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Abstract

This paper concerns the effect of ownership comagoh and analyst following on market liquiditysidg a
unique panel of hand-collected data for Italiamfirfor the period 2002-2008, the results suggesdt (H
ownership concentration is negatively related tokealiquidity; (i) the number of studies carriedit by
financial analysts are positively related to markeuidity; (iii) ownership concentration have aaig
decreasing effect on liquidity when analyst follagiincrease . Thus, when high level of public infation

is available, liquidity decreases due to the higk of expropriation.
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1. Introduction

Recently the impact of corporate governance on etdiuidity became a very relevant
issue in market microstructure. Market liquidityfenees to the capability of an asset to be sold
without generating a significant impact on trangactosts and subsequently on the related trading
price. Recently Amihud and Mendelson (2008) ardwa tcompany’s securities are liquid to the
extent they can be traded quickly and at low cost’pther words an asset is liquid if market
participants can quickly negotiate it without redav transaction costs, which is a fundamental
concept within the financial community, given itgsgiive impact on both the micro aspect of the
firm value and the macro aspect of the entire ecoasystem. In terms of risk and returns of an
asset, when volatility is stationary then the expeéceturn required by investors is a monotonically
decreasing function of liquidity (Amihud and Mensteh 1986). Furthermore a lack of liquidity
around initial public offers or Seasoned Equityddifig, could increase transaction costs relevantly
(Butler, Grullon and Weston 2002).

Hence it is important to consider how corporateegnance influences the liquidity of an
asset. “Liquidity is what markets are all about’hifhud and Mendelson, 1980) which exhibits how
relevant is for secondary markets to provide hagrels of liquidity at lower cost. Furthermore, the
main debate comes from the effects caused by asymimméormation between different market
forces exercised by investors and market operdiyke, 1985), likewise the trade-off between
liquidity and firm control over its assets (Shleifend Vishny, 1986; Kahn and Winton, 1998;
Bolton and Von Tadden, 1998).

Market liquidity is influenced by various factod#e the magnitude of transaction costs,
market participants behaviour, assets charactsjstharket structure and level of transparency.
This is embedded within the corporate governassees, which opens up the main objective of
this study to analyse the relation between margatdity and corporate governance.

The need of avoiding value loss by firms manageils essential to discourage possible
speculation and arbitrage opportunities and atstme time maximise the firm value; this is why
corporate governance plays an interesting rolebfah academics and professionals. A very well
managed firm becomes very competitive with lowesta@d capital and more appetible to investors.
A good governance becomes the analogous of goadategn, which explains the good capital

structure of a firm as well.

1 An illiquid stock increases the expected returrmdeded together with its transaction costs (Brenaad
Subrahmanyam, 1996). Likewise a low market ligyidjenerates an increase in volatility implying aslan volume
traded.
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The objective of this study is to shed light on tekationship between corporate governance
and liquidity, by examining the direct effect of w&rship concentration on market liquidity and
how such relation is clouded by problems of trarspey and asymmetry information. The
information disclosure exercised by financial astdyis also analysed, as an efficient corporate
governance mechanism that contribute to improvesprarency and reducing asymmetry issues
between managers, shareholders and outside ingebtoadly this will implicitly decrease the cost
arising by agency issues and the real impactioretomomic value (Bebchuk, Cohen and Ferrell
2009, Bebchuck and Cohen 2005). The Italian maappears extremely interesting to analyse as
many frictions and inefficiencies have been recdrdgth a low protection for investors, with
several agencies problems mainly between who ¢®mrol and minority shareholders; the private
advantage of firm controlling is quite high in talvith a voting premium of 82%, compared to the
10% in USA and the 13% in UK (Zingales 1994).

Although the majority of the literature evidenche tmpact of corporate governance on firm
value, given the reduction of opportunistic behavso(agency costs) and the minimazation of the
cost of capital, only few alternative studies hatiewn how an efficient corporate governance has
positive impacts on liquidity (Chung et al 2010e&Varapu and Venkataraman 2006, Bacidore and
Sofianos 2002, Roulstone 2003). The corporate gavexe and market liquidity relationship has
been looked up mainly through a cross-country amal{fBacidore and Sofianos 2002, Brockman
and Chung 2003, Chung 2030yenerally showing a positive relationship betweemporate
governance and market liquidity; a lower level b&eholders protection exercised by a low level
of governance standards implies a lower liquiditge versa been true.

Few other studies focus on the role of internal mecsms of corporate governance that
influences market liquidity. Coffee (1991) well éits the role of institutional investors who
promote the positive relationship between corpogateernance and liquidity. Bhide (1993) finds a
less active control by shareholders when markeiidity of the firm is high. Chung et al (2010)
examine the direct relationship between corporatemance and market liquidity over a sample of
firms quoted on both the NYSE and NASDAQ); by usimgynthetic index (GIM-Index), the
authors find similar results to the previous litara, with governance positively related to liqtydi
given a better transparency and low level of asytnmeformation, implying lower agency costs.

Becht (1999) shows a negative relationship betwaenership and market liquidity in Germany

2 Eleswarapu and Venkataraman (2006) show how desntwith more efficient appraisal, higher accouitigh
standards, and political stability have higher lesemarket liquidity. Bacidore and Sofianos (2008)idence how
among firms quoted on the NYSE, these who are éacit the USA exhibit higher level of liquidity thahese located
outside the USA. Brockman and Chung (2003) showlainfinding among firms quoted on the Hong Kongkt
Exchange, with lower spreads and higher depthofoallfirms, compared to others located outside Hémikg.
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and Belgium. Works by Comerton-Forde and Rydge §2@hd Ginglinger and Hamon (2007)
show a negative relation in Australia and Francpeetively.

The role of financial analysts, considered as ameraal mechanism of corporate
governance, became very interesting to media,l&gisand academics, especially after the bubble
burst and then the default linked to the finansi@ndals, which had a very negative influence on
both firms and investors. Financial analysts playeey important role in disseminating sensitive
information by releasing financial reports thaulkcbamplify or reduce governance factors on
market liquidity (Atiase and Bamber 1994; Imhoftldrobo 1992; Marquardt and Wiedman 1998).

Works like Shleifer and Vishny (1997) suggest thiatis important to deepen the
complementarity between governance instrumentsetohfmanagerial implications capable of
explaining very complex economic, as previous walkgported the idea that different governance
factors were substitute; only a single instrumant the best in terms of idiosyncratic characterist
of the firm among the other, could not solve aggmoplems (Becht et al. 2002).

