

Figure 4.6 Average gross fees by deal size, 2000-19
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Note: Data calculated using the Dealogic ‘Gross Fee % (All)’ field. Gross fees in Dealogic include
legal, printing, underwriting and market listing fees. Figures converted to euros using mean annual
exchange rates from the ECB.

Source: Dealogic.

Fees to accountants, lawyers, and other capital market advisers

In addition to hiring underwriters, companies seeking a listing typically also hire other
third-party advisers, such as:

= accountants—for example, to audit the financial statements;

= |lawyers—for example, to interact with the listing authorities and help draft the
prospectus and disclosure documentation;

= capital market advisory firms—for example, to assist the company with investor
roadshows, the selection and management of the underwriting syndicate, and education
and advice regarding the listing requirements.

As an example, the listing of Adyen on Euronext in 2018 involved the following advisers:8!
= |egal advisers to the company—Clifford Chance;
= |ead advisers (global coordinators)—Morgan Stanley, and JP Morgan;

= bookrunners—ABN Amro Bank, Bank of America Merrill Lynch, and Citigroup;

80 Some listing authorities (e.g. the FCA) and listing venues (e.g. AIM, Deutsche Bérse Scale, Euronext Growth)
impose a requirement for listed companies to appoint a capital markets advisory firm. See ‘The role and
responsibilities of a Sponsor’, https://www.fca.org.uk/markets/sponsor-regime/role-and-responsibilities-
sponsor.

81 See p. 367 of the Adyen IPO prospectus, https://www.adyen.com/dam/jcr:ab990e2d-7911-44b7-8932-
beeec4809eba/Adyen%%2520Prospectus.pdf.
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= |egal advisers to underwriters—Stibbe N.V., and Latham & Watkins LLP;
= independent auditors—PwC;
= |isting and paying agent—ABN AMRO Bank N.V.

According to the IPO prospectus, the total direct cost of the Adyen IPO was approximately
€26.9m, of which €25.2m was attributable to underwriter fees, and €1.7m to listing fees,
legal and administrative expenses, publication costs and taxes (among other costs).®? The
total direct cost of €26.9m represented 3.2% of the total value of the offering (€849m?®3).
The €1.7m costs not connected to underwriting fees accounted for 0.2% of the offering
value.

Previous analysis by Oxera of the costs of listing on major European and US markets found
that the combined cost of legal, accounting and advisory fees accounted for approximately
3-6% of the funds raised for a typical issuer.8* 8 The same research also noted a
perception among market participants that professional fees in London tended to be higher
than in Frankfurt and Paris, but not as high as in New York. Feedback from our stakeholder
interviews undertaken for this present study suggests that this cost range remains broadly
similar.

Exchange fees

The listing venue is responsible for admitting the company’s shares onto its market. The
activities of the stock exchange include:

= verifying the information provided by the company, including assessing whether the
listing rules have been met (a legal requirement—see section 3.2.1);

= marketing and raising the profile of the capital-raising;

= establishing the market technology and infrastructure to allow market participants to
trade shares in the newly listed company.

The price profile of listing fees varies between exchanges and market segments. This may
be driven by differences in the costs associated with admitting issuers or in the ‘value-add’
services provided to issuers.

For most companies, the listing fees are minor compared with the other costs of raising
capital. In general, larger companies are charged more in absolute terms, but less as a
proportion of the sum raised.

Figure 4.7 shows estimated listing fees in 2019 on the main and junior markets of
Deutsche Bdrse, Euronext and the London Stock Exchange. As an illustration, to account
for different sizes of typical issuers on each market segment, the listing fee for a €100m
company on the junior market segments and that for a €1bn company on the main market
segments have been estimated. While listing fees are generally higher on the main market
segments, they are higher as a proportion of market capitalisation for the smaller issuers.

82 See p. 14 of the Adyen IPO prospectus, https://www.adyen.com/dam/jcr:ab990e2d-7911-44b7-8932-
beeec4809eba/Adyen%2520Prospectus.pdf.

83 Euronext cash market statistics

8 Oxera (2006), ‘The cost of capital: an international comparison’, June,
https://www.oxera.com/publications/the-cost-of-capital-an-international-comparison/

85 This total comprised financial adviser costs (1-2%), legal expenses (1-2%), accounting and auditing fees
(0.5-1.5%), and other printing, PR expenses, etc. (<0.5%).
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Figure 4.7 Stock exchange listing fees, 2020
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Source: Oxera analysis of stock exchange price schedules.
Fees to market regulators

Companies may also have to pay fees to the national supervisory authority to cover the
cost of reviewing and authorising the listing application and prospectus document. In
general, these fees are negligible compared with the other fees associated with listing. For
example, the FCA charges between £2,000 and £15,000 for new applications to the UK
Listing Authority.%®

IPOs on SME-focused MTFs are not subject to listing approval, and therefore avoid these
fees and the scrutiny that accompanies admission to a regulated market.

Ongoing direct costs

In addition to the initial direct costs, there are ongoing direct costs. These typically include
the ongoing fees paid to the listing venue(s), advisory firm(s) or sponsor, and the
auditor(s).

Data on ongoing fees paid to advisers and auditors is more limited. Research on audit fees
paid by UK listed companies in 2017 found that the average (mean) audit fees were £6.4m
for FTSE 100 companies, £774,000 for FTSE 250 companies, and £202,000 for AIM100

8 See ‘FEES 3 Annex 12 UKLA transaction fees’,
https://www.handbook.fca.org.uk/handbook/FEES/3/Annex12.html.
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companies.®” Another study estimated the EU average audit fee for listed companies at
just over €1m.%8

For most large companies, the ongoing fees are not seen as a huge burden. However, a
few large issuers have publicly cited the cumulative costs of multiple exchange fees as a
reason for discontinuing multiple listings, and some of the smaller issuers interviewed cited
these costs as being significant.®

4.3.2 Indirect costs

Alongside fees, issuers seeking a listing face a range of indirect (non-monetary) costs
associated with listing on public markets. These are the second column of costs in Figure
4.5.

The initial indirect costs include:
* the under-pricing associated with the IPO (see section 8.2 for more detail);*°

= the costs associated with the disclosure of proprietary information through the
prospectus;

= the management time and regulatory burden of conducting the IPO itself.

Several industry practitioners have highlighted the efforts required to comply with the
regulatory requirements associated with the listing process, and the litigation risk that
could emerge, as the most significant indirect costs of listing. In particular, many issuers
stressed, as a high and growing cost to listing, the increased length and complexity of the
prospectus documentation, often driven by the evolution of market practice (and risk-
averse legal advisers and senior management) rather than the regulatory requirements.

Analysis conducted by Assonime of recent IPO prospectuses in a range of EU member
states (see Table 4.1 below) highlights that:

= prospectus length varies by member state—for example, the median prospectus length
was around 800 pages in Italy compared with around 400 pages in Germany. Interviews
with stakeholders suggest that this variation is driven primarily by market practice and
legal prudence on the part of the advisory community;

= prospectus length is not proportionate to market capitalisation—the average prospectus
length for a company valued at less than €150m was only a third shorter than that for
one valued at more than €1bn.

87 Accountancy (2017), ‘FTSE & AIM auditor survey 2017-18’, March,
https://www.accountancydaily.co/sites/default/files/accountancy_ftse_aim_auditors_2017_2018_0.pdf.

8 Willekens, M., Dekeyser, S. and Simac, 1. (2019), ‘EU Statutory Audit Reform: Impact on costs,
concentration and competition’,
https://www.europarl.europa.eu/RegData/etudes/STUD/2019/631057/IPOL_STU(2019)631057_EN.pdf.

8 For example, in 2019, Eli Lilly voluntarily delisted its shares from Euronext Paris, citing low trading volume,
costs and administrative expenses. See Eli Lilly (2019), ‘Lilly announces voluntary delisting from Euronext
Paris’, http://lilly.mediaroom.com/2019-10-03-Lilly-Announces-Voluntary-Delisting-from-Euronext-Paris. Also
see Box 6.6 for a case study of Daimler.

%0 Under-pricing is the increase in price between the initial offer price and subsequent market price (usually the
first-day closing price). It is interpreted as a cost to issuers because under-pricing implies that the company
sold its shares at a price lower than the true value.
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Table 4.1 Average length (number of pages) of prospectus document, March

2019
Total sample Mean, by market capitalisation
Median Min. Max. <€150m €150m—-€1bn >€1bn
France 447 217 683 376 368 668
Germany 390 183 591 296 392 468
Italy 807 563 1,367 818 831 839
Netherlands 266 105 389 192 249 280
Spain 481 216 674 266 517 500
Total 400 105 1,367 342 577 514

Note: Analysis of most recent ten IPOs in each respective member state as at March 2019.

Source: Assonime (2019), ‘Osservazioni di Assonime e Confindustria al documento di consultazione
Consob per l'adeguamento al Regolamento (UE) 2017/1129, relativo al prospetto’, March,
http://www.assonime.it/_layouts/15/Assonime.CustomAction/GetPdfToUrl.aspx?PathPdf=http://w
ww.assonime.it/attivita-editoriale/interventi/Documents/consultazioni%203-2019A.pdf.

For SMEs, the EU Growth Prospectus does allow for lighter disclosure, particularly for
information on the development of the issuer’s business; investments; capital resources;
R&D; patents and licences; corporate governance arrangements; and employees’ and
historical financial information. As this development is relatively recent, there is limited
data available to assess whether the policy has affected the average length of prospectuses
for SMEs. However, feedback from market participants indicates that there has not been
a substantial decrease in the length of documents submitted after July 2019. One reason
may be that, although the number of sections that form part of the EU Growth Prospectus
has been reduced compared to a normal prospectus, the number of elements included in
each section has increased.*!

Feedback from our interviews indicates that senior management of firms seeking to list
now spend a significantly higher proportion of their time on the listing process than
before—between 30% and 50% of CEO and CFO time in the six months prior to listing.®?

The risk of litigation is seen as a major concern by many senior managers (see Box 4.4
below).

Box 4.4 Class action lawsuits

The legal environment for companies going public varies considerably around the world.
Securities class action lawsuits are one of the main legal concerns for firms seeking to
list. Class action lawsuits can be both costly and damaging to an issuer’s reputation.
There are ongoing legal risks associated with being listed, but the risk can be particularly
acute during the IPO process as disclosures are made for the first time.

The majority of securities litigation happens in the USA. According to a Stanford Law
School assessment,®3 on average each year from 2001 to 2018 approximately 5.5% of
S&P 500 companies, or about 1 in 18, were subject to a core filing; and 9.4% of S&P

°1 Our high-level analysis of IPO prospectuses on Euronext Growth and AIM Italia since the Growth Prospectus
regime came into effect in July 2019 identified only two prospectuses that had been filed and approved in
accordance with the regime. The combined lengths of the registration document, securities note and summary
for these two IPOs were 202 pages and 221 pages.

%2 Based on insights from structured interviews with market participants.

93 Cornerstone Research (2019), ‘Securities Class Action Filings — 2019 Midyear Assessment’,
http://securities.stanford.edu/research-reports/1996-2019/Cornerstone-Research-Securities-Class-Action-
Filings-2019-MYA.pdf.
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500 companies were subject to a new securities class action filing in federal courts in
2019.

Despite there been far fewer securities settlements outside the USA, securities litigation
is increasingly becoming a global phenomenon. According to a study in 2006,°* changes
in European Commission competition law have encouraged private action for breaches,
with investors having obtained settlements reaching US$100m in Canada and Australia.
Other countries where there have been class action lawsuits are Germany, Israel, Italy,
the Netherlands, South Korea, and Sweden.

Some stakeholders have suggested that the listing process gives companies a realistic
preparation for the ongoing administrative burden associated with being listed. In this
case, policymakers might need to focus not on reducing the initial hurdle of going pubilic,
but on lessening the ongoing burden of being public.

The indirect ongoing costs of being listed are often cited as having the most significant
impact on the decision to seek a listing, or, indeed, deciding to delist. In broad terms,
these ongoing costs are driven by:

= the administrative burden associated with ongoing regular reporting and disclosure—
these have generally increased in breadth and frequency;

= control issues—when economic and voting rights are commensurate, firms cannot
conduct an IPO without ceding some control. This is particularly relevant for European
family-owned firms;

= the agency costs associated with being a public corporation.
Each of these points is discussed in more detail in section 7.

Feedback from the stakeholder interviews emphasised that these costs have widened the
gap between public and private companies. Policy options that the European Commission
could consider reducing this imbalance would require either lessening the burden on public
companies or reviewing the governance arrangements and reporting requirement for
private companies.

The Commission may want to revisit some of the rules around disclosure on listed firms.
Alternatively, it could consider reviewing the merits of applying some improved
governance arrangements for some large unlisted firms, to enhance the market discipline
on the governance of firms. This could include the audit standards for private companies
and the information that must be submitted to national registries of private companies.

4.4 Triggers for listing

A number of natural triggers can prompt companies to consider a listing. There is an
extensive academic literature on these, and on IPO timing more broadly.® Several
theories have been proposed to explain the timing of IPOs, and these can be grouped
according to whether they involve market-, industry- or firm-specific factors.

Important factors that influence the timing of an IPO include:

% Ernst & Young (2009), ‘IPO insights: Comparing global stock exchanges’,
https://www.ey.com/Publication/vwLUAssets/IPO_Insights:_Comparing_global_stock_exchanges/$FILE/IPO_co
mparingglobalstockexchanges.pdf.

%5 Ibbotson and Jaffe (1975) and Ritter (1980) are two seminal papers examining IPO ‘waves’. Ibbotson, R. and
Jaffe, 1. (1975), “Hot Issue” markets’, The Journal of Finance, 30, pp. 1027—-1042; and Ritter, J. (1980), ‘The
“Hot Issue” market of 1980°, The Journal of Business, 57, pp. 215-240.
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= overall stock market conditions—some papers suggest that managers time their IPO to
take advantage of strong stock market performance.®® This allows them to sell shares
at the highest price;

= PO market attractiveness—successful financial performance of other firms going public
or recent IPOs of successful firms can induce managers to conduct an IPO;°’

= industry performance—managers may use an IPO to take advantage of the strong
performance of their firms in their industry;°8

= firm-specific factors, which could include:

» privatisation—for example, the Port of Tallinn in Estonia (see Box 4.5), Royal Mail in
the UK, and Telia in Sweden;

= family-succession issues;
= existing investor(s) facing liquidity demand—for example, Levi Strauss (see Box 4.6);

= private equity fund horizon—for example, Pandora’s listing on Nasdaq Nordic in 2019
to enable the existing private equity owners (Axcel) and some family owners to exit
positions;®°

* investment opportunities that need immediate external equity funding.

As part of our survey, respondents were asked what prompted their decision to list (i.e.
focusing on the timing of the decision, rather than the motivation for listing, as referred
to in Figure 4.2). This is in line with previous academic surveys. Figure 4.8 shows the
average importance assigned to a range of triggers for seeking a listing.

% See, for example, Ritter, J. (1991), ‘The long-run performance of initial public offerings’, The Journal of
Finance, 46, pp. 3—27; and Loughran, T. and Ritter, J. (1995), ‘The new issues puzzle’, The Journal of Finance,
50, pp. 23-51.

