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Abstract

This paper examines how complimentary ticket initiation affects stock liquidity and
stock prices. Since complimentary tickets are relatively advantageous for small
shareholders, it can be predicted that firms’ announcements for initiating complimentary
tickets increase in the number of small shareholders and stock liquidity. Using 172
sample of complimentary ticket initiation of Japanese firms, we identify that the number
of shareholders increases and stock liquidity improves following the announcements of
complimentary ticket initiation. We also find that the stock price increases in response
to the announcement. There is a positive relationship between the magnitude of the

stock price increase and the extent of improvement of stock liquidity.



1. Introduction

Complimentary tickets have been very popular among Japanese firms. At the end of
the fiscal year of 2007 (March 31), more than 1,000 Japanese listing firms (about 1/4 of
all listing firms) distribute complimentary tickets to their shareholders. In spite of their
widespread use in the business, however, little attention has been paid to the effect of
complimentary tickets in academic research. This article is an initial attempt to examine
the effects of the complimentary tickets on stock liquidity and stock prices.

Using complimentary tickets, firms distribute their goods or services to the
shareholders. Most complimentary tickets are favorable for small shareholders (as
explained later). It is sometimes pointed out that the purpose of complimentary ticket
initiation is to appeal to individual investors. For example, the Nihon Keizai Shimbun,
which is the most popular economic newspaper in Japan, reports that “A survey by
Daiwa Investor Relations Co Ltd. found that the number of firms introducing
complimentary tickets had reached 1,000. Firms consider complimentary tickets as a
mean of appealing to individual investors and encouraging stable long-term ownership”
(June 6, 2006, morning edition).

By using 172 Japanese sample firms that introduced complimentary ticket program
between 1998 and 2005, we empirically examine the effects of complimentary ticket
initiation on the number of shareholder or ownership structure. We identify that, on
average, the number of total shareholders increases significantly following the
announcements of complimentary ticket initiation. In particular, the number of
individual shareholders significantly increases. If firms’ objective for initiating
complimentary ticket is to increase the number of small individual shareholders, then
this is successful. On the other hand, there is a slight but insignificant decline in the

ownership ratio of large shareholders. Complimentary ticket initiation therefore results



in further diversification among small individual shareholders without substantially
decrease in the ownership ratios of large shareholders.

In addition to the number of shareholders, we examine some measures of stock
liquidity such as bid-ask spread, trading volume, and the liquidity ratio. Comparing to a
firm in the same industry with similar financial characteristics, we identify that stock
liquidity for the sample firms significantly improves just following the announcement of
complimentary ticket initiation.

Existing literature argues that the increase in stock liquidity affects the stock price of
the firm. We then examine the announcement effect of complimentary ticket initiation
on the stock price by using the standard event study methodology. We find that, on
average, the sample firms experience a significant positive stock price increase of
1.19% (with t-value of 3.78%) on the announcement date. A cross-sectional regression
analysis indicates that the magnitude of the announcement effect of the stock price has
significant positive relationships with the extent of increase in the number of
shareholders and improvement in stock liquidity.

As argued above, the amount of distribution of complimentary ticket is not
proportional to the ownership ratio. In most cases, it is relatively advantageous for small
shareholders and disadvantageous for large shareholders. From this viewpoint, initiation
of complimentary ticket decreases in large shareholders’ wealth. On the other hand,
complimentary ticket initiation contributes to large shareholders’ wealth by liquidity
improvement. Our results show that, in the short-term, the liquidity effect is larger than
the (discriminated) distribution effect, resulting in increase in large shareholders’
wealth.

The remainder of the paper is organized as follows. In Section 2, we explain about
complimentary tickets among Japanese firms more detail. In Section 3, we present a
numerical explanation that discriminated distribution of complimentary tickets increase

in the number of small shareholders. In Section 4, we describe our sample firms and



examine changes in the number of shareholders and sock liquidity between before and
after complimentary ticket initiation. In Section 5, we examine the stock price response

to the announcement of complimentary ticket initiation. Section 6 summarizes the

paper.