The paper is organized as follows. Section 2 dessrbackground and hypothesis. Section 3
illustrates context of analysis and data. Sectidegtcribes methodology and variables used. Section
5 and 6 report descriptive and general resultsti@e& shows further robustness tests. The

conclusions follow in Section 8.
2. Market Liquidity, Corporate Governance and the role of Financial Analysts

Literature on market microstructure faces primis issues on how to measure market
liquidity and its determinants, and generally tmepgical research prefers analysing transaction
costs as, when they are quite high, they could teaal lack of liquidity. Amihud and Mendelson
(1986) consider liquidity as the cost for transatsi to take place and the bid-ask spread represents
the most natural way of expressing such a cost. fgrmaost of the empirical works thed-ask
spreadis used as the best proxy to explain the conceptavket liquidity (Demsetz 1968, Stoll
1978, Mclnish and Wood 1992, Aitken and Frino 1986ung 2010). The most relevant outcome
shows higher liquidity around lower spreads implyilower transaction costs, determined by
several factors; usually the latter is represetgdarder processing, adverse selection caused by
information asymmetry and inventory holding cosisdd on different market structures.

Adverse selection costs are the most relevant mniggluence Bid-Ask Spread (Kyle 1985,
Easley and O’Hara 1987, Bias et al. 2005), givengresence of private informed traders in the
market. Given the firm dimension, price sensitw®imation degree and market transparency, both
insider ownership (Glosten and Harris, 1988) aathtility (Copeland and Galai, 1983) are the

most common proxies to measure adverse selection.



Looking at the Italian Market, the asymmetry infation well amplifies the gravity of value
expropriation and opportunism, increasing the agessues and remarking the role of corporate
governance as an important determinant of margeidity.

In general, the Iltalian economy is predominantlyeduby banks, and in terms of
governance, the most common model is charactebyedhigh and stable concentration in equities
(this is the reason for Italian firms been call@dgrese padronali” or master firms). The presence
of institutional investors and financial intermeatks is almost nil within the ownership structure,
and the market efficiency lacks of high level ajuidity and efficiency compared to the most
relevant markets worldwide. It seems that probleofisgovernancemainly arise from the
relationship between the privileged shareholdexs thae liquidity traders, rather than managerial
greedyness that agency theory is based on. Cor2@04d)(argues that the lower levels of market
competitiveness and efficiency shown by the Itah@arket has been caused by the inefficiency of
the institutional policies inherent to the markgusture, rather than either firms productivity or
inefficiency ran by Italian Stock Exchange (Borsaidna). In simple terms, governance problems
and market inefficiency stem from a scarce attentd management towards the most relevant
governance principles, obfuscating the perceptfomhat quoted firms could actually see in a much
more transparent market, hardening the accesstm#lrket and increasing transaction costs as a
final effect.

Based on the above concerns, this paper shows btier lcorporate governance standards
address issues in liquidity, and channels more etaficiency as a resdltThe main contribution
is explained by the hypotheses reported on table 1.

Table 1 — Hypotheses

Variable Hypotheses Expected Sign

H.1. - High level of ownership (OWN), associated with
bigger level of asymmetry information could cad
opportunism against minor investors, and loweritigy
as a consequence.

%egative effect on market
Iquidity with a positive Bid-As
Squidity with itive Bid-Ask
spread parameter.

Ownership

H.2 - While the number of analysts’ repo t?’ositive effect on  markat
(REPORT_AF) increases, throughout a reduction| in ™ . . X :
liquidity with negative bid-ask

asymmetry information, market liquidity increases
o) Spread parameter.
significantly.

Analyst following

(D

H.3. — Whether REPORT_AF increases, reducing |tiR®sitive effect of this interactiop
level of asymmetry information, implyes arbetween ownership and market
improvement in governance, slightly diminishing thiquidity, with negative bid-Ask
negative effect of ownership on liquidity. 1 spread parameter.

Interaction between
ownership and
Analyst following

% It is well known that a positive relationship esisbetween market efficiency and liquidity, henéecarporate
governance positively influences market liquidityen it will corroborate the market efficiency aslw
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The influence exercised by corporate governanciqoidity is direcf, as the instruments
used to reduce problems of opportunism are coe@lad themarket liquidity a higher degree of
opportunism between stakeholders, leads to lowldeneliquidity. These issues are mainly caused
by the presence of conflicts of interests betwesgd shareholders and minority shareholders
(liquidity traders), and to address it, the peragat of voting rights by large shareholders is
considered to measure the loss experienced by iyirgltareholders. Large shareholder could
possess private information that explaauverse selection problen&rossman and Stiglitz, 1980;
Glosten and Milgrom, 1985; Kyle, 1985; Easley anti#a, 1987). This opens the debate on
whether insider trading could be detected and eliminated, as it is detrtaleto the firm’'s
reputation and decreasesarket liquidityas the major result. In general, public informextérs,
well known as liquidity traders (minority shareheid), are not willing to pay the cost of adverse
selection caused by the presence of informed tsadand will demand higher spreads to
compensate the risk of trading with large sharedrsidHeflin and Shaw 2000). Demsetz (1968) is
the first to empirically show that an increase riading size increases market liquidity, hence the
higher the percentage of stocks owned by a simgkestor, the lower is the number of shares traded
among the other market participants, implying adovevel of liquidity (Merton, 1987; Schwartz
and Shapiro, 1992).

Numerous studies have examined the impact of owipesdructure on liquidity around the
common law countries where protection versus simnakstors is quite high (Heflin and Shaw
2000, Chiang and Venkatesh 1988, Naes 2004, Comédftwde and Rydge 2006), while very few
studies have been conducted amomng law countries where opportunism plays the majoritg rol
(Ginglinger Hamon, 2007). Although this relationsietween ownership structure and market
liquidity is extremely complék in general, the higher is the monopoly exerciseda trader, the
lower is the probability that the firm acts on thleareholders interest (Heflin and Shaw 2000),
especially when trades take place in a low levepuiftection environment, generating higher
transaction costsH(1.).

This hypothesis stems from informational probleimat tstrongly influence the ownership.

The ownership effect on market liquidity is dirgotionnected to information, as a high ownership

* Corporate governance meets the need of proteaihghe procedures to appraise the firm from atitisi of
expropriation during possible market inefficien@used by agency costs and asymmetry information.
> As suggested bRRubin (2007, p.220),he adverse selection hypothesis posits that whiemnied shareholders
possess superior information compared to outsiderediolders, an information asymmetry arises, whieuces
liquidity. The trading hypothesis posits that when invedians over their portfolio more often, transactions
costs are reduced, which increases liquidity
® On one side large shareholder have both the Bitarel dealing power to monitorate managementvieiéng in the
event of scarce performance and risks arising fappraisals; on the other side opportunism probleet&een large
and small shareholders could conduct to the exjatpn of value and scarce performance (Zattoni6200
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implies the reduction of public information on oside, and the higher level of private information
exercised by the large shareholder on the otheg, dehding to an increase in asymmetry
information.