%7 See, for example, Lucas, D. and McDonald, R. (1990), ‘Equity issues and stock price dynamics’, The Journal
of Finance, 45, pp. 1019-1043.

%8 See, for example, Pagano, M., Panetta, F. and Zingales, L. (1998), ‘Why do companies go public? An
empirical analysis’, The Journal of Finance, 53; and Lowry, M. and Schwert, G. (2002), ‘IPO market cycles:
Bubbles or sequential learning?’, The Journal of Finance, 57, pp. 1171-1200.

%% pandora (2010), ‘Pandora prices its initial public offering at DKK 210 per share’,
https://investor.pandora.net/static-files/566fc83e-1911-45b0-9ca3-8e320d7ccc5c.
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Figure 4.8 Timing of listing: survey results
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Source: Oxera primary market survey.
The following observations stand out from the survey:

= there is not one clear trigger for IPOs. This suggests that the IPO timing decision is
highly idiosyncratic to the firm;!%

= favourable industry conditions and the availability of investors were the top triggers for
seeking a listing;

= the first-day stock market performance of recent IPOs and the behaviour of peer group
firms were less important.

We have also conducted a number of case studies, and found the following:

= IPOs triggered by privatisation tend to have higher levels of retail participation (for
example, the IPOs of the Port of Tallinn in Estonia in 2018 and Royal Mail in the UK in
2013);101

= succession and issues around family wealth are a common trigger for founder-controlled
firms listing;

100 Two-thirds of respondents assigned a score of 4-5 to at least one of the specified options. Respondents
were given the opportunity to provide their own trigger, but very few respondents did so.

101 According to the Myners Review, most of the large and high-profile privatisations of the 1980s and 1990s
had a significant retail component, for both financial and policy reasons. As well as offering an additional pool
of investors, there was often an objective to broaden public participation. Given that the assets being sold were
public and were also often household names, it was felt that the shares being sold should be made available to
the public. See the panel chaired by Lord Myners, CBE (2014), ‘An independent review for the Secretary of
State for Business, Innovation and Skills: IPOs and Bookbuilding in Future HM Government Primary Share
Disposals,” 16 December,
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/388660/bi
s-14-1300-myners-independent-review-for-secretary-of-state-for-business-ipos-and-bookbuilding-in-future-
hm-government-primary-share-disposals.pdf.
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= IPOs tend to occur in clusters and waves, around the time when the sector, and/or the
market in general, is hot. For example, the USA experienced a wave of new technology
company listings in 2019, including Lyft, Uber, Slack, Pinterest and Postmates.!%2

Box 4.5 and Box 4.6 give some examples of triggers for listing.

Box 4.5 Triggers for listing: Port of Tallinn case study

Port of Tallinn is the fourth-largest port operator in Northern Europe, with 10.6m
passengers in 2017. The Group has a diversified portfolio of infrastructure operations,
including passenger and cruise ship harbours, cargo harbours and a domestic ferry
service.

The key trigger for the IPO was the decision by the Estonian government to sell a
minority state (33%) in the state-owned assets. It was felt that privatisation through a
public listing would help to strengthen the port’s reputation, especially outside Estonia,
and enable the government to use the money for further investment.

The Port of Tallinn IPO was the largest in Estonia for over 12 years, raising €128m for
the Estonian government and being seen as a great success. The company is now listed
on the Nasdaq Tallinn Stock Exchange.

More than 100 investors from 22 countries placed orders in the book. The offering
received support from close to 14,000 retail investors (c. 1% of the Estonian population),
which accounted for 23% of the total demand. The book ended up with a split of 75%
to long and pension funds, 21% to retail investors, and 4% to hedge funds. The Estonian
government maintains a 67% majority stake. The EBRD acquired 3.6%.

Sources: European Bank for Reconstruction and Development (2018), ‘Port of Tallinn Initial Public
Offering’, https://www.ebrd.com/work-with-us/projects/psd/port-of-tallinn-initial-public-
offering.html; STJ Advisors (2018), ‘Port of Tallinn €147m IPO, Estonia — East Capital best IPO
award winner 2018’, http://www.stjadvisors.com/transactions/port-of-tallinn-147m-initial-public-
offering-estonia; ERR (2016), ‘Port of Tallinn: Privatization would help improve company’s image
abroad’, https://news.err.ee/119756/port-of-tallinn-privatization-would-help-improve-company-s-
image-abroad; European Bank for Reconstruction and Development (2018), ‘EBRD acquires minority
shareholding in IPO of AS Tallinna Sadam’, https://www.ebrd.com/news/2018/ebrd-acquires-
minority-shareholding-in-ipo-of-as-tallinna-sadam.html

Box 4.6 Triggers for listing: Levi Strauss case study

Levi Strauss designs and markets jeans, casual wear and related accessories. Its
products are sold in 110 countries worldwide in approximately 3,000 brand-dedicated
retail stores. In March 2019, the company launched an IPO on the New York Stock
Exchange using a dual-class share structure, with Class B shareholders getting ten votes
for every Class A vote. This listing came 48 years after the first flotation of Levi Strauss
in 1971, which was then taken private in 1985 by the Haas family.

Market commentators indicated that a key trigger for the IPO in 2019 was a demand for
some liquidity from the existing Haas family shareholders, who also did not want to lose
control of the business. Due to the dual-class share structure, the Haas family still held
nearly 81% of the total shareholder voting power after the IPO.

In an interview with the Financial Times, the CEO of Levi remarked that: ‘With more
than 100 family shareholders, some wanting to cash out, there was a certain amount of

102 Benninga, S., Helmantel, M. and Sarig, 0. (2005), ‘The timing of initial public offerings’, Journal of Financial
Economics, 75:1, pp. 115-132; Batnini, F. and Hammami, M.(2015), 'IPO waves: How market performances
influence the market timing of IPO?’, Journal of Applied Business Research, 31, pp. 1679-1692.

November 2020 | 72


https://www.ebrd.com/work-with-us/projects/psd/port-of-tallinn-initial-public-offering.html
https://www.ebrd.com/work-with-us/projects/psd/port-of-tallinn-initial-public-offering.html
http://www.stjadvisors.com/transactions/port-of-tallinn-147m-initial-public-offering-estonia
http://www.stjadvisors.com/transactions/port-of-tallinn-147m-initial-public-offering-estonia
https://news.err.ee/119756/port-of-tallinn-privatization-would-help-improve-company-s-image-abroad
https://news.err.ee/119756/port-of-tallinn-privatization-would-help-improve-company-s-image-abroad
https://www.ebrd.com/news/2018/ebrd-acquires-minority-shareholding-in-ipo-of-as-tallinna-sadam.html
https://www.ebrd.com/news/2018/ebrd-acquires-minority-shareholding-in-ipo-of-as-tallinna-sadam.html

Oxera Consulting LLP Primary and secondary equity markets in the EU

inevitability [to the listing].” If Levi had stayed private as the family tree grew, ‘you
[would] get to a point where you’ve got 250 shareholders and nobody holds more than
2 per cent. And how do you govern a company like that? It's impossible.” These
comments suggest that the benefits of concentrated family ownership for Levi Strauss
were diminishing.

In its prospectus filed with the U.S. Securities Exchange Commission (SEC), Levi Strauss
stated its main purpose for going public as being ‘to increase our financial flexibility and
create a public market for our class A common stock.’

Source: Reagan, C. and Picker, L. (2019), ‘Here's why Levi Strauss is going public’, CNBC,
https://www.cnbc.com/2019/03/19/why-levi-strauss-the-worlds-biggest-denim-brand-is-going-
public.html; Edgecliffe-Johnson, A. (2019), ‘Levi Strauss bets moral mission can survive public
markets’, Financial Times, https://www.ft.com/content/bf77cf2e-e8a6-11e9-a240-3b065ef5fc55.

Box 4.7 Triggers for listing: Focusrite

Focusrite, a UK manufacturer of audio hardware and software for musicians, listed on
AIM in December 2014 through a private placing that allowed insiders to sell £22.4m of
existing shares. At the time of listing, Focusrite had annual revenues of £41m, a global
customer base with a distribution network covering approximately 160 territories and
approximately 140 employees.

Founder, Phil Dudderidge, served as CEO from 1989 and has been Executive Chairman
since 2012. Following the listing, market commentary noted that the decision to seek a
listing was prompted by a desire to reduce the family ownership stake to allow him to
pass on family wealth.

As at August 2019, Focusrite’s annual revenues were £84.7m and the company had over
300 employees.

Source: Focusrite plc (2014), ‘Placing and Admission to trading on AIM’, 5 December, https://s3-
eu-west-1.amazonaws.com/focusriteplc/Focusrite+Plc+Admission+Document.pdf.

4.5 Reasons for delisting
Broadly speaking, there are five types of delisting:

i. involuntary—when the company is obliged to delist by the trading venue. This is often
caused by financial distress or failure to meet the listing requirements;

ii. strategic—undertaken at the firm’s initiative and can take a variety of forms, such as a
leveraged buy-out or squeeze-out;

iii. merger with or acquisition of another listed firm—when the company is acquired by or
merges with another listed company and ceases to exist as an independent company;

iv. acquisition by a private company—when the company is acquired by a private equity
firm;

v. transfers—where a company moves to a different trading venue, often from a junior
market to a main market, or vice versa.

These reasons can overlap and delistings can be motivated by multiple drivers. The
academic literature tends to distinguish between involuntary and voluntary delistings. 3

103 For a detailed and comprehensive review of the academic literature on delisting, see Martinez, 1., Serve, S.
and Djama, C. (2015), ‘Reasons for delisting and consequences: A literature review and research agenda’,
SSRN Electronic Journal.
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Voluntary, or strategic, delistings are driven by the same cost—benefit decision as
described above for firms seeking to list.

From a public policy perspective, it is strategic delistings that are of most interest.
Transfers are not pure delistings, as companies stay listed but on a different market. The
outcome of an M&A delisting depends on whether the acquirer is listed or unlisted. If the
acquirer is listed, the assets still remain on public markets, albeit as part of a larger listed
company; if they are acquired by an unlisted company, this is not the case.

Delisting data

Data on delistings is quite sparse. It is also quite challenging to distinguish between some
of the types of delisting.!®* We have collected data from the European stock exchanges,
which provides some insights.

Figure 4.9 below shows the full breakdown of listings and delistings from Borsa Italiana,
Euronext, London Stock Exchange, and Nasdaq Stockholm main markets since 2017. Of
the 320 identified delistings between 2017 and 2019 on these markets:

= 94 were acquired or subject to a reverse takeover;

= 117 chose to delist (i.e. voluntary delistings);

= 64 were forced to delist or were in financial distress;

= 22 transferred down to the junior market (AIM UK, AIM Italia, Euronext Growth Paris);
= 14 were identified as technical delistings (see note to Figure 4.9);

= 9 provided no reason.

Figure 4.9 Selected main market net new admissions and departures,
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Note: Within the panel sample, technical delisting includes companies that, due to restructuring,
undertake a name change, cancel their existing equity ISIN and create a new equity ISIN within a
given year. Other admission refers to listings that have not been identified by the stock exchange
as IPOs or transfers, such as direct listings, reverse takeovers and introductions. London Stock

104 For example, it is hard to distinguish between M&A-driven and strategic delistings if the firm has been
acquired by a financial vehicle due to a private equity buyout.
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Exchange Group data covers January 2017 to end-September 2019. Borsa Italiana data covers
January 2017 to end-June 2019. Euronext data covers January to end-November 2019. Nasdaq data
covers January 2017 to end-October 2019.

Source: Oxera analysis of London Stock Exchange Group, Borsa Italiana, Euronext and Nasdaq data.

Figure 4.10 below shows the full breakdown of listings and delistings on the UK AIM market
between 2017 and September 2019. Of the 264 delistings:

= 96 were acquired or subject to a reverse takeover;

= 74 chose to delist (i.e. voluntary delistings);

= 48 were forced to delist or were in financial distress;

= 30 were unable to find a nominated adviser (NOMAD); 1%

= 11 transferred up to the main London Stock Exchange market;
= 5 redomiciled.

Figure 4.10 AIM UK net new admissions and departures, 2017-19
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Note: Data is calculated using LSE AIM new listing and delisting data. Re-admission refers to new
listings via reverse takeovers. All transfers to AIM came from LSE main market. All transfers from
AIM went to LSE main market.

Source: Oxera analysis of London Stock Exchange Group data.

Delistings on the Nasdaq Nordic main and junior (i.e. Nasdaq First North) markets over
the same period show a fairly similar pattern. Figure 4.11 and Figure 4.12 below present
a breakdown of new listings and delistings on the Nasdaq Nordic main markets and First
North markets between 2017 and 2019. The most commonly cited reason for delisting on
the Nasdag main markets was acquisition by another company via a public offer. The
majority of delistings on Nasdaq First North were due to transfers (up to the Nasdaq Main
Market). 13% of delistings on First North were associated with breaches of exchange listing
requirements.

105 See London Stock Exchange website, *‘Nominated Advisers’,
https://www.londonstockexchange.com/companies-and-advisors/aim/advisers/advisers.htm.
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Figure 4.11 Delisting from Nasdaq Nordic Main Markets, 2017-19
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Note: Within the panel sample, technical delisting includes companies that, due to restructuring,
undertake a name change, cancel their existing equity ISIN and create a new equity ISIN within a
given year.

Source: Oxera analysis of Nasdaq data.

Figure 4.12 Delisting from Nasdaq First North, 2017-19
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Note: Within the panel sample, technical delisting includes companies that, due to restructuring,
undertake a name change, cancel their existing equity ISIN and create a new equity ISIN within a
given year. The single recorded transfer to other market/segment was to Spotlight.

Source: Oxera analysis of Nasdaq data.

From our empirical and interview-based analysis, we make the following observations.
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* M&A activity has been a significant driver of delistings around the world.'° Achieving
scale quickly has become increasingly important for many firms, which has led to a large
number of small firms technically delisting and then being acquired by larger firms.%’

= A number of the delistings are driven by technical conditions, such as transfers between
market segments. Further empirical analysis on such transfers is provided in Appendix
4.1.

= Despite the technical and involuntary delistings, there are still a significant nhumber of
strategic delistings where large firms are voluntarily choosing to go private (see below
for further discussion). Some of them choose to delist due to the market pressures of
the public markets (negative reasons, less of an active choice), while others are
proactive in choosing to go private due to the agency costs and regulatory burden, for
example. These factors are discussed in more detail in section 7.

As noted above, differentiating types of acquisition-driven delistings using stock exchange
data can often be difficult.'°® However, these distinctions can be important. For example,
if the acquirer is another listed company, the acquired company’s assets remain on public
markets. Moreover, if the acquirer is an investment vehicle, such as an LBO fund,
acquisition could actually be considered a strategic delisting.