2. Complimentary Tickets of Japanese Firms

Complimentary tickets have been popular among Japanese firms. Figure 1 shows
the total number of Japanese listing firms that introduced complimentary tickets from
1992 to 2006. As shown in the Figure, there were 251 firms that have introduced
complimentary ticket program in 1992. The number of firms increased steadily in
subsequent years, and by 2006, 1,018 firms (roughly equivalent to 1/4 of all listing

Japanese firms) have introduced complimentary ticket program.

[Figure 1]

Using complimentary tickets some Japanese firms distribute their own goods or
services to shareholders. This type of complimentary ticket is introduced by firms that
manufacture and sell products or provide services very close to final consumers. In fact,
approximately 70% of firms that initiated complimentary tickets belong to the food
processing sector and retail sector (Tokyo Stock Exchange (TSE) industrial
classifications). Other firms send goods or cash equivalent that the firms do not produce
themselves to shareholders (for example, bags of rice or cash equivalent coupon).

One prominent feature of complimentary tickets in practice is that the amount of
goods and services received by shareholders is not proportional to the shareholders’
ownership (the number of holding shares). In most cases, complimentary ticket program

is relatively advantageous for small shareholders.



For example, Ajinomoto, a major Japanese food processor, introduced
complimentary ticket in the 2001 fiscal year. Its complimentary ticket is as follows. “All
shareholders who are registered on a record date, at March 31 of each year, will be
given a set of the firm’s products equivalent to 3,000 yen.” The minimum trading unit
of Ajinomoto share is 1,000 shares. Then, both a small shareholder owning 1,000 shares
and a large shareholder owning 10,000 shares receive the same Ajinomoto products
equivalent to 3,000 yen. Comparing the rate of return regarding a complimentary ticket,
the rate of return of the small shareholder is 10-times larger than that of the large
shareholder.

Another example is a complimentary ticket program of Oriental Land, which
operates Tokyo Disneyland and Tokyo Disney Sea. Oriental Land gives its shareholders
1-day passports available for one of the two parks. The number of passports receivable
to shareholders is not proportional to the number of shares owned by shareholders, too.
In fact, a small shareholder owning 100 shares receives two 1-day passports, while a
large shareholder owning 3,000 or more shares receives only twelve 1-day passports
(the minimum trading unit of Oriental Land’s share is 100). As the same of the case of
Ajinomoto, a complimentary ticket program is relatively advantageous for small
shareholders

Similar to the above two cases, most complimentary tickets of Japanese firms are
those in providing advantages for small shareholders. It is reasonable to assume that
typical small shareholders are individual shareholders with limited investment funds,
which implies that complimentary ticket initiation is attractive to individual
shareholders.

To our knowledge, there exist European and American companies that introduce
complimentary ticket program. In the U.K., about 70 firms introduced complimentary

tickets for shareholders at the year of 2004, roughly 1/5 of the large listing firms. To the



contrary, only a relatively small number of firms introduce complimentary tickets in the

U.S. (for example, McDonald's, Starbucks, and Walt Disney, etc).

[NEW FIGURE: THE NUMBER OF FIRMS INTRODUCED TICKETS BY
INDUSTRY (2006) AND SAMPLE FIRM DISTRIBUTION]

3. Discriminated Distribution and Increase in the Number of Shareholders

We make hypothesis that a firm experienced an increase in the number of
shareholders after it initiates complimentary ticket program for shareholders. The
following numerical explanation is useful to understand the reason. Let us consider the
case of an all-equity firm with 1,000 firm value, 10 outstanding shares, one large
shareholder and 6 small shareholders. The large shareholder holds 4 shares of the firm
and each small shareholder holds one share, respectively. The ownership ratio of the
large shareholder is 40% and that of each small shareholder is 10%. The stock price is
currently 100. The wealth of the large shareholder is 400, and the wealth of each small
shareholder is 100.

Suppose that the firm decides to introduce a complimentary ticket program and
makes an announcement of its intention to do so. In this program, a firm distributes a
ticket worth 10 to all shareholders regardless of their ownership ratio. Distribution to
each shareholder is not proportional to the ownership ratio. Such a discriminated
distribution is a typical feature of complimentary tickets prevailing in the real world.