A further issue that influences market liquidgyknown as analyst following, which can be
seen as a proxy of asymmetry information. Resuitsvsthe role of an analyst following has a
positive impact on liquidity (Atiase and Bamber,949 Imhoff and Lobo 1992; Marquardt and
Wiedman, 1998Roulstone 2003). In particular, market liquidity irfluenced by the quality of
information disclosed related to firms. The higlsethe number of financial reports disclosed to the
public the smaller is the asymmetry informations tbuggests that the number of financial reports
could be used as a proxy for public informationn€suently a positive relation between the role
played by financial analysts and market liquidisyexpected especially in the Italian context,
given specific and strict policies that rule divafign of information into the marketThis makes
possible the access to a large number of releushiiigqpinformation, and exhibits the uniqueness of
the Italian system compared to the United State&noérica, where reports are not made instantly
available to investof's

In general, the presence of these analyst followagable of improving quantity and quality
of information available to investors, means highguidity as a consequence of lower adverse
selection costs. Hence the second hypothesis asstiraka higher number of financial reports

reduces adverse selection and increases markgtitiq(H.2).

Financial analysts go beyond the direct effect ankeat liquidity, as it seems that they could
also ease the relation between corporate goverrartcéquidity (Roulstone 2003). In other words,
ownership issues on liquidity could result from msyetry information; Attig et al (2006) and
Ginglinger and Hamon (2007) found a low market ililily on these firms with high ownership
issues caused by large shareholders damaging shmiéholders; in this context the financial
reports disclosed to the public by financial an@lyplay the important role of moderation
mentioned. This paper extends these findings sisgigests a possible role of moderation exercised
by the analyst following, with the end result shogvinigher level of market liquidity given the
negligible opportunism behaviour by large shareéold

Rubin (2007) evidences how adverse selection dérora the chances belonging to large
shareholders in taking advantage of their privitegdormation conditional to the level of public

information disclosed by financial analysts. Routgt (2003) argues that the role of these analysts

"In ltaly it is mandatory the disclousure of aletreport concerning analysis on firm value abaied firms provided
by financial institutions (De Vincentiis 2009).

8 In America financial analysts could be possiblythgaing private information too a small number ofrket
participants, then holding an advantage when ttadin
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as information providers is a determinant of goaese and becomes critical in reducing
asymmetry information around high levels of disales hence high disclosure has a positive
impact on governance, given the role played byyshdbllowing, reducing issues of opportunism
and adverse selection, with higher liquidity asfthal outcome.

This is why the paper investigates the ownershgcebn liquidity, conditioned by the level
of public information released by financial anatysto do so it is necessary to build an interaction
variable analyst followingversus ownership concentration. A negative relatign between

liquidity and the interaction between analyst faellog and ownership concentratioil.8.)

3. Institutional Details and Data Analysis

This empirical work is based on a database colfenotanually by aggregating ownership
data with the reports created by financial analgsis liquidity variables for the Blue Chip segment
of the Mercato Telematico Azionario (MTA) of Borkalia for the years range 2002-2008.

After the MTA segmentation based on market capigion on the ® of April 2001, which
mainly includes the Blue Chip high cap stocks, $1AR stock8 with a capitalisation that ranges
from 40 million to 1 billion Euro and Ordinary. Wé the Blue Chip and Ordinary markets are
continuous limit order driven systems, giving pripggority and then time priority, the STAR
segment is a quote driven market given the presehaespecialist who aims to improve liquidity
by matching the best quotes especially when stackdliquid.

After several analysis conducted on the Italian ke@r“anomalous” volatility appears
during particular times of the year (Amihud et 4§90 and Barone, 1990). Pagano and Roell
(1990), and Zingales (1994) show how higher ligyidould not influences the difference between
ordinary and preferred stocks prices, but oncepthate benefits of control are introduced thes thi
difference significantly shows the advantage ofséherivate informed traders. Palmucci (2005),
Frino et al (2008) and Perotti and Rindi (2010yfthat the liquidity of quoted driven stocks on the
STAR segment is higher than the other segmentsasedntrol.

Information on both ownership structure and corf@igovernance have been retrieved by
the Consolf webpage. Information on financial analysts havenbestrieved manually by looking
at the Firms Study section available on the Botaliaha website. Hence it could be possible

getting the number of financial analysts and thatiree number of firms reports. Reports not

° The STAR stocks respond to very strict rules apoeate governance in terms of liquidity and tramspcy.

10 gpecifically the “Societa’ Quotate” section of Barltaliana website has been consulted to getriwftion on
ownership structure.

™ In the Italian context there are not databasesIBES, largely used in the USA.



containing the firms appraisal by financial anadybive been excluded. Cervellati et al (2007)
show that information on financial analysts actestare the most accurate. Share price, bid and ask
prices for the relative spread measure used asxy @f liquidity, number of shares issued have
been obtained by datastream. Volume and size hese tmanually downloaded by the Historical
Stats section of the Borsa Italiana webpage. BankisEnsurance companies have been excluded
given the difference in governance policies (VoJ@002), together with firms who had missing

values on liquidity. There is a total of 51 firmghwa timeframe that goes from 2002 to 2008.

4. Empirical Model And Variables Used
The main objective is to check the fundamental tieata between ownership, analyst

following and liquidity by using the following ecometric model:
Market liquidity = f (ownership, analyst followingpntrol variables) [1]
The equation [1] varies according to the hypoth&sibe tested. Appendix 1 describes the
explanatory variables used in the econometric madelthe data source used.

4.1 Dependent Variable
Given the difficulty in measuring the exogenousiaale liquidity (Baker 1996), this paper

uses relative spread as proxy for market liquid#yfollowing:
Market liquidity = 2*(ASK;; — BID;)/(ASK;: +BID;)

Where ASK; is the best selling price for stock j at time hile BID;; is the best purchasing
price for the same stock j at time t (bid). Studike Acker, Stalker and Tonks (2002) look at
Relative Spreads around earning announcementsdaiilyabasis, but only one value per year that
comes out by cross averaging them is needed for thisgpaper is aiming to find out.

4.2 Independent Variables
Explanatory variables refer mainly to both the lew¢ ownership and the level of

asymmetry information measured throughout the ebEnalysts following.