Of the 76 acquisition-driven delistings on the London, Milan and Paris main markets
identified in Figure 4.9:10°

= 51% were due to M&A activity with another listed company;

= 26% were acquired by an investment vehicle, private equity fund, holding company, or
as part of an LBO;

= 17% were due to M&A activity with another unlisted company;
* 6% were acquired as part of an internal restructuring.!?
Voluntary delisting

This category of delistings is likely to be of particular interest from a public policy
perspective, as these firms are making proactive decisions not to remain a public company.
What is driving them to become private companies? The academic literature highlights the
following reasons for a voluntary delisting.

= Poor financial performance—several papers have found that delisted firms experienced
a lower margin and return on their assets than listed counterparts.!!! Poor financial

106 For example, Doidge, Karolyi and Stulz (2017) is a seminal paper covering the US context. Here, the
authors estimate a ‘listing gap’, which they attribute to a historically high level of acquisitions of US-listed
companies. See Doidge, C., Karolyi, G. and Stulz, R. (2017), ‘The U.S. listing gap’, Journal of Financial
Economics, 123:3, pp. 464—487.

107 See Ritter, J., Signori, A. and Vismara, S. (2013), ‘Economies of scope and IPO activity in Europe’,

pp. 11-34 in M. Levis and S. Vismara (eds), Handbook of Research on IPOs, Edward Elgar Publishing.

108 Most stock exchanges do not collect detailed delisting information, such as the identity of the acquirer or the
motivation behind a voluntary delisting.

109 See Figure 4.9. Percentages are calculated based on the delistings categorised as ‘acquired’, for which
further information could be collected.

110 These were situations in which the acquirer was another legal entity belonging to the same corporate group.
111 See Thomsen, S. and Vinten, F. (2014), ‘Delistings and the costs of governance: Study of European stock
exchanges 1996-2004', Journal of Management & Governance, 18, pp. 793—833. See also Kashefi Pour, E. and
Lasfer, M. (2013), ‘Why do companies delist voluntarily from the stock market?’, Journal of Banking & Finance,
37, pp. 4850-4860.
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performance has also been linked to firms choosing to list down from main markets to
junior markets.!!?

= Lower financial visibility—firms might delist if they can no longer attract sufficient levels
of investor interest or analyst coverage.!!3

= Insufficient liquidity—several papers have argued that insufficient liquidity and trading
volume is a prompt for firms to delist.!'* This is often the case for smaller companies.

= Cost of compliance with regulation—compliance-related delistings have been studied
extensively in a US context.!'®> Although fewer studies have focused on Europe, Thomsen
and Vinten (2014) find a positive empirical relationship between the strength of minority
investor protection and delisting frequency.

Results from our survey are broadly consistent with the findings in the academic literature.
The key reasons cited for voluntary delistings include the challenges associated with
meeting regular financial reporting requirements; the time and cost associated with
compliance and administration; annual fees paid to advisers, brokers and exchanges; and
requirements to disclose sensitive information.

Feedback from our interviews with issuers also suggests that a company might delist
voluntarily in order to become a more attractive target for acquisition. If potential buyers
wish to avoid the administrative burden associated with taking over a listed company,
voluntarily delisting might facilitate a sale.

112 Jenkinson, T. and Ramadorai, T. (2013), ‘Does one size fit all? The consequences of switching markets with
different regulatory standards’, European Financial Management, 19:5, pp. 852—-886

113 See Mehran, H. and Peristiani, S. (2010), ‘Financial visibility and the decision to go private’, The Review of
Financial Studies, 23, pp. 519-547.

114 See, for example, Kashefi Pour and Lasfer (2013), op. cit.; and Martinez, I. and Serve, S. (2011), ‘The
delisting decision: the case of buyout offer with squeeze-out’, International Review of Law and Economics, 31,
pp, 229-239.

115 Marosi and Massoud (2007) and Leuz (2007) both analyse the impact of the Sarbanes—Oxley
implementation on delisting in the USA. See Marosi, A. and Massoud, N. (2007), ‘Why do firms go dark?’, The
Journal of Financial and Quantitative Analysis, 42, pp. 421-442; and Leuz, C. (2007), ‘Was the Sarbanes-
Oxley Act of 2002 really this costly? A discussion of evidence from event returns and going-private decisions’,
Journal of Accounting & Economics, 44.
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5 Economics of small-cap listings

Key messages

= This section analyses the unique challenges to SMEs seeking to list on public markets,
and identifies some policy suggestions to further develop access to public equity
markets for SMEs.

= SMEs are a key part of the EU economy, contributing 85% of total job creation and
representing 99.8% of all enterprises in the EU.!'® As SMEs in Europe are unable to
access bond markets, access to public equity markets is an important policy issue.
Yet, in recent years, there has been a sharp decline in the number of IPOs of SMEs
and an increase in the minimum efficient scale for accessing public markets.

= Small companies face unique challenges to list on public markets: the fixed costs of
listings affect those raising smaller amounts to a larger extent; small stocks tend to
be less liquid; and the incentives for the advisory ecosystem to support SME IPOs are
limited—most prefer to work with large issuers, where the expected revenues are
much higher. The balance of regulation typically focuses on large caps but is then also
applied to SMEs and not sufficiently tailored.

= Policymakers have recognised that the level of regulation applied to the main market
is often not appropriate for SMEs. The ability of SMEs to damage market confidence
is relatively low and investors in them are likely to have a higher risk appetite than
those who invest in large companies. If the same standards were applied, very few
SMEs would be able to afford either the time or resources to comply.

= MIFID II introduced the concept of a ‘'SME growth market’ as a new class of MTF, with
the aim of attracting more SMEs to list on junior markets. Although it is too early to
assess its full impact, uptake was initially slow, with only two markets initially
registering, although there are now 16 SME growth markets operating in the EU
(including AIM).

= AIM Italia, Nasdaq First North, and AIM are often seen as successes. Other SME-
focused markets have attracted fewer listings, perhaps due to having more stringent
listing requirements. A common feature of the more successful SME-focused markets
is the tax incentives for investors; however, there are other factors that may explain
the success of these venues such as listing fees and flexibility with future equity
financing.

= There is a wide consensus among market practitioners that, if the EU wants to promote
more listings on this market segment, policymakers need to go further in reducing
the compliance costs, which are particularly acute for issuers seeking to list on SME
growth markets. Policymakers could consider redesigning disclosure rules for SMEs,
to reflect more closely the limited externalities of failure.

= Policy initiatives to increase the attractiveness of SME listings include promoting
aggregation structures such as SME ETFs and introducing a faster-track listing process
for SME stocks. Investor appetite for investing in the IPOs of SMEs would be boosted
by policy initiatives that seek to: i) reduce the search costs of conducting due diligence
on these types of transactions; ii) promote fiscal incentives to invest in SME stocks;

116 A study by the European Commission reported that SMEs accounted for 85% of job creation in the EU
between 2002 and 2010, See European Commission (2012), ‘Small companies create 85% of new jobs’, press
release, https://ec.europa.eu/commission/presscorner/detail/en/IP_12_20. Eurostat (2017), ‘Annual enterprise
statistics by size class for special aggregates of activities’, https://ec.europa.eu/eurostat/web/products-
datasets/product?code=sbs_sc_sca_r2.
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and iii) deploy the SME growth market concept in the regulatory framework applicable
to the investor base.

5.1 Introduction

This section focuses on the specific challenges for SMEs to list on public markets and the
regulatory landscape that has been developed to encourage such firms to list.

SMEs make up the majority of the European economy!!’” and have limited ability to access

capital markets directly. This is why access to public equity markets for SMEs is an
important policy issue.

The section is structured as follows:
= section 5.2 analyses the unique challenges to SMEs seeking to list on public markets;

= section 5.3 sets out some policy suggestions to help reduce the barriers to further
development of SME listings.

To inform the policy suggestions discussed at the end of this section, we examined recent
developments in SME-focused markets. We also held structured interviews with a range
of stakeholders (issuers, SME-focused advisers, market infrastructure providers and
regulators) to identify barriers to further development of SME growth markets. The
findings of this analysis are presented in Appendix A4.

5.2 Unique challenges to SMEs seeking to list

SMEs face a number of challenges in raising funding on public markets, many of which are
unique to them (or at least not faced to the same extent by large companies). Two
important examples are as follows.

= Investor due diligence is more challenging for companies with a shorter track record.
Appraising an investment in a small company can take an investor a significant amount
of time. The due diligence required is often quite similar to that required to invest in a
large company, while the pay-offs due to the amounts that can be invested are typically
smaller.

= The fixed costs of listing have a bigger impact on smaller firms. While some fee
components are charged as a percentage of the size of the issuer (e.g. according to
their market capitalisation) or issuance, the proportional cost decreases as the size of
the fundraising increases. Figure 5.1 below shows that, for EU-27 IPOs, the typical gross
fees paid as a portion of the funds raised for the smallest firms (<€100m market
capitalisation) were approximately 1.5 percentage points higher than for the largest
firms (>=€5bn market capitalisation).

117 A study by the European Commission reported that SMEs accounted for 85% of job creation in the EU
between 2002 and 2010, See European Commission (2012), ‘Small companies create 85% of new jobs’, press
release, https://ec.europa.eu/commission/presscorner/detail/en/IP_12_20. Eurostat data also shows that SMEs
represented 99.8% of all enterprises in the EU-28. See https://ec.europa.eu/eurostat/web/products-
datasets/product?code=sbs_sc_sca_r2.
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Figure 5.1 IPO fees for large-, mid- and small-cap firms (by initial market

capitalisation), 2016-19
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In France, based on interviews with small issuers, the estimated direct costs of being listed
for small issuers in 2019 are around €600,000 a year. Another (earlier) piece of analysis
focusing on Germany estimated the direct costs of being listed for an SME issuer as

€400,000 a year. Table 5.1 gives a breakdown of this estimate.

Table 5.1 Estimated ongoing costs of listing for a mid-sized issuer in

Germany, 2012

Item Estimated cost
Listing fees €7,500
Designated sponsor €35,000
Listing partner €15,000
Quarterly and annual reports €40,000
Annual audit €100,000
Roadshows and analyst meetings €50,000
Annual general meeting costs €60,000
Investor relations costs €60,000
Information and publication requirements €20,000
Total €387,500

Note: Estimates for a mid-cap issuer with a 45% free float.

Source: Wegmann, J. (2013), ‘Cost of an IPO’, ipoBOX, https://www.ipobox-online.de/erlose-und-

kosten-bei-einem-ipo/5-2-kosten-eines-ipos.

In the UK, the Quoted Companies Alliance stated in 2015 that the average direct cost to
maintain a listing on the UK’s AIM was around £220,000 a year, with much higher indirect
costs.'® Once the costs of attracting and retaining high-quality executive and non-

118 Quoted Companies Alliance (2015), ‘Companies urged to reap full benefits of AIM’, 30 March, press release,
https://www.theqca.com/news/press-releases/100806/companies-urged-to-reap-full-benefits-of-aim.thtml.

November 2020 | 81


https://www.ipobox-online.de/erlose-und-kosten-bei-einem-ipo/5-2-kosten-eines-ipos
https://www.ipobox-online.de/erlose-und-kosten-bei-einem-ipo/5-2-kosten-eines-ipos

Oxera Consulting LLP Primary and secondary equity markets in the EU

executive directors are taken into account, BDO and the Alliance estimated that the total
cost in 2015 was more in the region of £500,000 a year. More recently, in 2018, the
Alliance estimated that the cost of listing on AIM lies between £420,000 and £800,000.
This estimate does not include broker commission, estimated to be 3—-4% of funds raised.
Table 5.2 provides some updated estimates.

Table 5.2  Estimated costs of listing on AIM

Item Estimated cost
Reporting accountants £100,000—-£120,000
Company lawyers £120,000—-£180,000
NOMAD fee £40,000-£60,000
NOMAD's lawyers £100,000—-£250,000
Broker commission 3—4% of funds raised,
or 0.5-1% of funds not raised
Printing £10,000
Registrars £4,000-£5,000 (minimum annual charge)
Public relations £36,000—-£72,000
AIM admission fees £11,250-£126,000
Total (excluding broker commission) £420,000—-£823,000

Note: The AIM admission fees are for 2020. The other fees are estimates provided by the Quoted
Companies Alliance in 2018. AIM admission fees do not include VAT.

Source: Oxera analysis, based on estimates provided by the Quoted Companies Alliance and London
Stock Exchange’s AIM listing fees. See London Stock Exchange (2020), ‘AIM: Fees for companies
and nominated advisers’, https://www.londonstockexchange.com/companies-and-
advisors/aim/publications/aim-fees-for-issuers.pdf.

Similar analysis from Euronext estimates the cost of an IPO for SMEs at between €650,000
(for an IPO raising €5m) and €1m (for an IPO raising €70m).*°

Although comparable estimates are hard to obtain for other member states, our analysis
of prospectuses from IPOs on AIM Italia suggests that SMEs in Italy also face relatively
high listing costs. Based on a sample of 17 IPOs in 2019 (for which sufficient information
was available), the median reported cost of listing was €890,000, which represented 18%
of gross proceeds.

Small companies continue to face the challenge of liquidity after listing on public markets.
The nature of small companies means that their stocks tend to be hard to trade and
relatively illiquid. This is because there is often less free float available to trade, due to
the small size of the stock and the nature of the investor base (small stocks often have a
larger share of family, strategic, non-tradable holdings, etc.).

Institutional investors have a preference that there is sufficient liquidity in a stock so they
can react to events that may be out of their control. Where they cannot be sure that the
stock will have sufficient liquidity, they are less likely to buy that stock. At the IPO, the
investor may therefore wait for evidence of success in the secondary market before
committing time to perform due diligence.

From a trading venue perspective, the illiquid nature of small-cap stock trading may mean
that order-driven trading systems need to be supported by other models of trading (for
example, auctions, market-maker liquidity provision) that help to concentrate the liquidity
available.

119 Euronext (2019), ‘The listing venue of choice for tech companies’.
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Policy suggestions to improve SME liquidity are discussed in section 5.3. General issues
regarding liquidity are covered in more detail in sections 12 and 13.

A number of trends have made it more challenging for SMEs to seek listings on public
markets, as follows.

= There has been a reduction in advisers servicing SMEs in some markets.

Brokers, auditors, consultants and exchanges make much smaller margins from
advising/supporting small caps than large caps. As these service providers have come
under pressure, there has been a withdrawal in the service offering to the smaller issuers
seeking to list. For example, on Deutsche Borse Scale, the number of advisers decreased
from 87 in 2014 to 69 in 2019. Similarly, in France the number of Euronext Listing
Sponsors has fallen from over 100 to 60 since 2018. A lack of adviser is also directly
cited as a reason for some SME delistings. As noted in section 4.5, the lack of NOMAD
advisers represented 11% of the delistings on UK AIM. On AIM Italia, where the number
of NOMAD advisers has been largely stable,*?° there were three delistings attributed to
a lack of NOMAD adviser between 2017 and 2019. For some firms, the commercial
benefits are now no longer commensurate with the risks, particularly if serving SMEs is
not a core part of the firm’s offering.

= There has been a reduction in the coverage of independent research on SMEs. It is well
understood that equity research is an important element for developing a healthy
ecosystem for SMEs’ equity finance, which has been further challenged by the new rules
on unbundling of trade execution and research fees (as discussed in section 13.2.1).

