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Section Transfers, Returns, Volatility, and Liquidity: Evidence from the Japanese Stock

Title Market
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Abstract of Thesis

For decades, companies list in stock exchanges to source capital, and finance expansion projects. Most
advanced stock exchanges have different sections, and each section has different listing requirements.
[t became common for companies to transfer tc a more regulated section, after their initial listing.
These voluntary transfers have some advantages, which concomitantly affect stocks’ returns, volatility,
and liquidity. This dissertation focusses on transfers and changes in stocks' trading fundamentals. In

the first Chapter, we discuss the motivation of the thesis.

Chapter two is based on the paper Abo (2021) published in the Journal of Finance and Investment Analysis

The paper documents the change in investor base, the impact on stocks’ prices, after a transfer. On
Janvary 1, 2013, Japan Exchange Group (JPX) was established, merging the business between Tokyo Stock
Exchange and Osaka Securities Exchange. Because merging involved some structural amendments in terms of
speed, the author uses a sample of 181 firms after the merging period: 2014-2019. The author uses an
event—study methodology, and OLS regression analysis to examine the relationship between the investor
base change, stocks’' abnormal returns, and trading activity. The results demonstrate that companies
having the largest positive shift in investor base experienced higher positive abnormal returns {(+
3.74%), and largest volumes gains. The author found no evidence of reversal in stocks’ prices increments,
inconsistent with the price-pressure hypothesis. The latter suggests that the increase in stock prices

caused by transfer to a more regulated seciion is likely te be permanent

Chapter three is based on the paper Abo (2021} published in the Studies in Economics and Finance. The
paper documents the long-term effects of section transfers on stocks’ return volatility. The study uses
firms that transferred to the JPX main sections, in which TSE 1 is the first section and TSE 2 is the
second section. The study computes panel regressions, controlling for fixed effects, day effects, and
macroeconomic factors., The author tests the findings’ robustness using GARCH estimates. The main
findings show that pre-transferred stocks sre more velatile than a henchmark sample of stocks, while
the transfer to a more regulated section leads to a gradual decrease in total daily return volatility

intraday volatility, and overnight return velatility.

Chapter four documents liquidity improvement, following transfer to a more regulated section. The study
uses trade execution costs as liquidity measures. Effective spread is used as proxy for stocks’

liquidity. The author decomposes the effective half spreads into realized spreads, and adverse selection
costs. DID event-study method and DID regression analysis are computed to examine the change in trade
execution costs (i.e., liquidity) after the transfer. We found that effective spreads narrow after the
transfer. Moreover, findings show that increase in overall liquidity results from the decline in realized

spreads, and adverse selection costs. In sum, section transfers improve stock’ s liquidity

Chapter five draws the conclusion of the entire dissertation and brings recommendstions for further

research on transfers to more regulated sections.
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W, HARTHIZEWT RIGEER R b L WTTSHHETICBEIT 5 Z L1280 | BITEROEMBAREIRICRD | FR
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BHDIRMEOTERRS L D ERDRIC R -2 Th DA REEZ R L T\ D,

WA TIE, B v a VBINC X Z2REMEOE(LE o LT 5, HEMEEZESA T Ly K, HERa 2~ EHA
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N, ZOMETIE, BINEOILRIZE D IESCENSEMN U CTEEEHENES /25 L L bz, FRSAC LY FEgEnEit
LCHEME T L2 THhD, EEZLND, WRIRa 2 M, HEREMREREFICE > TOFEE KM 508,
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