The variable OWN represents the percentage of gotights exercised by large
shareholders; the higher this percentage is theehig the probability that the shareholder trading
activities will be detrimental to liquidity tradeggven the expropriation process exercised by. To
examine the role of the analyst following in promhgc public information, the variable
REPORT_AF has been adopted. It is the ratio betwkemumber of a firm’s reports disclosed
versus the number of financial analysts who wornktfi@ same firm; the higher is the number of
reports released the higher will be the publicrimfation available to all investors, the lower viaé
the level of asymmetry information caused by thwilege of large shareholders. Lastly, the

interaction variable OWN * REPORT_AF is used toeassswhether the disclosure of public
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information by analysts following moderates the awoip of ownership concentration, as best
representative of governance, on market liquiditgnce, the objective is to see whether the relation
between liquidity and OWN is influenced by the ebte REPORT_AF.

As relevant determinants of the bid-ask spreadabbas like LN_SIZE, which is measured
by taking the natural logarithm of the firms totadtive, the volatility of returns, and LN_VOL,
which is the natural logarithm of volume tradedtk&n and Frino, 1996; Rubin, 2007; Ginglinger
and Hamon; 2007). To control for the internal mexdms of governance, the variable
D_FAMILY, which is explained by the identity of thdtimate shareholder, has been taken into

consideration.

5. Descriptive Statistics
Table 2 shows descriptive statistics of the sangplalysed. The mean relative spread is

0.33% with a max of value of 3.55%. In averageléinge shareholder who invests in the Blue Chip
sector has a voting rights percentage (OWN) higien the 40%, with a mode value beyond 90%,
showing the high level of ownership concentratiortihie Italian context, signalling a high risk of

expropriation detrimental to liquidity traders.

Table 2 — Descriptive Statistics
The mean, median, minimum, maximum, and standavéhtien for relative spread, own, report_af, In_viol_size,
volatility, and d_family are reported for the petip002 — 2008.

(2) ®3) (4) (15) ()

VARIABLES Mean Stand.Dev. Min Median Max
RELATIVE SPREAD .003 .003 .0004 .0023 .035
OWN 430 172 .0302 499 911
REPORT_AF 3.231 1.281 1 3.166 8.769
LN_VOL 7.135 1.048 4,738 7.031 9.825
LN_SIZE 15.301 1.29046 12.56447 15.172 18.66226
VOLATILITY (%) 26.25 13.53 .587 22.84 158.51
D_FAMILY .465 499 0 0 1

This explains the major issue brought by potemgdortunism effects caused by conflict of
interests between large shareholders and liquidsiyers (minority shareholders). Data relative to
the REPORT_AF show an average of 3.23 reportsasiedl by analysts following, with a max of
about 9 disclosures per analyst. Furthermore, t@bkhows a symmetric distribution of both
LN_VOL and LN_SIZE, while volatility shows abnormabservations pushing the mean to higher

levels than normality.
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Table 3 shows the correlation matrix between a#l trariables here analysed, where
multicollinearity is quite negligible. Tests of fance Inflactor Factor (VIF), not reported, exhibit
the marginality of all the correlation parametewshich does not bias the statistic significance of
results produced by using this sample.

Table 3 — Correlation Matrix

Correlation between relative spread, own, reporinafiol, In_size, volatility, and d_family are m@ped. (*) indicates a
level of significance lower than 5%.

1 2 3 4 5 6 7
1 RELATIVE SPREAD 1.00
2 OWN 0.06 1.00
3 REPORT_AF -0.19* -0.13* 1.00
4 LN_VOL -0.18* -0.33* 0.38* 1.00
5 LN_SIZE 0.0038 -0.29* 0.25* 0.40* 1.00
6 VOLATILITY 0.24* -0.03 -010 0.01 -0.31* 1.00
7 D_FAMILY 0.01 0.22* 0.07 -0.16* -0.23* 0.02 1.00

[o2]

. Regressions Results
The econometric model uses panel regressions Wil effects only as supported by the

Hausman test. Table 4 exhibits parameters estingtior 5 models used to test the three
hypotheses above mentioned. The first model evietere significantly positive relationship
between ownership concentration and relative spnehath is coherent with the related literature,
and confirms that an increase of shares ownedrgg Ishareholder implies an increase in spreads
with lower levels of liquidity. The second modebkpends to the second hypothesis by showing a
negative relationship between REPORT_AF and spmehith explains that the correspondent to
an increase in numbers of reports disclosed byfittencial analyst is a better level of public
information that improves market liquidity.

It is possible to argue that to an increasing nundfereports corresponds a decrease in
spread which implies an increase in liquidity; tiesalso confirmed by the third model which
involves the synergy between OWN and REPORT_AF.
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Table 4 — Regressions Results

Fixed-effect panel regression results with relatpeead as dependent variable. Own, report_afolnlwv_size, volatility,

described in appendix 1. Standard error clustemsbare reported in brackets.

and d_family are the expédory variables, also

Model 4 Model 4 Model 5
Model 1 Model 2 Model 3 Sub-group 1 — High Sub-group 2 — Low (interactions)
VARIABLES REPORT_AF (>50%) REPORT_AF (<50%)
OWN 0.0132*** 0.0135*** 0.0157*** -0.0003 0.0108*
(0.003) (0.003) (0.004) (0.004) (0.006)
REPORT_AF -0.0011*** -0.0011*** -0.0016*** -0.0002 -0.0014**
(0.000) (0.000) (0.001) (0.000) (0.001)
OWN * REPORT_AF 0.0035*
(0.002)
LN_VOL -0.0025*** -0.0026*** -0.0024*** -0.0016* -0.0035** -0.0024***
(0.000) (0.000) (0.000) (0.001) (0.000) (0.000)
LN_SIZE -0.0016 -0.0011 -0.0012 -0.0044** 0.0014* -0.0013
(0.001) (0.001) (0.001) (0.002) (0.001) (0.001)
VOLATILITA’ 0.0002*** 0.0001*** 0.0001*** 0.0001*** 0.0001*** 0.0001***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
D_FAMILY 0.0018 0.0001 0.0017 0.0033 -0.0008 0.0018
(0.002) (0.002) (0.002) (0.003) (0.002) (0.002)
COSTANTE 0.0351** 0.0390*** 0.0325** 0.0787** 0.0044 0.0356*
(0.014) (0.015) (0.014) (0.031) (0.012) (0.015)
# Observations 254 251 251 120 131 251
F-statistic 22.46%** 22.46%** 16.06*** 7.615%** 23.37*** 21.18***
Hausman Test: Fixed vs Random 52.90%*** 52.74%** 69.77*** 64.84***
R? 0.348 0.352 0.412 0.364 0.612 0.470

(*), (**) and (***) indicates statistic significare at the level of 10%, 5% and 1% respectively.
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Results from the first 3 columns help to see thes@nce of a moderation effect by
REPORT_AF on the relation between ownership comagah and market liquidity. Indeed, two
methods have been used to test the third hypothHsesfirst based on a sub-groups analysis, while
the second involves the interaction OWN *R EPORF. Model 4 in table 4 shows the first
method, where two sub-groups have been createdtioorad to the median of REPORT_AF; the
sub-groups with values above the median of REPORT characterise high level of public
information disclosure, while sub-groups with vadewer than REPORT_AF characterise low
levels of public information disclosure. It is inésting to note that the variable OWN is significan
only for the sub-groups with a REPORT _AF highentttze median. This means that whenever the
financial analysts provide public information inthe market, the ownership concentration
positively influences liquidity by reducing the a&lve spread.