Empirical analysis confirms that there has been a reduction in independent research for
several years, and particularly since the introduction of the MIFID II unbundling rules,
that may deter brokers from providing research coverage. For example, a recent paper
concludes that the reduction in research coverage has been more pronounced for small-
cap stocks, documenting 334 SMEs losing their analyst coverage entirely.?! Similarly,
data published by Reuters indicates a clear reduction in the number of analysts per
company following the major European MSCI small-cap indices.'??> Survey evidence of
buy-side perceptions is more mixed, suggesting that individual firms have had different
experiences.'?> Some papers have found that the decline in research coverage is a
longer-term trend, and that the introduction of MIFID II only exacerbated the
decrease.!?*

= There has been a rise in passive investment, focused on stocks included in the main
indices. This has led to an increase in the demand for large-cap stocks over small-cap

120 The number of NOMADs operating on AIM Italia was 18 at the end of 2015 and 21 at the end of 2019,
according to data provided by Borsa Italiana.

21 Fang, B., Hope, O.-K., Huang, Z. and Moldovan, R. (2020), ‘The Effects of MiFID II on Sell-Side Analysts,
Buy-Side Analysts, and Firms’, Rotman School of Management Working Paper No. 3422155. There is some
debate over the distributional impact of MiFID II unbundling. Fang et al. (2020) find that the post-MiFID II
reduction in research coverage has been more pronounced for small-cap stocks. However, Guo and Mota
(2020) argue that the decline in research coverage after MiFID II has been concentrated among larger firms.
See: Fang, B., Hope, O.-K., Huang, Z. and Moldovan, R. (2020), ‘The Effects of MiFID II on Sell-Side Analysts,
Buy-Side Analysts, and Firms’, Rotman School of Management Working Paper No. 3422155; Guo, Y. and Mota,
L. (2020),” Should information be sold separately ? Evidence from MiFID II', working paper.

122 pal, A. (2018), ‘UK stocks coverage shrinks after new research rules’, Reuters, 29 June.

123 An FCA survey of fund management firms in the UK suggests that only a few had seen a reduction in
research on SMEs, while the majority had not. Another survey found that 62% of fund managers believe that
less research is being produced on SMEs since MiFID II came into effect. See Financial Conduct Authority
(2019), ‘Implementing MiFID II — multi-firm review of research unbundling reforms’, 19 September; Quoted
Companies Alliance/Peel Hunt (2019), ‘MiFID II: The Search for Research, Mid and Small-Cap Investor Survey’,
February.

124 See, for example, Eli-Namer, J. and Giami, T. (2020), ‘Reviving research in the wake of MiFID II:
Observations, issues and recommendations’, January, https://www.amf-france.org/sites/default/files/2020-
02/20200124-rapport-mission-recherche-projet-va-pm.pdf.
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ones. The lack of a strong index benchmarking culture on small-cap stocks (coupled
with the fact that the majority of small companies are private and not on public markets)
also means that there is limited passive investment in smaller companies.

Technological development may improve the economics of capital-raising for SMEs and
trading on SME stocks (see Box 5.1 for some recent initiatives). For this to happen,
incentives need to be in place (e.g. there need to be sufficient potential revenue streams)
to attract entrepreneurs to invest in the technological solutions, and competition in the
relevant markets needs to be working effectively (to enable entry).

Box 5.1 Technology and equity research

For equity markets to function effectively, market participants need access to accurate
and timely information. Conducting due diligence on investments can be costly for
investors. The market for research has evolved to reduce search costs and help facilitate
this process.

As SME stocks are traded less actively, there is less incentive for research providers to
produce research on small-cap stocks. Increased pressure on asset managers to justify
the cost of their spending on research has intensified competition in the market for
equity research, which has led to a reduction in the amount of coverage on smaller
stocks (see section 13.2.1 for more detail).

Technology can provide cost-efficient solutions to improve the provision of equity
research on small companies. By automating some stages of the information production
process, the cost of producing research decreases.

New players have entered the market to provide equity research for companies of all
sizes, using advanced machine-learning techniques and AI-driven company analytics.
For example, Fregnan'?® uses these technological advancements to create data-driven
forecasts and equity research coverage that is unique to each company. The Fregnan
technology solution can be uniquely set up for each research provider, enabling a
combination of unbiased machine-learning models with human insight and experience.
The human element remains vitally important in the research production, and research
providers can still compete on providing the most insightful research to their clients.

This cost efficiency can help facilitate the provision of equity research for SMEs. Asset
managers should benefit from the lower cost of research production and can use the
analytical insights to support their investment decision-making, making it less costly
(from a due-diligence perspective) for them to invest in SMEs.

Source: Oxera.
5.3 Policy ideas to boost SME listings

Based on our analysis and interviews, we have identified policy options to increase SME
listings without jeopardising other regulatory objectives of ensuring financial stability and
efficient equity markets. Our analysis shows that an effective market design for SME
listings depends on addressing the three drivers of low levels of listing (issuer costs, lack
of attractiveness to intermediaries, and investor appetite), while ensuring that the
underlying market failure remains sufficiently corrected by regulation.

It is important to note that the underlying market failure that a listing regime seeks to
address is information asymmetry. However, for SME listings, the additional market failure
of negative externalities (for example, the effect of firm failure on market confidence) is

125 Fregnan (https://www.fregnan.com/) uses advanced machine-learning techniques to support unbiased,
high-quality equity research for investors and fund managers.
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lower than for large corporations. As a result, the justification for regulatory intervention
is smaller for SMEs, and an SME listing regime can allow a greater probability of firm
failure.

It also follows that the listing regime for SMEs need not be based on the standard listing
regime. Indeed, our overarching recommendation is that the listing regime for SMEs be
built from the ground up. There is a risk that starting with the standard regime and scaling
back will leave in place provisions that look attractive because they were valuable in their
original context, but which in reality are net costly for SMEs.

The policy options are organised under the three drivers of low levels of SME listing noted
above. Some options address more than one of the drivers, and not all options listed may
be needed to deal with a particular driver. The choice of which options to pick should be
determined by rigorous cost—benefit testing. The most radical options are at the bottom
of each of the three lists.

The effectiveness and feasibility of the policy options set out here are discussed further in
section 10.

5.3.1 Reducing SME issuer costs
Policy options include the following.

= Redesign disclosure rules for small listed companies, to reflect more closely the more
limited externalities of failure (compared to large companies).

The calibration should be considered in light of the trade-offs to be made and, as above,
not starting with the standard disclosure regime. Specifically, consider SMEs’ willingness
and ability to meet compliance costs, the level of regulatory risk and obligation imposed
on their advisers/brokers, and the economic growth opportunities that disappear when
SMEs choose not to list (all costs) against the benefits to the buy side of being better
informed about (possibly safer) investments.

To do this, the Commission may want to launch a holistic, bottom-up review of its
approach to SME listing, involving ESMA, the NCAs, and the finance ministries of
member states, to reflect on the objectives and effects of the regime.!?® One way to
frame this might be to ask: ‘what can SMEs be reasonably expected to do to meet public
policy goals with respect to investors without foreclosing the market to much of its
potential supply?’ This would need to balance the requirements of investors with
attractiveness to issuers. The temporary disclosure relief provided by many financial
market supervisors due to COVID-19 may provide additional insights into the
importance of the different elements.?’

= Focus the regulatory objective on enabling investors to price this asset class more
appropriately—i.e. to achieve ‘investor enablement’, rather than ‘investor protection’
(see Box 5.2). The Commission could set up a bottom-up exercise with the investor
community to identify the minimum standard to mandate. This should also be covered
in the review noted above. The bottom-up exercise could be informed by both
behavioural science and very practical feedback from informed investors involved in
pricing stocks. Behavioural science can offer insight into the use of information in asset
pricing. Consumer groups, such as Better Finance and European Investors, are well-

126 Tt is important to note that the key objectives of NCAs and finance ministries may not be fully aligned. Any
review should balance the CMU vision with these objectives, and ensure that all parties are considered.

127 For example, the Australian Securities & Investments Commission is helping listed companies in Australia
raise capital quickly by giving temporary relief to enable certain ‘low doc’ offers to be made to investors, even
if they do not meet all the normal requirements. See https://asic.gov.au/about-asic/news-centre/find-a-media-
release/2020-releases/20-075mr-facilitating-capital-raisings-during-covid-19-period/.
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placed to offer the perspective of retail investors. Asset pricing experts could set out
what data points they need/want in order to price SME stocks effectively (possibly
grouped into ‘must haves’, ‘nice to haves’, and ‘of limited use’), and the most effective
form for that information transfer to take place (e.g. via data transfer, in a report, etc).

= Set a page limit on the total length of the prospectus, and/or limit the number of key
risk factors that can be included among the ‘top risks’ in the summary.!?® As a first step,
we would recommend that the Commission runs a pilot programme to inform the
calibration. It would be worth involving some behavioural scientists and marketing
experts to help design the pilot, with an objective of promoting public equity markets,
and then to test the results on a sample of the investor and issuer community.

= Exempt listed companies from securities class action lawsuits (or, as a less extreme
option, only exempt the prospectus summary), and raise the bar for submitting
shareholder proposals at general meetings. We understand that the SEC have been
considering these options.

Box 5.2 Investor enablement—how can regulators attract investors to
public equity markets?

One way to attract more investment in public equity markets in the EU would be to
completely change the mindset of the regulatory approach, from one focused on investor
‘protection’ to one focused on investor ‘enablement’.

When regulating listing markets more broadly, policymakers have sought the right
balance between regulatory burden and investor protection. The aim has been to avoid
investors losing money as a result of wrongdoings by SMEs that could have been avoided
by effective regulation.'?® This in fact is a rather high standard. For example, in the very
important and sensitive context of prudential supervision of banks, regulators are
usually careful to make clear that they are not attempting to operate a system of zero
failure.

The present regime aims to provide most or all the information and assurance that an
investor might require, almost as though private information and caveat emptor are
assumed away. However, it is debatable whether the costs of such extreme protection
are justified when SMEs’ ability to damage market confidence and create serious
negative externalities is limited.

A more effective model to promote further listings might be to focus on investor
enablement rather than investor protection. One way to conceptualise the enablement
idea is to give assurance that investors are not being misled by issuers, by setting out
excessively harsh penalties for issuers who lie or cheat and then letting the information
market flourish with very limited regulatory interference (i.e. reducing information
overload on potential investors). It would be important to enforce such penalties in
practice.

Source: Oxera.

128 The current Prospectus Regulation sets a limit of 15 risk factors. Previous guidance contained no upper limit,
although issuers were advised to include only key risk factors. Feedback from our structured interviews
suggested that it has become slightly harder for more time-constrained investors to identify the key (e.g. top
3) risks.

129 See, for example, Friedman, F. and Grose, C. (2006), ‘Promoting access to primary equity markets: a legal
and regulatory approach’, World Bank Policy Research Paper No.3892. In this paper, the authors argue that the
International Organization of Securities Commission (IOSCO) principles of disclosure go further than is
necessary, and (in a developing country context) distinguish the necessary from the nice to have.
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5.3.2 Increasing the attractiveness of SME listings to intermediaries
Policy options include the following.

= Support the liquidity of SME stocks (as discussed further in sections 12 and 13)—for
example, by:

= promoting aggregation structures (e.g. SME ETFs and SME Fund of Funds), which
allow investors to gain exposure to this asset class with the benefit of diversification.
This could be facilitated through support for fund managers of these types of funds
by the European Investment Fund (EIF). The Commission could direct the EIF to
develop SME fund management teams, in a similar way to the EIF’s current support
for venture capital and private equity;!*° European Commission President Ursula von
der Leyen has announced an intention to ‘create a private-public fund specialising in
Initial Public Offerings of SMEs’, which could provide a similar mechanism for
increasing SME stock liquidity.!3!

= scrapping the financial transaction tax (FTT) on SME share transactions for the first x
years on an exchange. This would reduce the cost of capital for SMEs.!32 The tax
revenue loss would be small in the context of the expected yield of the tax, and there
would be no material distortion of the competition for funds since SMEs are small
relative to large issuers and, given their rather different patterns of pay-off and
failure, are almost in a separate market;

= reintroducing some delay in trading on markets for small-cap companies, to make the
provision of liquidity on SME stocks more commercially attractive for market-
makers.'*3 This could be an area for the Commission to consult on as part of its
broader review of MiFID II.

= Create a faster-track listing process for SME stock—for example, by introducing listing
helpdesks and exploring the possible benefits of listing sandboxes. The Commission
could require ESMA to ask NCAs to set up listing sandboxes and a simulation exercise
among listing authorities to share best practice.

5.3.3 Increasing investor appetite for SMEs
Policy options include the following.

= Create fiscal incentives—encouraging member states to promote the use of targeted tax
incentives to encourage investments in stocks on SME growth markets, learning from
the successes of AIM, AIM Italia, and Nasdaq First North Stockholm (see Appendix A4.2
for further discussion of these markets). Although fiscal policy is the competence of
member states and there are limited policy levers available to the Commission, interview
feedback from senior stakeholders across the larger member states expressed a strong
desire for the Commission to support this (for example, through a Commission
Communication). While it is recognised that fiscal incentives are a scarce resource, the

130 See European Investment Fund website, https://www.eif.org/what_we_do/index.htm.

131 yon der Leyen, U. (2019), ‘A Union that strives for more: My agenda for Europe’,
https://ec.europa.eu/commission/sites/beta-political/files/political-guidelines-next-commission_en.pdf.

132 A securities transaction tax such as FTT lowers the expected net (post-transaction cost) return to investors;

investors will demand a higher gross return on capital, which increases the cost of capital for companies. See

Oxera (2012), ‘What would be the economic impact on the EU of the proposed financial transaction tax?’, June,

https://www.oxera.com/wp-content/uploads/2018/07/0xera-Financial-Transaction-Tax-report.pdf.pdf.

133 Another option could be to implement measures that concentrate liquidity for less traded securities. For

example, evidence from Tel Aviv Stock Exchange suggests that intraday auctions may be associated with

increased liquidity. See: Amihud, Y., Mendelson, H. and Lauterbach, B. (1997), ‘Market microstructure and

securities values: Evidence from the Tel Aviv Stock Exchange, Journal of Financial Economics, 45:3, pp. 365-

390.
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economic growth associated with SMEs makes a strong case for them here. The
Commission could publish a recommendation to member states on the use of tax
incentives for investing in small-cap stocks.

= Deploy the SME growth market concept in the regulatory framework applicable to the
investor base. For example, the Undertakings for the Collective Investment in
Transferable Securities (UCITS) regime places restrictions on the types of securities and
eligible markets in which UCITS funds can invest.!** To enhance the depth of liquidity in
SME growth markets, the Commission could make UCITS funds eligible for investment
in all SME growth markets (rather than making determinations based on specific
markets). It is worth considering the merits of creating a different class of fund, with
lower liquidity expectations. While it is standard practice for regulators to allow mutual
funds, pension schemes and insurance companies to invest in financial instruments
listed on regulated markets, restrictions often apply for non-listed shares—a category
that is open to the interpretation of national regulators, and some may include within
this category financial instruments traded on non-regulated markets, such as MTFs. It
is also worth exploring with the fund industry if targeted changes to the regulatory
framework for European Long Term Investment Funds might support more investment
in small stocks.