If the ownership structure of the firm does not change until the record date, then the
total amount of distribution will be 70. In this case, the ex-distribution value of the firm
will be 930 so that the ex-distribution stock price will be 93. The wealth of each small
shareholder will increase to 103 from 100, because they will receive 10 value in the

form of a complimentary ticket and hold one share worth 93. In contrast, the wealth of



the large shareholder will decrease from 400 to 382, because he receives only one
10-value ticket and hold 4 shares worth 372 (93 X 4). Note that the value of one share
held by the large shareholder is smaller than that owned by each small shareholder
because of discriminated distribution of complimentary tickets.

Predicting this outcome, the large shareholder considers to selling his shares
between the announcement date and the record date. Suppose that the large shareholder
sells 3 shares on the stock market. These 3 shares are probably purchased by three
different new shareholders. Each new shareholder will purchase only one share, because
holding any block (2 shares or 3 shares) is relatively disadvantageous as in the case of
the old large shareholder™.

The above arguments suggest that complimentary ticket initiation increases the
number of shareholders, in particular the number of small shareholders. In the next
section, we examine the actual effect of complimentary ticket initiation by Japanese

firms on the number of shareholders (or ownership structure) and stock liquidity.

4. Changes in the Number of Shareholders and Stock liquidity

(1) Selection of sample firms and matching firms

Our sample includes Japanese firms that made announcements of initiation of
complimentary ticket program between January 1998 and December 2005. We gather

the sample from TD net (Timely Disclosure network) data service of Tokyo Stock

! For example, suppose that one investor (new large shareholder) purchases 3 shares as
a block. Then, there is one large shareholder holding 3 shares and seven small
shareholders holding one share. It is easy to see that the total value of 3 shares owned
by the new large shareholder is 286 (94.33 each share), and the value of one share

owned by each small shareholder is 102 at the record date.



Exchange (TSE). Complimentary ticket initiation disclosed on TD net is reported in the
morning edition of Nihon Keizai Shumbum on the following business day
(announcement date).

We eliminate firms that changed the minimum trading unit, stock split, and equity
issuance during the same fiscal year of the complimentary ticket initiation, because
these events affect the number of shareholders and stock liquidity (Amihud, Mendelson,
and Lauterbach (1997), Amihud, Mendelson, and Uno (1999), Hauser and Lauterbach
(2003), Hanaeda and Serita (2004), Ahn, Cai, Hamao, and Melvin (2005)). We also
eliminate firms that made announcement other (confounding) events around the
announcement date. The final sample consists of 172 firms that did not change the
minimum trading unit of stocks and the number of outstanding shares during the
complimentary ticket initiation year.

The stock price data and financial data required for the analysis were collected from
Nikkei Economic Electronic Data System (NEEDS) files, which is similar to
COMPUSTAT. Information on the nature of complimentary tickets was collected from
Annual Report published by Nomura Investor Relations, TD net, and Nihon Keizai
Shumbum.

As in the same way of Amihud, Mendelson, and Uno (1999) and Ahn et al. (2005),
we examine the effects of complimentary ticket initiation on the number of shareholders
and stock liquidity by comparing sample firms and their matching firms. For each of the
172 firms, we assign a matching firm using the following procedure. First, we select
firms (candidate firms) that belonged to the same industry (TSE industrial
classification) of the sample firm and did not change the minimum trading unit and the
number of outstanding shares during the fiscal year of the sample firm’s complimentary
ticket initiation. Second, we calculate the average stock price and trading volume of

each sample and candidate firm during a 120-day period prior to the announcement date



(from -140 to -21 days).? Throughout the paper, day -t denotes t days before the
announcement date, and day t denotes t days after the announcement date. Among firms
which average stock prices are within a range of 80% to 120% of the average stock
price of the sample firm, we choose one with the closest average trading volume to that

of the sample firm as the final matching firm.