The sub-group analysis has the only issue of lgogumality of the results produced on the
moderation effect explained above, given it is dase transforming continuous variables in
dummy variables, which appears to discriminatetehgsof data within the sample used. This led to
take the decision of using the interaction betw®encontinuous variables (OWN * REPORT_AF)
in model 5, to verify whether the positive impattoalysts following on liquidity eases problems
of expropriations. Figure 1 gives an immediate rimtetation of the interaction effect, by showing

the relation between relative spread and OWN & reiht levels of REPORT_AF.
Figure 1 — Marginal Effect of OWN on RELATIVE SPRE different levels of REPORT_AF.

0

Marginal Effect of OWN on Liquidity

REPORT_AF

Marginal Effect — ————- upper
————— lower

—— 95% Confidence Intervals
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Firstly, model 5 results exhibit a significantly gitive value of the variable OWN *
REPORT_AF, which suggests that an increase numberports disclosed by analysts amplifies
the positive effect of ownership on relative spreadrsening the market liquidity. This role done
by analysts following on liquidity is not only uniabto decrease liquidity given the high risk of
expropriation for liquidity traders, but also shothe role of large shareholders is predominant in
influencing liquidity, given they possess high qsbf participation in the decision making process
and they react to an increase of public infornrmabg decreasing the management transparency to
preserve their privilege, threatening liquidity.

Hence the increase of public information done by #malysts following attempting to
reduce asymmetry information implies an increas@wmership concentration, as an attempt to
protect the power of large investors to influenc@nagement, ending on a lower market liquidity.
Among all the regressions, parameters for LN_VON_BIZE and VOLATILITY have signs
consistent with the related literature (i.e. Rub@®7; Ginglinger and Hamon, 2007).

7. Robustness Tests
The general results show that liquidity is negdyivelated to the risk of expropriation by

ownership concentration, and positively relatedtite number of reports disclosed by analysts
following. This section aims to deepen the conaisgeof these regressions results, to further
understand the impact of corporate governance quidity and market efficiency, as reported in
table 5.
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Table 5 — Robusteness Tests
Fixed-effect panel regression results with relatpeead as dependent variable. Own, report_afoln v _size, volatility, and d_family are the explatory variables, also
described in appendix 1. Standard error clustensbare reported in brackets.

(1)

OWN. replaced OWN. replaced
with DIFF from  with D_CONT

(2)

3)

REPORT_AF model 3 in table 4 with Exclusion of the 1° and

replaced with time lagged (at t-1).

(4)

()

(6)

LEVERAGE;

REPORT_AF

(7) (8)

REPORT_AF

99° percentile of all the FIXED_ASSET_RATIO; replaced with AF together with AF

model 3 —table = SHAR from REPORT_AF2 variables from model 3 ROA included in the in model 3 — in model 3 —
4, model 3 — table from model 3 — — table 4. model 3 — table 4. table 4. table 4.
VARIABLES 4, table 4.
OWN 0.0136*** 0.0019** 0.0040* 0.0124*** 0.0139*** 0135***
(0.003) (0.001) (0.003) (0.003) (0.003) (0.003)
DIFF 0.0090***
(0.002)
D_CONT.SHAR 0.0053***
(0.0012)
REPORT_AF -0.0011*** -0.0011*** -0.0003*** -0.0010*** -0.001D*** -0.001.3***
(0.000) (0.002) (0.000) (0.000) (0.000) (0.000)
REPORT_AF2 -0.0154***
(0.004)
AF 0.0002*** 0.0003***
(0.000) (0.000)
# Observations 250 251 251 215 222 236 254 251
F-statistic 16.45*** 23.35%** 23.33*** 24.96*** 27.61%** 18.48*** 23.12%** 27.79%*
:f‘(‘;i”\‘/";‘”gjﬁg om  69.16% 66.47*+ 37.30%+ 35.98% 57.15% 75.52% % 36.55%+ 50.82%*
R? within 0.423 0.287 0.405 0.537 0.483 0.475 0.399 0.482

(*), (**) and (***) indicates statistic significare at the level of 10%, 5% and 1% respectively.
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The first column of table 5 shows a replacemer®@WIN with the variable DIFF, calculated
as the difference between the voting rights of thain shareholder (blockholder) with the
secondary one. Bennedsen and Wolfenzon (2000),Bdoch and Hege (2001) show that an
increase in shares owned by blockholders leadgyteehchances of formation of particular control
coalitions who represents only a small percentagéh® ownership structure, implying higher
chances of expropriation by large shareholdersnaganinority shareholders. Furthermore, the
second column of table 5 exhibits the dummy cohltiglshareholders variable (D_CONT.SHAR)
replaces the variable OWN, which takes value ifHewthe shareholder owns more than 30% of
shares, signalling the presence of a blockholdtr abexercising a huge influence on the firm’'s
management (Zattoni and Minichilli, 2009). Simiker OWN, both DIFF and D_CONT.SHAR
show a significantly positive coefficient, whichdicates that an increase of the distance between
blockholders and second shareholders, or in theepoe of a “strong” shareholder, the bid-ask
spread increases significantly reducing market idiggt In other terms, the presence of
discretionary traders, who are in control on theafand having market power, reduces the liquidity.

The third column shows the role of financial aneythrough REPORT_AF2, a variable
alternative to REPORT_AF, as it is calculatedrasratio between the number of reports produced
versus the firm total assets. In this way it isqiiole to check whether the number of reports is a
function of the firms size. Results are confirmivgat has been evidenced by the general model
shown in table 4.