= Facilitate the introduction of a centralised machine-readable database for prospectus
and consensus analyst ratios. A platform that could distribute the consensus of research
EBIT and EBITDA ratios, as well as the full reports, would make it easier for potential
investors, who could hook in via an API (application programming interface) and quickly
assess whether they want to be part of the IPO. It may also be helpful to collate the
extensive array of key risk factors usually observed in a prospectus into a simple fan
chart summarising their potential effects on earnings. This would reduce the search
costs of investing in SME IPOs. This service would ideally be delivered by the private
sector, but could be boosted by the Commission launching a grant through a competition
and/or an auction for rights to provide a service with pan-European coverage.

= Use behavioural economics insights and nudges to simplify the disclosure
documentation. Other financial market regulators across the world are beginning to
adopt this kind of approach to disclosure regulation.!*®* The Commission could launch a
programme of behavioural research to investigate the most effective and efficient use
of disclosure for investors in the context of an equity-raising. It is well-recognised in the
behavioural economics literature that most users find mandated regulatory disclosures
complex, obscure and dull.}3® Standard practices that have worked well in other similar
contexts include using simple language and less of it; chunking together thematic
information; and using visuals including graphs. More innovative practices could include,
for example, separating company-specific content from generic content; providing
benchmarks for performance; presenting events across time in linear form; and
enhancing the salience of long-term performance information. This is an area that could
benefit from some behavioural experiments to test what might work best in this policy

134 This idea was first suggested by the London Stock Exchange Group: ‘LSEG response to the European
Commission consultation on building a proportionate regulatory environment to support SME listing’, 23
January 2018,
https://www.lseg.com/sites/default/files/content/documents/Regulatory/2018/February/LSEG_Response_to_th
e_European_Commission_Consultation_on_Building_a_Proportionate_Regulatory_Environment_to_Support_SM
E_Listing.pdf.

135 See, for example, Ontario Securities Commission (2017) ‘Behavioural insights: key concepts, applications
and regulatory considerations,’ https://www.osc.gov.on.ca/documents/en/Securities-
Category1/sn_20170329_11-778_behavioural-insights.pdf; and Financial Conduct Authority (2016) ‘Full
disclosure: a round up of FCA experimental research into giving information’, Occasional Paper 23,
https://www.fca.org.uk/publication/occasional-papers/op16-23.pdf.

136 See, for example, Ben-Shahar, O. and Schneider, C. (2014), More than you wanted to know: the failure of
mandated disclosure, Princeton Press.
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context.’® There is a cost to, but no benefit in, providing information that will not be
read or understood.

137 For more information, see, for example, BeWorks (2019), ‘Behavioural Economics (BE) Applied to Financial
Disclosure’, a report submitted to the Investment Funds Institute of Canada (IFIC), February,
https://www.ific.ca/wp-content/uploads/2019/03/Behavioural-Economics-Applied-to-Enhance-Disclosure-
Practices-and-Investor-Outcomes-February-2019-FINAL.pdf/21963/.
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6 Cross-border listing

Key messages

= There is a strong home bias in listings, both within the EU-27 and globally. In 2018,
86% of listings on EU stock exchanges were of companies domiciled in the same
country.?3® Since 2000, there have been fewer than ten cross-border IPOs per year
within the EU, which have been in the main between member states that share a
geographic border.139 140

= The benefits of cross-border listing have significantly reduced due to market
integration and globalisation. Historically, maintaining different listings might have
provided access to different groups of institutional investors, but this is no longer
the case for most of Europe. There is now more overlap, and each pool of capital
that companies can access (particularly in Western Europe) is deep enough. Large
international institutional investors can access companies listed on a range of
markets, although this is less the case for small and independent financial centres
(as discussed further in section 10).

= This has important implications for policymaking:

= the limited number of cross-border listings does not necessarily reflect a lack of
market integration; rather, investors are able to access companies listed on a
range of markets, meaning that there is less need for a cross-border listing;

= aiming for more cross-border listing activity may not be necessary to achieve
the CMU vision if markets are sufficiently integrated on the investor side;

= cross-border listing may be most relevant for issuers located in smaller financial
centres with more segmented pools of capital.

= Another concern for EU policymakers has been the rise in EU companies seeking to
list outside the EU. Since 2010, there have been 40 IPOs of EU-27 companies in the
USA compared to only one US firm conducting an IPO on an EU-27 exchange. There
have also been some highly publicised examples of EU-27 companies seeking direct
listings on US exchanges, such as Spotify in 2018.

= Firms based outside the EU may choose to list on an exchange in the EU to pre-
commit to a level of governance if the issuer is looking for high-quality regulation
and the associated benefits. Many firms domiciled in Africa, parts of Asia, and the
Middle East have sought listings in major financial centres in the EU for this reason.
Some firms domiciled in Eastern Europe have also sought listings in the UK for this
reason. These case studies support the premise that high-quality regulation is an
important prerequisite for the global competitiveness of EU listing venues.

= The departure of the UK from the EU is likely to have limited impact on cross-border
listings in the EU. Although London is a large financial centre, and many of the
bookrunners for European IPOs are based in the UK (as discussed further in section
8), a limited number of firms based in the EU-27 seek to list in the UK.4! One
disadvantage of the UK (and some major EU) listing venue(s) is the limited flexibility

138 See section 6.4.

139 Oxera analysis of Dealogic data.

140 Their key reasons for seeking a cross-border listing were to further raise their profile in the neighbouring
country (where the firm might have operations and/or many customers) and/or to be covered in an important
stock index in that neighbouring country.

141 See Figure 6.5 and Figure 6.6.
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around dual-class shares on their premium market segments (which the large
international issuers want to sign up to, for the reasons set out in the previous
bullet). This has led to some recent high-profile issuers seeking to list in the USA
and Asia instead.'#?

6.1 Introduction

This section summarises our analysis of the obstacles to cross-border listings and the
reasons for EU issuers to list in the UK or third countries. It is structured as follows:

= section 6.2 defines cross-border listing for the purpose of this study;

= section 6.3 analyses why firms might seek a cross-border listing, while section 6.4 looks
at some trends in cross-border listings;

= section 6.5 explores potential barriers to cross-border listing within the EU-27;

= section 6.6 examines why EU-27 issuers might seek to list in the UK or third countries
(and vice versa).

6.2 What is cross-border listing?

Cross-border listing usually refers to a company seeking to list in a country other than its
country of domicile, and this is how it is used in the report.}** The term cross-border listing
includes:

= foreign listings—when a company seeks a listing on a venue located in another country
without a listing on a domestic venue;

= cross-listings—when a company lists on a venue (or several venues) located in another
country as well as on a domestic venue. This is also referred to as dual- or multiple-
listing.

As shown in Figure 6.1 below, cross-border listings can vary according to the number of
countries where a company is listed, and whether the company is also listed on its
domestic market.

142 See Figure 6.7 and Box 6.9-Box 6.11 for examples.

143 See, for example, Karolyi, G. (2006), ‘The world of cross-listings and cross-listings of the world: challenging
conventional wisdom’, Review of Finance, 10:1, pp. 99—-152; Bancel, F. and Mittoo, C. (2002), ‘European
managerial perceptions of the net benefits of foreign stock listings’, European Financial Management, 7:2, pp.
213-236; and Dodd, O. (2013), ‘Why do firms cross-list their shares on foreign exchanges? A review of cross-
listing theories and empirical evidence’, Review of Behavioral Finance, 5:1, pp. 77—99. Much of the academic
literature is focused on cross-listings; some papers use the terms ‘cross-border listing’, ‘foreign listing’ and
‘cross-listing’ interchangeably. See Appendix Al.
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Figure 6.1 Taxonomy of cross-border listing activity

Country 1 Country 2
Dual-
listing
— Issuer Issuer ] Issuer Issuer
Domestic
listing

Venue <

Foreign listing

Source: Oxera.

Two challenges arise when analysing cross-border listings: the concept of a ‘country of
domicile’ varies across legal systems;'** and data providers have different definitions of
company nationality.'*®

The Commission’s tender requirements for this study place emphasis on the firm’s
‘principal place of doing business’, so this concept is adopted for the purpose of our study.

6.3 Why do companies cross-border list?
There are several reasons to seek a cross-border listing,*® including the following.

= QOvercoming market segmentation—firms list in other countries to overcome frictions,
such as regulatory restrictions on investment choices or taxes that prevent integration
of global capital markets on the demand side.

= Increasing liquidity—cross-border listing may increase the liquidity of a company’s
shares.

= Greater investor recognition—cross-border listing may increase the number of investors
that are aware of a company’s stock, which can bring diversification benefits.'*’

= Benchmarking—a company may list in the same country as its industry peers or as
sector-specific analysts to achieve a better valuation.

= Reducing agency costs—cross-border listing is associated with meeting the different
disclosure and investor protection requirements of the host country. A company may

144 Some legal systems base domicile on the country of incorporation, while others rely on the country in which
the company’s ‘central administration’ or ‘principal place of business’ is located (also known as the ‘real seat’).
Country of incorporation is relatively straightforward to define for a given company; however, there is no
consensus on the exact definition of ‘principal place of business’, which is often interpreted as the country in
which the Board of directors, head office or management is located.

145 Some (e.g. MSCI and WFE) include listing venue in their definition of company nationality. See Appendix Al
for a brief description of the definition used in different data sources.

146 For literature reviews of the motivations behind cross-border listing, see Phylaktis, K. and O’Connor, T.
(2013), ‘Cross-Listing Behaviour’, pp. 248—274 in H. Baker and L.A. Riddick (eds.), International Finance: A
Survey, Oxford University Press, USA; and Dodd, O. (2013), ‘Why do firms cross-list their shares on foreign
exchanges? A review of cross-listing theories and empirical evidence’, Review of Behavioral Finance, 5:1, pp.
77-99.

147 See Merton, R.C. (1987), ‘A simple model of capital market equilibrium with incomplete information’,
Journal of Finance, 42:3, pp. 483-510.
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choose to cross-border list to tie itself to a higher level of disclosure and corporate
governance, so as to reduce agency costs.!*®

= Business strategy—cross-border listing is part of a firm’s broader corporate strategy. A
company may choose to cross-border list for a range of reasons, such as to align its
investor base with its geographical profile from an operational perspective; to position
itself closer to export or growth markets; to facilitate M&A activity; or as a sign of
prestige.1*®

= Index inclusion—firms may choose to list on different markets to be included on certain
indices, and then benefit from passive investment in that index.

Some of these benefits may be less relevant in an intra-EU context (see section 6.5.2),
but still apply to some smaller financial centres and issuers outside the EU.

Box 6.1 summarises some of the most important and recent academic papers that discuss
cross-border listing in the context of agency costs. Box 6.2 presents a case study
highlighting how cross-border listing does not entirely resolve agency costs.

Box 6.1 Academic literature: agency costs and bonding

= Coffee (1999, 2002) and Stulz (1999) are the first papers to suggest that a cross-
border listing in a country with superior investor protection can prevent managers
from extracting excessive private benefits, thus reducing the cost of capital.'*° Coffee
emphasises mechanisms for ‘bonding’ foreign companies that seek a US listing: SEC
enforcement; investors’ ability to launch class-action lawsuits; disclosure
requirements; and ‘reputational intermediaries’ such as underwriters and auditors.

= Doidge, Karolyi and Stulz (2004) is a key empirical paper. Here, the authors find a
‘cross-listing” valuation premium, which is largest for issuers from countries with low
investor protection. Reduced agency costs associated with cross-border listing may
not be limited to equity cost of capital. For example, Ball, Hail and Vasvari (2018)
find evidence that non-US firms issue more debt (at lower yields) following a US
equity listing, which the authors attribute to greater monitoring and transparency.

= There is limited empirical evidence for European cross-border listings. Doidge, Karolyi
and Stulz (2009) find no evidence of a valuation premium for cross-border listings in
London. Roosenboom and Van Dijk (2009) report that legal bonding is associated
with a positive market reaction to cross-listing in the US and UK markets, but not in
continental European or Japanese markets.

= Several papers have criticised the agency cost theories of cross-border listing, for
example by arguing that the scope of legal enforcement towards foreign companies

148 For further discussion, see, for example, Chemmanur, T. and Fulghieri, P. (2006), ‘Competition and
cooperation among exchanges: a theory of cross-listing and endogenous listing standards, Journal of Financial
Economics, 82:2, pp. 455—489; Fernandes, N. and Giannetti, M. (2013), 'On the fortunes of stock exchanges
and their reversals: Evidence from foreign listings’, ECB Working Paper No 1585, Doidge, C., Karolyi, G. and
Stulz, R.M. (2004), ‘Why are foreign films listed in the US worth more?’, Journal of Financial Economics, 71:2,
pp. 205-238. Stulz, R.M. (1999), 'Globalization, Corporate Finance, and the Cost of Capital’, Journal of Applied
Corporate Finance, 26, pp. 3—28.

149 Bancel and Mittoo (2001) is a key paper. The authors survey managers of European companies and find
that having increased prestige and visibility is a key benefit of cross-border listing. Some of their findings are
replicated in a global study: see PwC/Baker & McKenzie (2012), ‘Equity sans frontiéres’: trends in cross-border
IPOs and an outlook for the future’, https://www.pwc.com/gx/en/audit-services/ipo-centre/assets/pwc-cross-
border-ipo-trends.pdf.

150 Coffee, J.C. (1999), ‘The Future as History: The Prospects for Global Convergence in Corporate Governance
and Its Implications’, Northwestern University Law Review, 93:3, pp. 641-708; Coffee, J.C. (2002), ‘Racing
Towards the Top?: The Impact of Cross-Listings and Stock Market Competition on International Corporate
Governance’, Columbia University Center for Law and Economic Studies Working Paper No. 205; and Stulz,
R.M. (1999), ‘Globalization, Corporate Finance, and the Cost of Capital’, Journal of Applied Corporate Finance,
26, pp. 3—28.
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is in reality very limited. Silvers (2020) shows that the degree of regulatory
cooperation between ‘*home’ and ‘host’ country can have a significant impact on
liquidity of cross-listed company shares.

Source: Ball, R.T., Hail, L. and Vasvari, F.P. (2018), ‘Equity cross-listings in the US and the price of
debt’, Review of Accounting Studies, 23:2, pp. 385—-421. Doidge, C., Karolyi, G. and Stulz, R.M.
(2004), ‘Why are foreign films listed in the US worth more?’, Journal of Financial Economics, 71:2,
pp. 205—238. Roosenboom, P. and Van Dijk, M. (2009), ‘The market reaction to cross-listings: does
the destination market matter?’, Journal of Banking & Finance, 33:10, pp. 1898-1908. Silvers, R.
(2020), ‘Cross-border cooperation between securities regulators’, Journal of Accounting and
Economics, forthcoming

Box 6.2 Reasons for cross-border listing: case study of Bumi plc

In July 2010, Vallar, Nat Rothschild’s £700m investment vehicle, listed on the London
Stock Exchange. In November of the same year, Vallar acquired 25% of Bumi Resources,
owned by the Bakrie family, and 75% of Berau Coal Energy, owned by entrepreneur
Rosan Roeslani, both companies being Indonesian coal assets. Following a reverse
takeover, the Bakrie family became the largest shareholder in Vallar, followed by
Roeslani and Rothschild.