[Insert Table 1 around here]

Table 1 reports characteristics of both the sample firms and their matching firms.
There is no significant difference in average financial measures such as the market
value of equity, the book value of total assets, the market-to-book ratio (the ratio of the
market value of equity and the book value of debt to the book value of total assets), and
the debt ratio (the ratio of debt to total assets). The market value of equity is calculated
at the end of the fiscal year just before the announcement of complimentary ticket
initiation.

In addition, there is no significant difference in firm’s profitability measured by
ROA and cash flow to total assets. ROA is the ratio of operating income to total assets.
Cash flow is defined as operating income before depreciation minus common and
preferred dividends (Howe, He, and Cao (1992)). Table 1 also shows that the dividend
yield and the ratio of dividend paying firms are very similar between the sample firms
and their matching firms. Overall, financial characteristics, firm profitability, and

dividend policy of the matching firms are very similar to those of the sample firms.

(2) Changes in the number of shareholders and large shareholders

2 The 120-day period prior to the announcement date (from -140 to -20 ) is also used to

estimate the market model parameters in the event study.



[Table 2 around here]

Table 2 represents the number of shareholders and ownership ratios for both the
sample firms (Panel A) and the matching firms (Panel B) at the end of the fiscal year
just before the announcement of complimentary ticket initiation (“Before”) and at the
end of the fiscal year just after the announcement (“After”). As shown in Panel A, the
sample firms experience significant increases in the numbers of total and individual
shareholders after complimentary ticket initiation. The average number of total
shareholders for the sample firms increases from 7,309 to 9,224, and the average
number of individual shareholders increases from 6,302 to 8,304. Since the average
increase in the number of total shareholders (1,915) is almost equivalent to that in the
number of individual shareholders (2,002), it seems reasonable to conclude that the
increase in the total number of shareholders for the sample firms is due to the increase
in the number of individual shareholders.

Contrary to the sample firms, Panel B of Table 2 shows that there is no significant
increase in both the number of total shareholders and individual shareholders for the
matching firms. Comparing the average increasing rate of the number of total
shareholders between sample firms and their matching firms, we identify a difference
between the two groups at significance level of 1%. We also identify that there is a
difference in the average increasing rate for the number of individual shareholders
between the two groups at significance level of 1%. If the sample firms’ objective of
complimentary ticket initiation is to increase the number of shareholders, especially the
number of small individual shareholders, then it would appear to be successful.

Table 2 also presents the changes in ownership structures (ownership ratio) before
and after complimentary ticket initiation for both the sample firms and their matching

firms. As shown in Panel A of Table 2, sample firms do not experience the increase in

10



the ownership ratio of individual shareholders. It follows from the above results that
individual shareholders have even small blocks after initiation of complimentary tickets.

For sample firms, there is no significant change in ownership ratio of board
members, top 10 large shareholders, and mutual funds. While the ownership ratio of
large shareholders (top 10 shareholders) decreases in response to complimentary ticket
initiation, the negative impact is not significant. In addition, for our sample period, the
matching firms experience significant decreases in the ownership ratio of top 10
shareholders. Therefore, it can be concluded that there is no significant negative impact
of complimentary ticket initiation on large shareholders’ ownership.

Although the foreign shareholders’ ownership ratio increases for the sample firms,
this is not due to complimentary ticket initiation. It is well known that, in the sample
period for this study, foreign shareholders’ ownership ratios were increasing for many
Japanese public companies. In fact, the average foreign shareholders’ ownership ratio

for the matching firms increases more than that for sample firms®.

(3) Stock liquidity

It is possible that increasing in the number of shareholders is positively associated
with stock liquidity. In this subsection, we examine the stock liquidity surrounding the
announcement of initiation of complimentary ticket program. In accordance with prior
studies, we use four measures of stock liquidity; bid-ask spread rate, execution spread

rate, relative trading volume, and liquidity ratio.

% The above results do not change when we choose a matching firm in the same
industry of a sample firm with the closest market-to-book ratio, ROA, or market value

of equity.
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The bid-ask spread rate is given by (ask-bid)/mid, where ask is the closing ask price,
bid is the closing bid price, and mid is the median quoted price of (ask + bid)/2. The
bid-ask spread can be interpreted as compensation for liquidity providers (Clyde, Schulz,
and Zaman (1997)). The higher the liquidity of the stock, the smaller the bid-ask spread
rate.