To address possible problems of endogeneity, thehif@olumn shows results by lagging all
the independent variables, and the coefficients @¥N and REPORT_AF are positive and
negative respectively, consistent with the previ@ssilts. To absorb the impact of possible outliers
the fifth column shows winsoring results by exchgliboth the 1% and 99% percentile of all the
variables in consideration, showing similar restdtshe previous ones. Finally, in the sixth column
appear variables that measure the firm specifibfadike leverage, fixed asset ratio and retums o
assets (ROA); and they do not influence the sigh significance of the variables REPORT_AF
and OWN.

Rather than using the number of reports, the l&stdolumns of table 5 show results by
using the number of analysts following (AF); whée tatter increases so does the relative bid-ask
spread, implying a decrease in market liquidityisTis showing an opposite trend to the one
obtained by using REPORT_AF.

The majority of literature assigns a positive rate the public information release by
financial analysts on market liquidifAtiase and Bamber 1994; Imhoff and Lobo 1992; Margt
and Wiedman 1998; Roulstone 2003). In the Italiamtext the variable REPORT_AF explains that
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high levels of public information available induttebetter market liquidity given less asymmetry
information and consequently lower spreads. At ¢batrary, some previous studies argue that
financial analysts actually provide private infotioa (Easley, O'Hara and Paperman 1998; Chung,
et al 1995), leading to an augmentation of adveesection costs, hence damaging market liquidity;
under this point of view then the number of finahcanalysts (AF) has a negative impact on
liquidity and market efficiency. Chung et al (19%gues that financial analysts could prefer to
chase up firms with high level of asymmetry infotioa, and gaining commission fees paid by
private investors to receive privileged informattbat will not be publicly discloséd

As a conclusion, the simplicity of the variable AB a proxy for the existence of private
information gathering into the market shows a défeé scenario versus the one that adopts the
variable REPORT _AF which states the importancéefrtumber of reports released by the analysts
following; this offers two distinct outcomes as entribution to the related literature. In the last
columns of table 5, the inclusion of both AF andFRIRT_AF does not show any significant

changes among the two coefficients as previoushgte

8. Conclusions

Liquidity seen as the capability of realising trad lower costs of transaction with positive
impact on prices, is an extremely important attebior secondary markets, not just for what has
been mentioned in the related literature (Amihud Btendelson 1980 and 2008 ) but also based on
the recent global financial crisis. Market liquiditas been the under the attention of managers not
only because of its power of influencing the cdstapital and investments decisions, but also for
the implications on portfolio allocations choiceg investors who are more interested to liquid
assets.

Compared to most US studies, this paper offersastimg keys by empirically investigating
the relation between governance and liquidity. Bpedly, the relationship between risk of
expropriation and market liquidity has been invgaied, in a context characterised by a high level
of ownership concentration. The percentage of shanned by large investors has been used as a
proxy for the risk of expropriation, given that the powddrinfluencing the investment choices
depends essentially by the equity structure; theenttoe shareholder possesses the more the firm
ends up being influenced in taking decisions onrtbehalf, damaging the interests of small

investors. Preliminary results show that an in@eas shares proportion held by large shareholders

12 Chung et al (1995) affirm that the financial arstdychoose to follow firms with high asymmetry inf@tion issues;
hence the market maker sees the presence of thasstafollowing as detrimental for the market aedd to post
higher spreads consequently.
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leads to an increase in spreads, reducing the Evkduidity associated. Based on the level of
ownership concentration, the role of blockholdaersery interesting, as it is shown that the lower
the distance between shares owned by large ingeétwain blockholders) and shares owned by
secondary investors (minor blockholders), has atingimpact on spreads, leading to higher levels
of market liquidity. In other terms, the presendeasecond blockholder has a positive influence
given it tends to decrease the opportunism prattigdarge shareholders.

The second aspect of tests conducted relates toldef information provided by analysts
following, and its impact on liquidity by lookingtathe relationship between ownership
concentration and liquidity. The number of repdR&EPORT _AF) produced by financial analysts is
the most significant proxy for asymmetry informatidn general, the higher this number is the
more public information is available, the lowertle level asymmetry information associated,
presenting lower spreads and better levels liquidit

Stemming from the notion of analyst following, & interesting to highlight the different
outcomes when just the number of analysts followWiig) is taken into account; a negative impact
on market liquidity is reported when AF increasBsis is a demonstration that REPORT_AF and
AF are not showing contrasting results, but they sitowing two different aspects, as the first
variable represent the best proxy for public infation gathering, while the second variable
measures a different phenomena, where large sHdesboacquire privileged information from
financial analysts (Chung et al 1995), negativehpacting on the market. Furthermore, it is
possible that a high number of AF concerning a faire not capable of providing sufficient
information to reduce asymmetry information betwéesider and outsider, given the well know
issuer caused by the free riding process exertigaxther informed traders. Hence it is the number
of financial reports (REPORT_AF) provided that prods public information, increasing market
transparency and liquidity by reducing levels oframetry information.

The last test deepens the knowledge about the ingpalse number of reports disclosed on
the relation between ownership concentration agdidity. The level of asymmetry information
conditions the relation between firm control arglldity; in particular it is found that more public
information disclosed amplifies problems of illigity given the high risk of expropriation. Hence
the attempt of analysts following in providing inmfeation about the quality of managerial choices
to improve market liquidity, leads to an increask tlle ownership concentration by large
shareholders who attempt to protect their own poteecontrol management, with a negative
impact on liquidity.

On one hand, an increase of public information lalée evidences the opportunistic

behaviour of large shareholders, causing all irrssto get away from the market, resulting in a
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penalty for liquidity; on the other hand, the lowerel of asymmetry information reduces the
private benefits of large shareholders, who inrretattempt of maintaining both their power to
influence the management, and their own discrelityria increase the management opagueness to
the public.

This paper shows a positive relationship betweeparate governance and market liquidity.
More attention paid toward the main proceduresasiegnance guaranties a higher level of market
liquidity, with positive repercussions on the eatiinancial system. Although there are forces
exercised by these parties who detain firms corinol unwilling to loosen their position, it seems
emerging the need of institutional organs to irgetvin reducing adverse selection costs, by
imposing instruments of corporate governance thetinnmise potential expropriation damaging
small investors and the market in general. Thiggesty an improvement of corporate governance
standards in the Italian context could lead to eebigment of a more efficient, transparent and
competitive market globally recognised.