In June 2011 Vallar was renamed Bumi plc and the firm’s shares in both Bumi Resources
and Berau were increased, with the Bakrie family now holding a 47% stake in Bumi plc.
Bumi plc then held an IPO on the London Stock Exchange, stating in its prospectus under
the ‘Corporate Governance’ sub-title: ‘The Company intends to observe best practice on
corporate governance, and the Board has adopted the Model Code on a voluntary basis
and is in compliance with the provisions of the UK Corporate Governance Code.’

In November 2011 the Bakrie family sold half of its stake in Bumi plc for $1bn to Samin
Tan, an Indonesian billionaire, to resolve some financing issues. In the same month,
Rothschild called, in a leaked letter, for a ‘radical cleaning up’ of Bumi Resources,
criticising the firm’s corporate governance.

Shares in Bumi plc then fell after it was announced that ‘potential financial and other
irregularities’ had been discovered at Bumi Resources in September 2012. The Bakrie
family and Rothschild both then sought to cut ties, with the latter resigning from the
Bumi plc Board in October of the same year, claiming that minority shareholders were
not being protected.

In March 2014 a restructuring saw the Bakrie family exit the company, which was
renamed Asia Resource Minerals. Finally, in June 2015, Rothschild announced that his
firm would sell its shares to a rival, stating that Bumi would be his *first and last
investment in Indonesia’s coal sector’, going on to say ‘there’s no way, shape or form
you can control what’s going on. Indonesia is ungovernable.” This highlights issues over
cross-border listing from a less governed nation to one with far more tests and
governance requirements.

Source: Aglionby, J. and Wilson, J. (2015), ‘Nat Rothschild sells Asia Resource Minerals stake’,
Financial Times, https://www.ft.com/content/f710e518-0da6-11e5-9a65-00144feabdcO.

The decision to cross-border list will depend on the relative benefit of listing in a different
country compared with the home country; and/or the incremental benefit of listing in
another country over the domestic listing.

Box 6.3 and Box 6.4 provide some examples of EU-27 firms’ cross-border listings and the
motivations behind their decisions.
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Box 6.3 Reasons for cross-border listing: Aperam case study

Aperam opted for a cross-listing in Belgium to align its shareholder profile with its
geographic operational profile.

Aperam is the second-largest steel producer in Europe, and is incorporated in
Luxembourg with production facilities in Brazil, Belgium and France.

In 2018, 26% of its sales revenue came from the Americas, 67% from Europe (Germany
being the single biggest destination) and 7% from Asia & Africa.>!

The company was created in 2011 as a spin-off from ArcelorMittal (itself listed on BME,
Euronext Amsterdam, Euronext Paris, and the Luxembourg Stock Exchange). The stated
objective of the spin-off was to enable the stainless and speciality steels businesses in
the ArcelorMittal Group in order to ‘benefit from greater market visibility by pursuing a
growth strategy focused on emerging markets and speciality products, including
electrical steel."t>?

In January 2011 the ordinary shares were listed on the regulated market of the
Luxembourg Stock Exchange, Euronext Amsterdam and Euronext Paris. Aperam is
traded on the OTC market in New York via New York Registry Shares. Within the
Euronext single order book, Amsterdam is the market of reference. In 2017, the
company also chose to cross-list its shares on Euronext Brussels. No new shares were
issued in this cross-listing.*°3

In its press release announcing the dual-listing on Euronext Brussels, the company
stated: >4

Listing on Euronext Brussels underlines the strategic value of having a Belgium footprint
for Aperam with a clear signal towards its Belgian stakeholders of its ambition to be a
sustainable industrial partner in Belgium. In addition, with this listing on Euronext Brussels
Aperam expects to increase its visibility, reputation, brand and employer-branding
awareness by further improved analyst coverage and press coverage in the Belgian market.

Box 6.4 Reasons for cross-border listing: FNG case study

FNG sought an additional listing in Brussels alongside moving its headquarters to
Belgium.

FNG N.V. is a Belgian fashion company that operates across Belgium, France, the
Netherlands, Luxembourg, France, Spain and Germany. Founded in 2003, FNG first went
public through an IPO on the Euronext Brussels Free Market segment in 2008.

FNG indirectly obtained a listing on Euronext Amsterdam in 2016, through a reverse IPO
in which the company was acquired by an already listed company, Dico International.!>>
Through the reverse takeover, FNG delisted from the Brussels Free Market. According

151 Aperam (2019), ‘Annual report 2018’, https://www.aperam.com/sites/default/files/documents/2019-
02/Annual%?20Report%202018.pdf.

152 Aperam (2010), ‘Prospectus dated December 15, 2010/,
https://www.aperam.com/sites/default/files/documents/2018-
05/European®20listing%20prospectus%20for%20APERAM.PDF.

153 Aperam (2019), ‘Share listing’, https://www.aperam.com/share-listing.

154 Aperam (2017), ‘Aperam applies for a listing on Euronext Brussels’,
https://www.aperam.com/sites/default/files/documents/2018-
04/AperamannouncesapplictionlistingEuronextBrussels_EN.pdf.

155 Retail Detail (2016), ‘FNG Group seeks IPO on Amsterdam stock exchange through R&S retail’,
https://www.retaildetail.eu/en/news/fng-group-seeks-ipo-amsterdam-stock-exchange-through-rs-retail.
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to contemporary reports, the choice to list in Amsterdam was linked to the company
strengthening its product market business in the Netherlands.>®

In 2018, the company conducted a secondary listing on Euronext Brussels, in addition
to its primary listing on Euronext Amsterdam. The company also changed its market of
reference to Euronext Brussels. According to the CEO: ‘We have a lot of business in the
Netherlands. But the management, the founders and the majority of our shareholders
are based in Belgium.” Alongside the dual listing, the company moved its headquarters
from Zoetermeer (Netherlands) to Mechelen (Belgium).t>’

These benefits often derive from overcoming frictions in cross-border capital markets, such
as:

= regulatory barriers—for example, regulatory restrictions on institutional investors (e.g.
pension funds and insurance companies) can limit companies’ ability to invest in certain
markets. Previous analysis suggests that specific geographical restrictions on
investments within the EU are minimal and are not the main factor limiting cross-border
investment.>® Restrictions on foreign exchange exposure may still limit the extent to
which pension funds can invest in foreign-denominated equities.'*® Cross-border listings
can help to overcome this;

= informational frictions—for example, cross-border listing may help to reduce search
costs for foreign investors, who may be less aware of the stocks on the domestic market;

= transaction costs—for example, firms may seek a cross-border listing to improve the
liquidity of their stock.

6.4 Trends in cross-border listing in Europe

As capital market integration has improved over time, the benefits of cross-border listing
appear to have significantly reduced for many European companies, as confirmed through
our interviews with a range of issuers and investors.

This section presents some statistics on cross-border listings in the EU, the overall number
of which is quite low. Figure 6.2 presents the number of IPOs on EU-28 exchanges between
2000 and 2019, and shows that the majority of EU IPOs since 2000 have been domestic
companies. Most European firms have a single listing in their home country.!®® This home
bias can also be seen in the stock of listed companies. In 2018, 86% of the listings on EU-
27 exchanges were domestic and only 14% were foreign.!®! The low volume of intra-EU
cross-border IPOs also suggests that the impact of the UK’s departure from the EU (from
a listing perspective) will be limited if secondary markets remain largely integrated.

156 Merodis (2017), ‘Finger on the trigger’, Equity Research Report, https://www.fng.eu/wp/wp-
content/uploads/2017/09/FNG-Equity-Research-Report-Merodis-1.pdf.

157 De Preter, W. and Rousseau, S. (2018), ‘FNG op weg naar Belgische beurs’, De Tijd, March,
https://www.tijd.be/ondernemen/retail/FNG-op-weg-naar-Belgische-beurs/9992013.

158 European Commission (2017), ‘Accelerating the capital markets union: addressing national barriers to
capital flows’, Report from the Commission to the Council and the European Parliament,
https://ec.europa.eu/info/sites/info/files/170227-report-capital-barriers_en.pdf.

159 For a detailed analysis of pension fund investment regulation, see OECD (2019), ‘Annual survey of
investment regulation of pension funds 2019’, http://www.oecd.org/daf/fin/private-pensions/2019-Survey-
Investment-Regulation-Pension-Funds.pdf

160 This home bias has also been discussed by EU competition authorities. See European Commission (2012),
‘Commission Decision of 1.2.2012 addressed to: Deutsche Bérse AG and NYSE Euronext, Case No
COMP/M.6166 - Deutsche Borse/Nyse Euronext,
https://ec.europa.eu/competition/mergers/cases/decisions/m6166_20120201_20610_2711467_EN.pdf.

161 Oxera analysis of stock exchange data.
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Figure 6.2 IPOs on EU-28 exchanges by company nationality, 2000-19
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Note: Data covers Dealogic deals categorised as ‘ECM-IPO’. Excludes funds raised by certain
investment funds and REITs. 2019 data as at November 2019. The height of the boxes and the width
of the flow arrows are proportionally scaled to the number of IPOs.

Source: Dealogic.

Table 6.1 shows the number (stock) of cross-border listings by companies domiciled in 13
of the 14 member states studied in-depth in this report (excluding the UK) between 2013
and 2018. From this, the following can be observed:

= the number of cross-border listings has been relatively stable over the past five years;

= cross-border listings were particularly common for companies domiciled in the
Netherlands and France (many of these involve intra-Euronext dual- and foreign

listings);

= cross-border listings were relatively rare for companies domiciled in small financial
centres and some major financial centres (e.g. Ireland and Spain).
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Table 6.1 EU-27 cross-border listings by company domicile, 2013-18

Number of listings on other EU-27 exchanges

Company country of domicile 2013 2014 2015 2016 2017 2018
Major financial centres
France 16 18 17 16 15 16
Germany 4 9 12 12 13 12
Ireland 0 1 1 1
Italy 9 11 12 11 8
Netherlands 27 32 33 39 40 37
Spain 5 6 6 7 7
Sweden 6 9 10 10 10 9

Small financial centres

Bulgaria 4 4 4 4 4 4
Croatia 0 0 0 0 0 0
Estonia 3 3 4 3 2 5
Hungary 3 3 4 4 4 3
Poland 1 1 1 2 2 2
Slovakia 3 3 3 3 2 2

Note: Company domicile based on ISIN code country identifier. Numbers represent a stock
variable, i.e. the number of active listings in a given year, not the number of new listings. As
multiple cross-border listings for the same company are counted separately. this may not always
equal the number of companies that have cross-border listings.

Source: Oxera analysis of stock exchange data.

Figure 6.3 below shows the most common five flows of cross-border listings since 2000.
France, Germany, Poland and Sweden were the most frequent host member states of
cross-border IPOs over the period.
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Figure 6.3 Common EU-27 cross-border listing flows, 2000—-19

M Country of exchange N
Country of domicile

Note: Chart shows the five most common member state pairs by total number of cross-border IPOs
between 2000 and 2019. Numbers represent the total humber of IPOs for each given country of
exchange and country of company domicile in 2000—-19.

Source: Dealogic.

A number of public corporations that previously had multiple foreign listings have also
withdrawn them in recent years as a consequence of market integration (Box 6.6 below
provides the case study of Daimler AG).!%?

6.5 Why do we not see more cross-border listings in the EU-27?

As discussed in section 6.3, the main benefit of cross-border listing is to attract investors
and thus achieve a lower cost of capital.

6.5.1 Conceptual framework

In a fully integrated capital market with a single pool of liquidity, there would be no real
benefit to cross-border listings—cross-border listings become relevant in a world with
multiple pools of capital.

The benefit of cross-border listings is that they help integrate pools of capital between
investors and owners of companies (issuers). From a policy perspective, this is beneficial
as it reduces frictions in financial markets.

162 Some academic papers and reports provide evidence for this. Dodd and Louca (2012) find no significant
valuation effects stemming from cross-listings within continental Europe, which the authors attribute to a
highly integrated financial market compared to the rest of the world. See Dodd. O and Louca, C. (2012),
‘International cross-listing and shareholders’ wealth’, Multinational Finance Journal, 16:1-2, pp. 49—86.
Analysis by McKinsey in 2008 provides similar findings in a global context: ‘Why cross-listing shares doesn’t
create value’, November, https://www.mckinsey.com/business-functions/strategy-and-corporate-finance/our-
insights/why-cross-listing-shares-doesnt-create-value.
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If there were only one trading venue in the market, by definition there would be only one
pool of liquidity, and the justification for cross-border listings disappears. This might
explain why some commentators have called for a single listing authority in the EU.
However, there are other ways to pool capital—for example, pools of capital can be

integrated via the:

= issuers—by listing stock on multiple venues, to access different pools of liquidity (i.e.

issuer multi-homing,®3 see Panel A in Figure 6.4);

= investors—if, for example, they are members of multiple trading venues (i.e. investor

multi-homing, see Panel B).

Figure 6.4 Integrating pools of capital

Panel A — Segregation on investor side
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Source: Oxera.

Given this, one might expect cross-border listing activity:

= to be limited in member states with a listing venue that is sufficiently integrated on the

investor side;

= to occur as companies seek to access pools of capital that are more localised (e.g. large
institutional investors whose investment mandates limit them to investing in stocks
listed on their local stock market), or as they seek to access a larger integrated financial

centre;

= to be most relevant to issuers located in smaller financial centres that are not particularly

integrated on the investor side.

In practice, different pools of liquidity remain in the EU.

163 Multi-homing is where users can use more than one platform simultaneously.
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Despite increased multi-homing of international investors, which has perhaps led to a
reduction in cross-border listings overall, local investors still have a significant home bias
(see Box 6.5).

6.5.2 Barriers to cross-border listings

As discussed above, investors’ ability to multi-home means that barriers to cross-border
listing are potentially less problematic. Our analysis (based on feedback from interviews
with market participants, legal advisers, national and international regulators and
policymakers) identifies several barriers relevant to the EU context, including:

= home bias of investors—a company will not cross-border list if it cannot attract
sufficient investor interest from investors on the overseas exchange. Investors may be
reluctant to hold shares in overseas-domiciled companies for a range of reasons;%*

= direct costs of listings—many of the costs (e.g. listing fees) are incremental, which
particularly discourages dual-listing, as discussed in section 7;

= indirect costs of listings—these costs can be higher for cross-border listings if there
are frictions associated with language barriers and different reporting standards, for
example;

= tax issues—tax and cross-border investing is discussed further in section 13.3.8;

= the role of the local ecosystem—if a company cannot access global underwriters with
the relevant expertise, this prevents them from cross-border listing;

» post-trade barriers—equity issuance practices vary across member states.'®> New
initiatives/regulations, such as Target2-Securities (T2S) and the Central Securities
Depositories Regulation (CSDR), have simplified processes by allowing companies to
issue securities in any central securities depository (CSD). Post-trading is discussed
further in section 9;

= saturated listing venue market—each member state has at least one exchange
offering listing services, making it uneconomic for listing venues in another member
state to compete for listings;

= lack of commercial incentives to support SME listings—attracting SME listings is
often not commercially attractive for listing venues, advisers and intermediaries, as
discussed in section 5. This limits the appeal of competing for SME listings in other
member states.