The execution spread rate is given by 2 |exe - mid |/mid, where exe is the final
execution price and mid is the median of the next subsequent quote prices. The
execution spread of |exe - mid | represents the spread paid by traders in return for
liquidity, and can be interpreted as the transaction costs (Clyde, Schulz, and Zaman
(1997)). Similar to the bid-ask spread rate, the higher the liquidity of the stock, the
smaller the execution spread rate.

In order to examine the liquidity effect of the announcement of complimentary
ticket initiation, we compare each spread before the announcement and that after the
announcement. We define “BEFORE” period as a 120-day period from day -140 to day
-21. Similarly, “AFTER” period means a 120-day period from +21 to +140.

The trading volume is an increasing function of the stock liquidity (Amihud and
Mendelson (1986)). The relative trading volume for firm i stock is given by log(Vi/VM),
where V; is the average firm i stock trading volume (in yen) during a given period, and
VM is the average trading volume (in yen) for all stocks listing on the TSE. For the
sample firms, we compare between log(Vi/VM)gerore and log(Vi/VM)arter, Where
BEFORE means a 120-day period of (-140, -21) and AFTER means a 120-day period of
(+21, +140), respectively. We also compare the changes in the relative trading volume
between the sample firms and the matching firms (Amihud, Mendelson, and Lauterbach
(1997) and Muscarella and Piwower (2001)). The change in the relative trading volume

for firm i stock is defined as

DVi = Iog(\/l /VM )AFTER - Iog(\/l /VM )BEFORE (l)

12



It is expected that log(Vi/VM)arter is larger than log(Vi/VM)gerore. It is also expected
that, on average, DV; for sample firms is larger that for matching firms.

The liquidity ratio for firm i stock measures the trading volume associated with a
unit change in the stock price (Amihud, Mendelson, and Lauterbach (1997)). It is

defined as
LR, =" Vi /D[Ry, (2)

where Vj; and R;; are, respectively, the trading volume and return on firm i stock on day t.
We examine the change in log of liquidity ratio (log(LR)) surrounding the
announcement date. A stock with high liquidity seems to have a large liquidity ratio,
because the impact on the high liquid stock price is small even when large volumes are
traded. Then, it is expected that liquidity ratio increases following the announcement
provided that the market participants rationally predict the increase in the number of
shareholders. We also compare in the average DLR defined just bellow between the

sample firms and the matching firms.

DLR; =109(LR;) arrer — 109(LR;) gerore ®)

Table 3 suggests that there is a significant liquidity improvement following the
announcement of complimentary ticket initiation. As shown in Panel A, both of the
average bid-ask spread rate and the average execution spread rate for the sample firms
narrow significantly following the announcement. In addition, on average, the trading
volume of the sample firms, measured by log(Vi/VM) and log(LR;), increase following

the announcement.

[Table 3 around here]
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Panel B shows that the sample firms experience significant improvement in stock
liquidity more than their matching firms do. On average, the magnitude of reduction in
the bid-ask spread rate for the sample firms, 16.57%, is significantly larger than that for
the matching firms, 6.61%. Similarly, the reduction in the execution spread rate for the
sample firms, 16.94%, is significantly larger than that for the matching firms, 6.61%.
The average DV; for the sample firms, 0.23, is significantly larger than that for the
matching firms, 0.02. The average DLR; for the sample firms, 0.38, is significantly
larger than that for the matching firms, 0.10. These results support that the
announcement of complimentary ticket initiation significantly enhance the stock

liquidity.

5. Stock Price Behavior and the Liquidity Effect

(1) The announcement effect of complimentary ticket initiation

We next examine the stock price behavior surrounding the announcement of
complimentary ticket initiation. In a perfectly competitive stock market, neither increase
in the number of shareholders nor improvement in stock liquidity has an effect on the
firm value. In the real world, however, the assumption of the perfectly competitive
market might not be satisfied because of the existence of transaction costs, asymmetric
information, and other factors. For example, Amihud and Mendelson (1986)
theoretically shows that improvement in stock liquidity increases the firm value by
reducing the transaction costs. Merton (1987) shows that under asymmetric information
an increase in the number of shareholders (or investor base) raises recognition of the
firm, reduces the cost of capital, and raises the firm value.