These findings stimulate the need to further ingast issues on the number of reports and
the number of financial analysts who produce thém.particular, it seems that the public
information coming out from reports disclosure ldoteduce asymmetry information and market
frictions. On the contrary, the only attention lgeipaid to just the number of financial analysts
shows the gathering of private information upon oussions payments made to the financial
analysts by potentially large shareholders who alve a privilege damaging liquidity. Hence more
analysis should be pursued about the quality afrin&tion offered by financial analysts, their
reputation and degree of consensus within varieperts disclosed (Cervellati et al, 2007; De
Vincentiis, 2009; Bonini et al 2010). In realitynéincial analysts are often accused of providing
both misleading information on forecasts and recemsiations on purchasing/selling hot shares.
More should be investigated on the role of largareholders within the Italian context, with a low
level of protection for liquidity traders and a higwnership concentration that are harmful to
liquidity; this is arguable by looking at the regge to asymmetry reduction with more opportunism

behaviour, amplifying the negative effect to maidieidity.

References

ACKERD., STALKER M., TONKSI. (2002), “Daily closing inside spreads and traduolumes around
earnings announcementgqurnal of Business Finance & Accounti2g(9/10), 1149-1179.

AITKEN M., FRINO A. (1996), “The determinant of market bid ask spieon the Autralian stock
exchange: cross-sectional analys&stécounting and Finange6(1), 51-63.

AMIHUD Y., MENDELSON H. (1980), “Dealership market: market-making withrentory”, Journal
of Financial Economics8, 31-53.

19



AMIHUD Y., MENDELSON H. (2008), “Liquidity, the value of the firm andmporate finance”,
Journal of Applied Corporate Financ20(2), 32-45.

AMIHUD, Y. MENDELSON H. (1986), “Asset pricing and the bid-ask sprealditirnal of Financial
Economics;17, 223-249.

AMIHUD Y., MENDELSON H., MURGIA M. (1990), “Stock market microstructure and return
volatility: evidence from Italy” Journal of Banking and Finangcé&4(2-3), 423-440.

ANoOLLI M. (2001),Elementi di Economia del Mercato Mobiliare. Struste Liquidita del Mercato
Azionariq Il Mulino.

ATIASE R.K., BAMBER L.S. (1994), “Trading volume reactions to annuetaunting earnings
announcementsJournal of Accounting & Economic7(3), 309-329.

ATTIG N., FONG W.M., GabHOUM Y., LANG L. (2006), “Effects of large shareholding on
information asymmetry and stock liquidityJpurnal of Banking and Financ&0(10), 2875-
2892.

BACIDORE J.M., SOFIANOS G. (2002), “Liquidity provision and specialist diag in NYSE- listed
non- U.S. stocks”Journal of Financial Economi¢c$3, 113-158.

BAKER, H. K. (1996), “Trading location and liquidity: Aanalysis of U.S. dealer and agency
markets for common stockFjnancial Markets, Institutions & Instrumensg4), 1-51.

BARONE, E. (1990), “The Italian stock marketfpurnal of Banking & Finangel4(2/3), 483-510.

BEBCHUK L. A., COHEN A. (2005), “The costs of entrenched board3burnal of Financial
Economicsy/8(2), 409-433.

BEBCHUK L., COHEN A., FERRELL A. (2009), “What matters in corporate governanteReview of
Financial Studies22(2), 783-827.

BECHT M. (1999), “European corporate governance: tradoff liquidity against control”,
European Economic Reviek3(4-6), 1071-1083.

BECHT M., BOLTON P., ROELL A. (2002), “Corporate governance and contr&tfBER Working
PaperN. 9371.

BENNEDSEN M., WOLFENZON D. (2000), “The balance of power in closely helnrporations”,
Journal of Financial Economic$8, 113-139.

BHIDE A. (1993), “ The hidden costs of stock market idity”, Journal of Financial Economics,
34, 31-51.

Biais B., GLOSTENL., SPLATT C.S. (2005), “Market microstructure: a survey atmfoundations,
empirical results, and policy implicationsfpurnal of Financial Markets8, 217-264.

BLocH F., HEGE U. (2001), “Multiple shareholders and control a@sis”, working paper
GREQAM.

BoLTON P., VON THADDEN E. L. (1998), “Blocks, liquidity, and corporate reml”, Journal of
Finance 53(1), 1-25.

BONINI S. ZANETTI L., BIANCHINI R., S\Lvi A. (2010), “Target price accuracy in equity reshar
Journal of Business, Finance and Accountifgrthcoming.

BRENNAN M.J., SUBRAHMANYAM A. (1996), “Market microstructure and asset pugcion the
compensation for illiquidity in stock returnsipurnal of Financial Economicl, 441-464.

BROCKMAN P. CHUNG D.Y. (2003), “Investor protection and firm liquigli, Journal of Finance
58(2), 921-938.

BUTLER A.W., GRULLON G. WESTON J.P. (2005), “Stock market liquidity and the costissuing
equity”, Journal of Financial and Quantitative Analys#0 ( 2), 331-348.

CERVELLATI E.M., DELLA BINA A.C.F, PATITTONI P. (2007), “Value of analyst recommendations:
why international evidence finds an Italian anom#dgt does not exist"Working paper
SSRN.

CERVELLATI E.M., DELLA BINA A.C.F.,GIULIANELLI S. (2005), “The reaction of the italian stock
market to changes in analysts’ Recommendationeiking papelSSRN

CHIANG R., VENKATESH C. (1988), “Insider holdings and perceptions dbimation asymmetry: a
note”, Journal of Finance43(3), 1041-1048.

20



CHUNG K. H., ELDER J.,JANG-CHUL K. (2010), “Corporate governance and liquiditygurnal of
Financial and Quantitative Analysid5(2), 265-291.

CHUNG K. T., MCLNISH R. W., WyHowskKI D. (1995), “Production of information, information
asymmetry, and the bid-ask spread: empirical ewedrom analysts' forecastsJpurnal of
Banking and Financel,9(6), 1025-46.

CorrFeeJ. C. (1991), “Liquidity versus control: the institatial investor as corporate monitor”,
Columbia Law Reviey®91, 1277-1368.

CoMANA M., (2004),Le concentrazioni bancarie in Italiacucci Editore, Bari.

CoMERTON-FORDE C., RYDGE J. (2006), “Director holdings, shareholder concaign and
illiquidity”, Working paperlniversity of Sydney.

CoPELAND, T. E.,GALAI, D. (1983), “Information effects of the bid-askepd”, Journal of Finance
38, 1457-1469.

DE VINCENTIS P. (2009), “Why are equity analysts so inaccuratéheir target price forecasts?
Empirical evidence from the Italian marketNorking paperUniversity of Torino, Italy.

DeEMSETZ H. (1968) “The cost of transaction§uarterly Journal of Economic20, 267- 291.

EASLEY, D., O'HARA M. (1987), “Price, trade size, and informationsgcurities markets'Journal
of Financial Economicsl9, 69-90.