These barriers have a direct link to cross-border listing. However, other factors might
indirectly affect cross-border listing activity through their impact on secondary markets
and liquidity (as discussed further in section 12).

As noted in section 6.5.1, these barriers are not the primary driver of low cross-border
listing activity within the EU, which is mainly a result of increased secondary market
integration.

Investor home bias

164 See Grinblatt, M. and Keloharju, M. (2001), ‘How distance, language and culture influence stockholdings
and trades’, Journal of Finance, 56:3, pp. 1053—-1073; Lindblom, T., Mavruk, T. and Sjogren, S. (2018), ‘East
or west, home is best: The birthplace bias of individual investors’, Journal of Banking & Finance, 92, pp.
323-339; Kho, B-C., Stulz, R. and Warnock, F. (2009), ‘Financial globalization, governance, and the evolution
of the home bias’, Journal of Accounting Research, 47:2, pp. 597—-635.

165 European Post Trade Forum (2017), ‘EPTF Report — Annex 3 Detailed analysis of the European Post Trade
Landscape 15th May 2017’, https://ec.europa.eu/info/sites/info/files/170515-eptf-report-annex-3_en.pdf.
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Investor home bias is driven by a variety of factors (see Box 6.5), some of which will not
be overcome by cross-border listing.

Box 6.5 Home equity bias

Equity home bias refers to the observed phenomenon that investors persistently hold
only small amounts of foreign equity, contrary to the predictions of standard finance
theory. Armour, Bengtzen and Enriques (2018) identify various factors that explain why
home bias persists.

= Information markets are not yet fully global, meaning that local investors may find it
easier to procure accurate information, understand the language of issuers’
disclosures, or assess the reputation and credibility of directors.

= |Less-than-full liberalisation may prevent foreign investors from entering certain equity
markets, make entry more expensive through tax laws, or be denied full exit from a
domestic regime by way of prudential regulation.

= National law requiring securities to be cleared, settled, or held with local organisations
may make the administration of a global portfolio expensive (linked to
institutionalisation).

= Investors may want to avoid exchange rate exposure that foreign investment brings,
or prefer local securities for their superior ability to hedge against local risk factors.

= Cultural factors may influence the extent to which investors confidently invest
overseas.

= In countries where corporate insiders or the government can appropriate value from
outside investors, large local shareholders may be the optimal way to control agency
costs.

Source: Enriques, L., Armour, J. and Bengtzen, M. (2018), ‘Globalization’, in M. Fox et al. (eds),
Securities Markets Issues for the 21st Century (e-book),
https://www.law.columbia.edu/sites/default/files/microsites/capital-
markets/securities_market_issues_for_the_21st_century.pdf.

The costs of cross-border listings

Our analysis has also highlighted that the direct (e.g. annual fees) and indirect
(e.g. administrative burden) ongoing costs of listing can be an obstacle to cross-border
listing, particularly for multiple listings, where the costs are incremental.®® These costs
have also been a driver of cross-border delistings (i.e. delisting from foreign exchanges
and retaining only a single domestic listing), even for the largest companies (see Box 6.6
below).

Box 6.6 Cross-border delistings: case study of Daimler AG
Over time, Daimler has gradually reduced its number of international cross-listings,
noting that international investors can easily trade Daimler shares in Germany.

Daimler AG, a German automobile manufacturer headquartered in Stuttgart, is one of
the largest listed German companies and is a component of the DAX 30 and the Euro

166 To the extent that rules for listed companies are harmonised, the incremental administrative burden
associated with an additional listing will be limited, and the relative administrative burden of a listing across
member states will be the same. See section 3.2 for a mapping of the regulations across the EU-28.
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Stoxx 50. Historically, Daimler undertook multiple domestic and cross-border listings.
At the peak of this listing activity, Daimler maintained:

= multiple domestic listings on all major German stock exchanges (Berlin-Bremen,
Dusseldorf, Frankfurt, Hamburg-Hannover, Munich, and Stuttgart);

= an EU-27 cross-border listing on Euronext Paris;

= cross-border listings on the Chicago Stock Exchange, NYSE, Philadelphia Stock
Exchange, SIX Swiss Exchange and Tokyo Stock Exchange.

In 2006, Daimler discontinued all its listings except for those on the Frankfurt Stock
Exchange, NYSE, and Stuttgart Stock Exchange citing a desire to cut costs and
administrative burden.®” At the time of the announcement, a company spokesperson
reported that the reduced number of listings would save approximately €50,000 per
year.168

In 2010, the company discontinued its sole remaining cross-border listing on NYSE
(which it had maintained since 1993), noting that:%°

the main reason for ending the NYSE listing and deregistering with the SEC is a significant
change in the behaviour of investors, who now trade in Daimler shares primarily in
Germany and on electronic trading platforms. Another reason was to reduce the complexity
of financial reporting as well as administrative costs and fees.

The relatively stable geographic dispersion of European and US ownership following
Daimler’s delisting appears to support this rationale:

= in 2006, 43.6% of shares were held by German investors, 30.9% were held by other
European investors, and 17.2% by US investors;17°

= in 2018, 32.7% of shares were held by German investors, 29.2% by other European
investors, and 16.4% by US investors.7t

The role of the local ecosystem

Discussions with stakeholders highlight that the local ecosystem around issuers
(e.g. underwriters, bookrunners, advisory firms, brokers and market-makers) can play a
role in constraining cross-border listing, particularly for local capital markets.

The limited number of cross-border listings may be linked to:

= the limited reach of global underwriters—a company may not be able to attract global
underwriters with experience in conducting cross-border IPOs. There is some empirical
evidence that international underwriters play a significant role in driving cross-border
capital flows;!”?

167 DaimlerChrysler (2006), ‘Annual Report’,
https://www.daimler.com/documents/investors/berichte/geschaeftsberichte/daimlerchrysler/daimler-ir-
annualreport-2006.pdf.

168 Chung, J. (2006), ‘Daimler to delist from 12 exchanges’, Financial Times, June,
https://www.ft.com/content/69bd1862-007c-11db-8078-0000779e2340.

169 Daimler (2010), ‘Annual Report’,
https://www.daimler.com/documents/investors/berichte/geschaeftsberichte/daimler/daimler-ir-annualreport-
2010.pdf

170 DaimlerChrysler (2006), ‘Annual Report’.

71 Daimler (2018), ‘Annual Report’, https://www.daimler.com/documents/investors/reports/annual-
report/daimler/daimler-ir-annual-report-2018.pdf.

172 See Caglio, C., Hanley, K.W. and Marietta-Westburg, J. (2016), ‘What does it take to list abroad? The role of
global underwriters’, Federal Reserve Discussion Paper.
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= the local nature of the expertise—the knowledge and expertise on the company is often
very localised in Europe;

= the need for the exchange to partner with advisers—often to attract listings from other
countries, the trading venues need to partner with the local advisers, making it hard to
attract the domestic issuers;

= conflicts of interest between the underwriters and the advisory firms—if the advisers
make profit from providing domestic market-making activity on the stock, they may
have an incentive to ensure that the IPO remains domestic.

The impact of local ecosystems in influencing cross-border listings can be seen through:

= EU-27 stock exchanges establishing local offices/representatives in other member states
(e.g. Euronext in Italy, Spain and Germany, or the Spotlight Stock Market in Denmark);

= EU-27 stock exchanges undertaking partnerships with local underwriters and advisers
in other EU member states to attempt to attract issuers in those countries;

= stock exchange operators in the EU-27 (i.e. Euronext and Nasdaq) operating federal
models—i.e. acquiring groups of national stock exchanges, integrating some back-office
and technological infrastructure, but maintaining individual exchanges in each
jurisdiction.

Post-trade barriers

There is some evidence that the post-trade landscape remains a barrier to cross-border
listing. In 2017, the European Post Trade Forum identified barriers that might cause risk
in the cross-border equity issuance process:!”3

= domestic corporate law may require primary shares to be pre-funded before shares can
be issued. The entities that participate in the primary issuance will need to evidence
that they have enough funds to pay for their part in the primary issuance, before the
actual process takes place;

= domestic requirements to create shares vary (in timing, amount of pre-funding, local
intermediation);

= an independent third party (such as the local commercial register) is sometimes required
to confirm that shares have been pre-funded;

= CSDs may require physical share certificates to be deposited a day or more before
trading starts.

However, interviews with stakeholders suggest that recent initiatives, such as T2S and
CSDR, have reduced the barriers to cross-border equity issuance.

In the absence of T2S, an issuer conducting a cross-border listing would need to have a
CSD presence in each local market (or the investors would need to appoint local custodians
in the issuer's domestic market). Under T2S and CSDR, the issuer can centralise the
primary issuance through whichever CSD it chooses. This has removed one barrier to
cross-border listing.

173 European Post Trade Forum (2017), ‘EPTF Report — Annex 3 Detailed analysis of the European Post Trade
Landscape 15th May 2017’, https://ec.europa.eu/info/sites/info/files/170515-eptf-report-annex-3_en.pdf.
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6.6 Reasons for EU issuers to list in the UK or third countries and not in
the EU

As noted above, most companies will not undertake a cross-border listing.

Figure 6.5 below presents the pattern of global IPO flows since 2000 (both number of IPOs
and value), and shows that:

= global IPOs also exhibit significant home bias;

= the USA and the UK have attracted the largest flows of cross-border IPOs. The inflow is
greater in terms of value than volume, implying that the exchanges in these countries
are attracting the larger companies to list. The UK’s international attractiveness is
discussed in more detail in section 6.6.2.
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Figure 6.5 Global IPO flows, 2000-19
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6.6.1 Choice of listing venue

Our analysis, based on initial interviews with a range of issuers, investors and listing

venues, has highlighted the following drivers for companies when choosing a trading venue
on which to list:
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= regulation-specific factors (listing and trading requirements, transparency);

= exchange-specific factors (liquidity, which can be linked to the index or the stock market
as a whole; access to pool of investment capital; costs and prices; analysts’ industry
knowledge);

= company-specific factors (geographical presence, for example in terms of product
market presence; advisers’ choices).

This supports previous findings reported in market investigations. For example, the
Commission, in its decision on the proposed merger of Deutsche Bérse and NYSE Euronext,
found that:174

the listing decision of issuing companies depends on external factors such as regulation,
investor base, business strategies as well as on elements influenced by the exchanges
themselves (such as listing fees and trading services) and the liquidity of the trading venue.

As part of our survey, issuers were asked about the relative importance of these factors
in their choice of listing venue. The results suggest that location of business activity and
access to capital are particularly important overall drivers behind choice of listing venue.
This is generally supported in the structured interviews with issuers. Some larger issuers
also emphasised the need to have access to specialised and knowledgeable investors,
which is in turn influenced by the listing choices of peer group companies.

6.6.2 EU-27 issuers in the UK
Figure 6.6 below shows the number and value of IPOs of EU-27 companies in the UK.

Figure 6.6 Value and number of EU-27 company IPOs on UK exchanges,
2000-19
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Note: Data excludes IPOs of certain industry categories: closed-end funds, acquisition-restructuring
vehicles, capital pool companies, investment management, special-purpose vehicles and REITs.

Source: Dealogic.

174 See European Commission (2012), ‘Commission Decision of 1.2.2012 addressed to: Deutsche Bérse AG and
NYSE Euronext, Case No COMP/M.6166 - Deutsche Borse/Nyse Euronext,
https://ec.europa.eu/competition/mergers/cases/decisions/m6166_20120201_20610_2711467_EN.pdf.
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The following observations can be made:
= the majority of IPOs in the sample (82/110) took place on AIM;

= the majority of IPO proceeds ($10.6bn/$14bn) were raised on the London Stock
Exchange Main Market;

= the most common countries of domicile in the sample are Ireland (33), followed by the
Netherlands (18), and Italy (10).

The UK is a significant international financial centre and, despite the reduction in the
number of listings (as discussed in section 2) is generally regarded as the dominant hub
in Europe for global equity finance.

In 2017, the FCA analysed the UK'’s international attractiveness for listings. Important
findings include:!”®

= the relative attractiveness of the UK for IPOs, driven by a range of factors such as the
strength of the UK Listing Rule ‘brand’; a robust legal framework;’® the strength of
corporate governance requirements; the depth of available capital; the interaction
between index inclusion and analyst coverage; and the diversity of the UK investor base
for premium listed- and AIM listed-shares;

= the relative strengths and weaknesses in investor expertise—the UK was seen as world-
leading in terms of investor expertise for the extractive industries, but relatively weak
in relation to technology (particularly biotech);”’

= the choice for issuers—the diversity of MTFs and regulated markets alongside the
Standard and Premium segments of the UK Listing Regime generally provides sufficient
choice for issuers;

= dual-class shares—there is disagreement among stakeholders as to whether permitting
dual-class share structures across the listing segments would improve the effectiveness
of UK capital markets for early-stage science and technology companies. This is
discussed further in section 7.4;

= a degree of home bias remains—some stakeholders note that cross-border IPOs in the
UK can be hard to market if there is no clear connection to the UK.

Box 6.7 and Box 6.8 below present examples of EU-27 companies that have undertaken
recent IPOs in the UK.

75 Financial Conduct Authority (2017), ‘Review of the Effectiveness of Primary Markets: The UK Primary
Markets Landscape’, discussion paper, https://www.fca.org.uk/publication/discussion/dp17-02.pdf.

176 LaPorta et al. (1997) is one of the first papers that discusses the impact of legal origin on investor
protection and economic development. LaPorta, Lopez-de-Silanes and Schleifer (2008) provides a summary of
the academic literature followed the initial study. See LaPorta:, R., Lopez-de-Silanes, F., Schleifer, A. and
Vishny, R.W. (1997), ‘Legal determinants of external finance’, Journal of Finance, 52:3; and LaPorta, R. Lopez-
de-Silanes, F. and Schleifer, A. (2008), ‘The economic consequences of legal origins’, Journal of Economic
Literature, 46:2.

177 Stakeholders saw the USA as the dominant market for biotech/pharmaceutical IPOs as there was perceived
to be a greater depth and diversity of investors, specialist analysts, and particular expertise in valuing pre-
revenue companies.
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Box 6.7 EU issuer listing in the UK: Rhi Magnesita case study

Rhi Magnesita moved its listing from Vienna to London in 2017; this listing venue choice
being driven by a desire to list on the same venue as its peer companies.

Rhi Magnesita is one of the largest producers of refractory products. Formed by the
merger in 2017 between Austrian refractory producer RHI AG and Magnesita, a Brazilian
competitor, as at 2018 Rhi Magnesita had 14,000 employees, 35 production sites in 16
countries and revenues of €3.1bn. 1’8 Initially, the merged company planned to
incorporate in the UK, but opted against doing so because of concerns that merger laws
between the UK and EU would diverge after the departure of the UK from the EU.'7° The
merged entity is incorporated in the Netherlands (due to conformity between Dutch
corporate governance rules and UK Listing Authority Premium Listing requirements) and
is headquartered in Austria.