Several empirical studies identify the above theoretical prediction. Corporate events

such as stock split and reduction in the trading unit improve stock liquidity and raise the
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stock price of the firm (Amihud, Mendelson, and Lauterbach (1997), Amihud,
Mendelson, and Uno (1999), Hauser and Lauterbach (2003), Hanaeda and Serita (2004),
and Ahn, Cai, Hamao, and Melvin (2005)). In the previous section, we identify that the
number of shareholders increases and stock liquidity improves after complimentary
ticket initiation (or the announcement). Then, we make a hypothesis that the stock price
of a firm goes up in response to the announcement of complimentary ticket initiation.
We perform a standard event study in order to examine the announcement effect on
stock prices for the sample firms. We calculate the abnormal return for each sample
firm on any given date by using the market model methodology with TOPIX as a proxy
of the market portfolio. The parameters of the market model are estimated over a
120-day period between day -140 and day -21. The abnormal return for each firm is
computed as the difference between the actual return and the estimated return from the
market model. The cumulative abnormal return is the sum of the abnormal returns for

the days in the relevant event window.

[Figure 2 around here]

[Table 4 around here]

Figure 2 plots the average cumulative abnormal return (CAR) for the sample firms
surrounding the announcement date (from day -20 to day +20). On average, the sample
firms experience a large increase in stock prices just after they make announcements of
complimentary ticket initiation.

Table 4 presents the average abnormal return (AAR) and the average cumulative
abnormal return (CAR) for the sample firms. Panel A presents the daily average
abnormal returns from day -10 to day +10. On average, the sample firms experience a
significant positive abnormal stock return of 1.19% on the announcement date (day 0).

In Panel B, we report cumulative abnormal returns in various event windows. In the

15



window prior to the announcement of (-20, -1), there is no significant stock price
increase for the sample firms. In contrast, CAR (-1, +1), CAR (-1, +10), and CAR (-1,
+20) are significantly positive. These results thus indicate that there is a positive
announcement effect of complimentary ticket initiation on the sample firms’ stock

prices.

(2) Liquidity and stock price

We next examine the relationship between the stock price increases and stock
liquidity improvement. As argued in the previous subsection, our primary hypothesis is
that an increase in the number of shareholders and/or improvement in stock liquidity
contribute the stock price (liquidity hypothesis).

In order to examine the liquidity hypothesis, for each sample firm, we make
regression analysis of CAR on the relative changes in the number of shareholders and
liquidity measures. We use two measures for the change in the number of shareholders;
the rate of change in the number of total shareholders (JTS) and the rate of change in
the number of individual shareholders (JID). The liquidity hypothesis predicts the
positive regression coefficients on both TS and ]ID. For the change in stock
liquidity, we also use two measures; the relative changes in the bid-ask spread ratio (/]
(Bid-Ask)) and DV given by (1). Under the liquidity hypothesis, we predict that the
coefficient on (Bid-Ask) is negative and the coefficient on DV is positive.

There are other factors that seem to affect the stock market response to the
announcement of complimentary ticket initiation. For example, it is well-known that
large shareholders play an important role in corporate governance and monitoring
(Shleifer and Vishny (1986)). To control this factor, we add the relative change in the

ownership ratio for top 10 shareholders (/ITop10) as a independent variable.
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Another interpretation is that initiation of complimentary ticket is dividend increase.
That is, a firm distributes additional cash equivalent to shareholders by using
complimentary tickets. Dividend increase raises stock price at least for two reasons.
First, dividend increase is a signal that the profitability of the firm will improve
(Bhattacharya (1979), Miller and Rock (1985), and Healey and Palepu (1988)). To
control such information effect, we use the change in the ratio of operating return to the
total assets (/IROA) between fiscal years before and after the complimentary ticket
initiation. Second, as mentioned by Jensen (1986), cash or cash equivalent distribution
is a financial instrument to reduce agency cost of free cash flow. We do not control
measures regarding the free cash hypothesis, because the amount of complimentary
ticket (in yen) is too small to persuade that the firms distribute their free cash flow
through complimentary tickets. The average amount of complimentary ticket (in yen) is
about only 1% of the net income for our sample firms.