EASLEY, D., O'HARA M., PAPERMAN J. (1998), “Financial analysts and informationdshsrade”
Journal of Financial Marketsl, 175-201.

ELESWARAPU V.R., VENKATARAMAN K. (2006), “The impact of legal and political ingtions on
equity trading costs: a cross-country analysR&view of Financial Studied9(3), 1081-
1111.

FAURE-GRIMAUD, A., GRomB, D. (2004), “Public trading and private incentijefReview of
Financial Studied 7, 985-1014.

FRINO A. , GERACE D., LEPONE A. (2008), “Liquidity in auction and specialist rkat structures:
Evidence from the Italian bourseJournal of Banking & Finange32, 2581-2588.

GINGLINGER E., HAMON J. (2007), “Ownership, control and market liqutitworking paper,
DRM-Cereg, University Paris-Dauphine.

GLOSTENL R, HARRIS L E (1988), “Estimating the components of the &gk spread”Journal of
Financial Economic21, 123-142.

GLOSTENL R, MIiLGROM P R (1985), “Bid, ask and transaction prices igpacialist market with
heterogeneously informed traderdburnal of Financial Economi¢4.4, 71-100.

GROSSMAN S. STiGLITZ J.E. (1980), “On the impossibility of informatidlyaefficient markets”,
American Economic Review0(3), 393-408.

HEFLIN F., SHAW W. K. (2000), “Blockholder ownership and market uiidjity”, Journal of
Financial and Quantitative Analysi85, 621-633.

IMHOFF JR., EUGENE A., LoBO G. J. (1992), “The Effect Of Ex Ante Earnings Urtagty On
Earnings Response Coefficient&tcounting Review67(2), 427-439.

KaHN, C., WINTON, A. (1998), “Ownership structure, speculation, améreholder intervention”,
Journal of Finance53, 9-129.

KYLE A.(1985), “Continuous auctions and insider tradjrigconometrica53(6), 1315-1336.

MARQUARDT C. A., WIEDMAN C.I. (1998), “Voluntary disclosure, informationyasmetry, and
insider selling through secondary equity offering€ontemporary Accounting Reseaych
15(4), 505-537.

MAuG, E. (1998), “Large shareholders as monitors: ereha trade-off between liquidity and
control?”,Journal of Finance53(1), 65-98.

MAuUG, E. (2002), “Insider trading legislation and caigge governance’European Economic
Review 46, 1569-1597.

McINIsH T.H., WoRD R.A. (1992), “An analysis of intraday patterns id/ask spreads for NYSE
stocks”,Journal of Finance47(2), 753-764.

21



MERTON R.. (1987), “A simple model of capital market ddprium with incomplete information”,
Journal of Finance42, 483-551.

NAES R., (2004), “Ownership structure and stock maliketidity”, Working Paper NorgeBankeé.

PAGANO M., ROELL A. (1990), “Trading systems in European Stock Exaes: current
performance and policy option€conomic Policy10, 64-| 15.

PaLMmuccl F. (2005), “Do the Italian STARS’ shine in a hybrmarket?” International Review of
Economics and Busines¥(1), 11-34.

PEROTTI P., Rindi B. (2010), “Market makers as informatiomoviders: The natural experiment of
STAR”, Journal of Empirical Financel7(5), 895-917.

RouLsTONE D.T. (2003), “Analyst following and market liquiglf, Contemporary Accounting
Research20(3), 552-578.

RuBIN A. (2007), “Ownership level, ownership concentratand liquidity”, Journal of Financial
Markets,10, 219-248.

SCHWARTZ R., SHAPIRO J. (1992), “The challenge of institutionalizatiohthe equity market” In:
Saunders, A. (Ed.Recent Developments in Finand&ew York Salomon Center, New York.

SHLEIFER A., VISHNY R. (1986), “Large shareholders and corporateroBntJournal of Political
Economy94, 461-488.

SHLEIFER A., VISHNY R. (1997), “A survey of corporate governandeturnal of Finance52, 737-
783.

StoLL H.R. (1978), “The pricing of dealer services: Amparical study of NASDAQ stocks”,
Journal of Finance33, 1153-11572.

VoLPIN, P. (2002), “Governance with poor investor pratett evidence from top executive
turnover in Italy”,Journal of Financial Economi¢$4(1), 61-90.

ZINGALES L. (1994), “The value of the voting right: a stuay the Milan stock exchange
experience”,Review of Financial Studieg, 125-148.

ZATTONI A. MINICHILLI A. (2009), “The diffusion of equity incentive plkann italian listed
companies: what is the triggerCorporate Governance: An International Revjelv(2),
224-237.

ZATTONI A. (2006),Assetti proprietari e corporate governanégea, Milano.

22



Appendix 1 — Description of all the Variables Used

Variables Description Data Source
RELATIVE Ratio between bid-ask spread and the quoted Datastream
SPREAD midpoint.
L Section “emittenti /societa quotate” Consob website
0,
OWN. % of voting rights by large shareholders (clye http://www.consob.it.
DIEE % of voting rights by large shareholders (direct)|— Section “emittenti /societa quotate” Consob website
% of voting rights by second blockholders (direqt) http://www.consob.it.
# of reports by financial analysts on a firm / #| Section “documenti/studi e ricerche/studio societar
REPORT_AF ) . . ; . o ; T 3
- financial analysts following that firm Borsa Italiana website: http://www.borsaitaliana.it
dummy variable euquals to 1 when the shareholdeBection “emittenti /societa quotate” Consob websife
D_CONT.SHAR . .
- owns more than 30% of shares http://www.consob.it.
Section “documenti/studi e ricerche/studio societar
REPORT_AF2 # reports over a firm / total assets Borsa Italiana website: http://www.borsaitaliana.it
and Datastream
AF # analvsts following a specific firm Section “documenti/studi e ricerche/studio societar
Y gasp Borsa Italiana website: http://www.borsaitaliana.it
. . Section “analisi e statistiche”; documents BITSTAT b
LN_voL Natural logarithm of daily averaged trades Borsa Italiana website: http://www.borsaitaliana.it
LN_SIZE Natural logarithm of total assets Datastrea
VOLATILITY Annual Standard Deviation of prices Section a”?‘"s' € Stat'.St',Che ;.documents BIT.STM_— b
Borsa Italiana website: http://www.borsaitaliana.it
FIXED_ASSET_ Ratio between materials assets and total assets Stiata
RATIO
Dummy variable equals to 1 if the ultimate Section “emittenti /societa quotate” Consob website
D_FAMILY . ; . ) i
- shareholder is a single investor. http://www.consob.it.
LEVERAGE Ratio between debt and equity Datastream
ROA Return on asset Datastream
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