Prior to the merger, RHI AG was listed on the Vienna Stock Exchange, but in October
2017 the merged entity sought a single listing on the London Stock Exchange main
market.'8® No new shares were offered in the listing.

At the time of the merger, the CEO said that the choice of London as a listing venue was
driven by the concentration of investors specialising in raw materials companies, as well
as the presence of listed competitors (such as Vesuvius). The shares are also a
constituent of the FTSE 250 index.

In March 2019, the company sought a listing of depositary receipts on the Vienna Stock
Exchange. The main reason cited was the desire to have a secondary listing on a
regulated market in the EU following Brexit.!8?

Box 6.8 EU issuer listing in the UK: Avast plc case study

Avast opted for a listing on LSE over NYSE due to a perception that the company was
too mature to be of interest to US investors.

Global cybersecurity company, Avast was founded in YYYY and is headquartered in the
Czech Republic, but is incorporated in the UK. In 2012 Avast attempted an IPO on
Nasdaq, but cancelled the offering citing market conditions.82 In 2014, the private
equity firm, CVC Capital Partners, acquired a stake in Avast.

Avast chose to make its IPO on the London Stock Exchange’s main market, raising
£147.4m in gross proceeds and achieving a valuation of £2.4bn. At the time of the
listing, the company announced that the IPO would allow it to reduce overall
indebtedness and that the proceeds would be used to redeem its redeemable shares. It
also noted that an IPO was chosen to increase profile, brand and credibility; to assist in
recruiting/incentivising key management; and to provide an exit option to insiders.!83

178 RHI Magnesita (2019), ‘The driving force in refractories: Annual report 2018’,
https://ir.rhimagnesita.com/wp-content/uploads/2019/04/rhim_annual_report_2018.pdf.

179 pooler, M. and Massoudi, A. (2016), ‘RHI shuns UK incorporation after Brexit’, Financial Times, October,
https://www.ft.com/content/804a4f42-8bc6-11e6-8aa5-f79f5696c731.

180 See RHI Magnesita (2017), ‘RHI Magnesita N.V. Admission to the London Stock Exchange’, press release,
27 October, https://ir.rhimagnesita.com/rhi-magnesita-n-v-admission-to-the-london-stock-exchange./

181 RHI Magnesita (2019), ‘RHI Magnesita to obtain secondary listing on Vienna Stock Exchange’, press release,
27 March, https://ir.rhimagnesita.com/rhi-magnesita-to-obtain-secondary-listing-on-vienna-stock-exchange/.
182 Reuters (2012), ‘Avast Software postpones proposed Nasdaq IPO-underwriter’, July,
https://www.reuters.com/article/avast-ipo/avast-software-postpones-proposed-nasdaq-ipo-underwriter-
idUSL4E8IP41620120725.

183 See https://investors.avast.com/investors/ipo-information/#page=1.
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Some sources noted that Avast opted for London over New York as a listing venue due
to its mature business and plans to issue dividends.®* According to the CEO:18>

We're already too big and settled in our ways for a tech company heading to Wall Street.
That’s for companies with circa 100 million dollars in revenue and growth of around 30
percent. We are much more mature company. Our revenues are almost eight times higher
and we have high single-digit growth... European investors are not generally betting on the
high growth, they are more interested in financial fundamentals. American investors in tech
IPOs act almost like a VC. They don’t have a lot invested and they are looking for some
quick appreciation, in contrast to European investors who are writing much bigger cheques.

6.6.3 EU-27 issuers in the USA
Figure 6.7 shows the number and value of IPOs of EU-27 companies on US exchanges.

Figure 6.7 Value and number of EU-27 company IPOs on US exchanges,
2000-19
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Note: Data excludes IPOs of certain industry categories: closed-end funds, acquisition-restructuring
vehicles, capital pool companies, investment management, special-purpose vehicles and REITs.

Source: Dealogic.
The following observations can be made:

= the majority of IPO proceeds from EU-27 companies ($9.3bn out of a total of $15.2bn)
were raised on NYSE;

= in terms of the number of IPOs from EU-27 companies, Nasdaq and NYSE have had a
similar market share over the full time period. However, in 2018 and 2019, Nasdaq had

184 Fildes, N. and Espinoza, J. (2018), ‘Avast chooses London over New York for $4bn listing’, Financial Times,
April, https://www.ft.com/content/15dec84c-3e38-11e8-b7e0-52972418fec4.

185 Forbes (2018), ‘The story behind Avast: One of Europe’s biggest tech IPOs of 2018’, September,
https://www.forbes.com/sites/forbesinternational/2018/09/06/as-the-largest-european-tech-ipo-avast-makes-
its-founder-a-new-billionaire/#41f277064a4a.
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a larger market share of EU-27 IPOs. This may reflect broader competition between
.186

Nasdaqg and NYSE in recent years;
= most of the IPOs since 2012 have relied on the ‘emerging growth company’
classification.

Historically, the USA has been seen as a location for large EU-27 companies to hold a dual-
listing rather than for EU-27 companies to seek a single listing. Some research suggests
that many large companies have tended to discontinue such listings as the benefits have
reduced.!® In particular, this research suggests that the potential benefits of higher
liquidity, wider analyst coverage and improved corporate governance are insignificant for
a large EU company seeking a US cross-listing. This is because many large US institutional
investors prefer to trade in the company’s domestic market where existing liquidity is
higher; and because differences in corporate governance standards are now much less
pronounced.

There are some examples of EU-27 companies choosing to list in the USA and not on EU-
27 exchanges (see Box 6.9 and Box 6.10). Box 6.11 provides a case study of Ferrari,
which underwent an IPO on NYSE but subsequently sought an additional listing on Borsa
Italiana.

Box 6.9 EU issuer listing in the USA: Trivago case study

Trivago’s decision to list in the USA may have been linked to the number of similar
companies, including its majority shareholder, that were already listed on Nasdagq.

Trivago is a high-growth German technology company offering a global hotel search
platform. Founded in 2005, it went through several rounds of venture capital funding
before Expedia acquired a 62% stake in 2013.

Trivago is currently traded on Nasdaq, following its $287m IPO in December 2016. In
public statements, Axel Hefer, Trivago CFO, has suggested that its choice of listing
location was due to a number of other companies (including Booking Holdings and
Expedia) in similar categories being listed in the USA.

Expedia, the majority stakeholder of Trivago, is also listed on Nasdaqg. It conducted a
similar spin-off exercise with TripAdvisor in 2011, which is also listed on Nasdaq.

Prior to its IPO, Trivago operated as a German limited liability company (GmbH).
However, the company undertook a corporate reorganisation in which it established a
Dutch public limited holding company (N.V.). Consequently, Trivago is incorporated
under the laws of the Netherlands, and is subject to the Dutch Corporate Governance
Code and the Dutch Financial Reporting Supervision Act.

Source: Trivago (2019), ‘Our story’, https://company.trivago.com/our-story/; Hefer, A. (2017),

‘Here's what we learned from the Trivago IPO’, CNBC, July,
https://www.cnbc.com/2017/07/26/trivago-cfo-heres-what-we-learned-from-our-ipo-
commentary.html; Trivago NV Form F-3 registration statement (2018),

https://ir.trivago.com/static-files/b50ed849-c33c-42bb-aeb5-188f5c8d5fcc; and Nasdaq (2018),
‘Trivago raises $287m in 1PO, stock up 7.5% on debut’, December,
https://www.nasdaqg.com/articles/trivago-raises-287-million-ipo-stock-75-debut-2016-12-19.

186 See Henderson, R. (2019), ‘Nasdag on track to steal NYSE’s IPO crown’, 27 November, Financial Times,
https://www.ft.com/content/6fedbca0-0d7e-11ea-bb52-34c8d9dc6d84.

187 See McKinsey (2008), ‘Why cross-listing shares doesn’t create value’, https://www.mckinsey.com/business-
functions/strategy-and-corporate-finance/our-insights/why-cross-listing-shares-doesnt-create-value.
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Box 6.10 EU issuer listing in the USA: Spotify case study

Spotify opted to undertake a direct listing on NYSE as it did not need to raise capital and
could avoid relying on intermediaries.

Spotify is a high-growth technology company that offers an audio-streaming platform.
It was founded in 2006, legally domiciled in Luxembourg and headquartered in Sweden.

In 2018, Spotify listed on NYSE through a direct listing, i.e. without conducting a formal
IPO or selling any shares. It also opted against hiring an underwriting syndicate, which
would traditionally market the shares through a roadshow, gauge investor interest and
advise on the offer price and allocation.

At the time of listing, Spotify emphasised the direct listing as a way to let ordinary
investors bet on its growth, without relying on institutional investors.'88 The company
investor presentation cited five reasons for choosing a direct listing.8°

i. Listing without selling shares—management believed it did not need to raise new
capital. (The company had €1.5bn in cash and cash equivalents at the time of
listing and no outstanding debt after exchanging convertible notes.)

ii. Offer liquidity to existing shareholders—listing would allow employees and insiders
to sell their shares.

iii. Equal access to all buyers and sellers—unlike a traditional IPO, there is no
allocation process, shares can be purchased on the secondary market only, and
there is no lock-up period or price stabilisation.

iv. Increased transparency—Spotify did not conduct roadshows for institutional
investors, instead focusing on a live-streamed investor day.

v. Market-driven price discovery—the company was confident in its well-known
brand, global scale and business model.

Box 6.11 EU issuer listing in the USA: Ferrari case study

Following a spin-off from FCA, Ferrari sought a dual-listing on NYSE and Borsa Italiana;
the additional listing being to provide liquidity for FCA’s shareholders.

Ferrari is an Italian luxury sports car manufacturer founded by Enzo Ferrari in 1939,
with the first Ferrari-badged car produced in 1947. In 1969, Fiat SpA acquired a 50%
stake in Ferrari, with an option on additional shares. Fiat exercised this option shortly
after Enzo Ferrari’s death in 1988, increasing its ownership stake to 90%.!°° The
remaining 10% of shares were held by Piero Ferrari.

In 2014, FCA (the group established following the merger of Fiat and Chrysler in 2014)
announced its intention to separate Ferrari from FCA through an IPO of 10% of Ferrari’s
shares.'®! The separation began with a restructuring that established Ferrari NV as the

188 Bullock, N. and Nicolaou, A. (2018), ‘Why Spotify is risking an unconventional IPO’, Financial Times,
https://www.ft.com/content/e0e57248-2376-11e8-ae48-60d3531b7d11.

189 See ‘Investor Day — March 2018’, https://investors.spotify.com/events/investor-day-march-
2018/default.aspx.

1% New York Times (1988), ‘Fiat raises stake in Ferrari to 90%’,
https://www.nytimes.com/1988/09/08/business/company-news-fiat-raises-stake-in-ferrari-to-90.html.

191 Fiat Chrysler Automobiles (2014), ‘FCA Announces Board Intention to Spin Off Ferrari S.p.A.”, 29 October.
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new Dutch holding company of Ferrari SpA. The spin-off of Ferrari allowed FCA to reduce
its debt burden and fund a €48bn investment programme by Fiat Chrysler.192

In October 2015, Ferrari NV completed its IPO on NYSE, achieving a valuation of $9.8bn.
As all the shares offered were secondary shares, no new capital was raised. The IPO
targeted retail investors alongside institutional investors, marketing to Ferrari owners
and high-net-worth individuals in general.

Following the US IPO, Piero Ferrari retained a 10% stake, while Exor (the holding
company controlled by the Agnelli family) held over 40% of the voting power.

In January 2016, Ferrari shares were also listed on the Borsa Italiana main market.
According to the EU Prospectus, the Borsa Italiana MTA listing was chosen because:1°3

= the spin-off from FCA resulted in the distribution of Ferrari shares to existing FCA
shareholders. As the most liquid trading venue for FCA shares, MTA was chosen to
increase the liquidity and trading of Ferrari shares;

= a listing on Borsa Italiana reflected the Italian heritage of Ferrari.
Box 6.12 US issuer listing in EU-27: Silvair case study

Silvair Inc. is a Delaware incorporated company that develops software for lighting
systems and intelligent building management systems. However, according to company
reports, almost all of its operational assets are located in Poland.

According to the company reports, the IPO was used to acquire capital for R&D
expenditure; funding of large-coverage promotional activities in the USA and the EU;
and funding the creation of distribution channels and attracting new partners.

The company also noted that, at the time of listing, Poland was classified as a developed
market by FTSE Russell but a developing market by MSCI, meaning that companies
listed in Warsaw can attract investors specialising in both emerging and developed
markets.%

According to Silvair’s legal advisory team, the IPO on the Warsaw Stock Exchange
required amendments to the rules and regulations of the exchange, as well as bespoke
solutions, to register Silvair shares with the Depository Trust & Clearing Corporation so
that they could be transferred to the CSD of Poland 1°°

192 p|att, E. (2015), ‘Ferrari races to $9.8bn valuation in US IPO’, October, Financial Times,
https://www.ft.com/content/7e33d85a-7771-11e5-a95a-27d368e1ddf7.

193 Admission to listing and trading on the Mercato Telematico Azionario organized and managed by Borsa
Italiana S.p.A. of common shares’, https://www.fcagroup.com/en-
US/investors/past_corporate_actions/ferrari_separation/12_Prospectus_Ferrari_N_V_(EU)_20160103.pdf.

194 See Silvair (2019), ‘Report of the Board of Directors on the activities of the Silvair Group and Silvair, Inc. in
2018, 30 April, p. 26, https://silvair.com/media/filer_public/bb/31/bb31001d-7fb9-47a2-a60e-
144dbe6eef39/report_of_the_board_of directors_on_the_activities_of_the_silvair_group_and_silvair_inc_in_2
018.pdf.

195 See Greenberg Traurig (2018), ‘Greenberg Traurig advised Silvair, a US company, on its IPO on the Warsaw
Stock Exchange’ 31 July, https://www.gtlaw.com/en/news/2018/7/press-release/greenberg-traurig-advised-
silvair-a-us-company-on-its-ipo-on-the-warsaw-stock-exchange.
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7 Reasons for large firms not seeking to list and
drivers of the EU listing gap

Key messages

= Jt is widely acknowledged that there is a ‘listing gap’ in the EU, defined as the
difference between the actual number of listed firms and the number that could be
listed. Our analysis indicates that around 8,000 large companies (and up to 17,000)
in 14 EU member states are eligible to list but are not seeking to do so.

= Based on our analysis and interviews, large firms are not seeking a listing for the
following reasons, in order of importance: i) readily available private equity; ii) issues
around  control; iii) the relative attractiveness of debt markets;
iv) short-termism of public investors; and v) disclosure and reporting requirements.

= Some of the factors outside the direct control of regulators include the availability of
private equity, the relative attractiveness of debt, and (to some extent) agency costs.

= However, there are also factors under the direct control of regulators (including the
listing authorities), which include