As mentioned above, complimentary ticket program is different from cash dividend
in the sense that firms can promote their own products or services to shareholders. This
unique feature of complimentary ticket generates word-of-mouth advertising from
shareholders. Among our sample of 172 firms, some firms provide their own products
or services to shareholders and other firms provide goods that the firms do not produce
themselves (for example, bags of rice or convenient cards equivalent to cash). It is
possible to make a hypothesis that the stock price reaction is different between two
groups. To control this possibility, we use a dummy variable which equals one for a

firm that gives shareholders its own-product or service as complimentary ticket.

[Table 5 around here]

Table 5 presents the results of the cross-sectional regression analysis. In Panel A

(model 1 to model 5), we use a slightly longer CAR (-1, +20) as a dependent variable in
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accordance with Amihud, Mendelson, and Lauterbach (1997) and Muscarella and
Piwower (2001).

Models 1, 2, and 3 show that both changes in the number of total shareholders (/]
TS) and individual shareholders (/1ID) have significant positive relationships with the
announcement effect of stock price. Models 4 and 5 show that coefficients on the
liquidity measures, changes in the relative trading volume (DV) and the bid-ask spread
rate /|(Bid-Ask), are also significant and consistent with the prediction. Although not
shown in this paper, there is a significantly positive relationship between CAR and DLR
(instead of DV), and a significantly negative relationship between CAR and the change
in the execution spread (instead of _|(Bid-Ask)).

In Panel B (models 6 and 7), we use a 3 day period CAR (-1, +1) as a dependent
variable. The results do not change. Both TS and DV significantly contribute the
stock price increase in response to the announcement.

All of these results support the liquidity hypothesis. When a firm makes an
announcement that it has intention of initiating complimentary ticket program, the
market appreciates the firm’s stock by expecting that the number of shareholders will
increase and stock liquidity will improve. While complimentary ticket itself is not
favorable for large block shareholders, the liquidity effect contributes their wealth. No
other independent variable has a significant relationship with the magnitude of the
(positive) announcement effect.

The results are not essentially different when we use other event windows of (-10,
+10) and (-1, +10). That is, the liquidity effect is robust in regardless of the length of

event window.

6. Conclusions
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This study looks at a sample of 172 Japanese firms that initiate complimentary ticket
programs between 1998 and 2005, and examine the liquidity and price effects. Since
complimentary ticket program is relatively advantageous for small shareholders,
practitioners sometimes point out that the purpose of complimentary ticket initiation is
to increase the number of small individual shareholders. Consistent with this suggestion,
we identify that, on average, both the numbers of total and individual shareholders of
the sample firms increase significantly after complimentary ticket initiation. In this
sense, the firms’ objective for initiating complimentary ticket is successful.

In addition to the increase in the number of shareholders, we identify that the
measures of stock liquidity improves following the announcement of complimentary
ticket initiation. On average, the trading volume increases and the bid-ask spread rate
decreases.

Prior studies show that improvement in stock liquidity contributes the stock price.
An event study analysis is used to investigate the stock price reaction. We identify that
the average stock price for the sample firms goes up in response to the announcement of
complimentary ticket initiation. A cross-sectional regression analysis confirmed that the
improvement in liquidity contributes to large stock price increase.

Complimentary ticket program is disadvantageous for larger shareholders and
foreign shareholders (there is little attraction to foreign shareholders because most of the
complimentary tickets can be used only in Japan). Taking the positive announcement
effect of the stock price into account, however, complimentary ticket initiation does not
harm the wealth for large shareholders and foreign shareholders. It can be concluded
that complimentary ticket initiation increases all shareholders’ wealth in regardless of
its discriminated distribution.

[2008.6.5 878]

19



References

Ahn, H-J., Cai, J.,, Hamao, Y., and M. Melvin, 2005, Little guys, liquidity, and the
informational efficiency of price: Evidence from the Tokyo Stock Exchange on the
effects of small investor participation, Unpublished Working Paper.

Amihud, Y., and H. Mendelson, 1986, Asset pricing and the bid-ask spread, Journal of
Financial Economics 17, 223-249.

Amihud, Y., Mendelson, H., and B. Lauterbach, 1997, Market microstructure and
securities values: Evidence from the Tel Aviv Stock Exchange, Journal of Financial
Economics 45, 365-390.

Amihud, Y., Mendelson, H., and J. Uno, 1999, Number of shareholders and stock
prices: Evidence from Japan, Journal of Finance 54, 1169-1184.

Clyde, P., Schultz, P., and M. Zaman, 1997, Trading costs and exchange delisting: The
case of firms that voluntarily move from the American Stock Exchange to the
Nasdaq, Journal of Finance 52, 2103-2112.

Hanaeda, H., and T. Serita, 2004, The effects of stock splits on stock prices, liquidity,
and stock ownership: Evidence from Japan, Unpublished Working Paper.

Hauser, S., and B. Lauterbach, 2003, The impact of minimum trading units on stock
value and price volatility, Journal of Financial and Quantitative Analysis 38,
575-589.

Howe, K., He, J., and G. Cao, 1992, One-time cash flow announcements and free cash
flow theory: Share repurchases and special dividends, Journal of Finance 47,
1963-1975.

Jensen, M., 1986, Agency costs of free cash flow, corporate finance, and takeovers,
American Economic Review 76, 323-329.

Lang, L., and R. Litzenberger, 1989, Dividend announcements: Cash flow signaling vs.

free cash flow hypothesis, Journal of Financial Economics 24, 181-192.

20



Lie, E., 2000, Excess funds and the agency problems: An empirical study of incremental
disbursements, Review of Financial Studies 13, 219-248.

Merton, R., 1987, A simple model of capital market equilibrium with incomplete
information, Journal of Finance 42, 483-510.

Muscarela, C., and M. Piwower, 2001, Market microstructure and securities values:
Evidence from the Paris Bourse, Journal of Financial Markets 4, 209-229.

Perfect, A., Peterson, D., and P. Peterson, 1995, Self-tender offers: The effects of free
cash flow, cash flow signaling, and the measurement of Tobin’s g, Journal of
Banking and Finance 19, 1005-1023.

Shleifer, A., and R. Vishny, 1986, Large shareholders and corporate control, Journal of

Political Economy 94, 461-488.

21



1200

1000 e

200 — —1

600 — HHHHF

400 —H—HH—H——HHHHF-

200

B2 B3 B4 8BS BE BY BE 4R OO0 O 02 03 04 05 08

Figure 1. The total number of firms that introduced complimentany ticket programs

between 1992 and 2006, Data sources are ~ Fact Book of Daiwa Investor Relations”

"Fact Book of Momura Investor Relations™.
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Figure 2. GAR for the sample firms surrounding the announcement date day 00 The abnormal return
iz calculated by uging the market model with TOPIK az the market portfolio. The parameters of the
market model are egtimated over a 120-day period between day 140 and day -21. The abrormal
return for each firm iz computed ag the difference between the actual return and the estimated
return from the market model The cumulative abnormal return ig the sum of the abnormal returns for

the dayz in the relevant event window.
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Table 1

CGharacteristics of the sample and matching firms

Mean of zample firms Mean of matching firms t-walue

Market value of equity (million Yen) G4.147 G8.182 -0.21
Book walue of total azsets (million Yen) 102,387 114,559 -043
Market-to—book ratio 14 143 -0.09
Debt ratio (%) 4373 4757 0.4g
ROA (5 597 510 143
CF to total aszets (8 453 418 044
Dividend vield (%) 1.60 142 1.20
Mo. of paving firms 183 157

Ratio of paving firm & 20.0% a1.3%

Mo. of observation 172 172

This tale provides compatisons of various characteristics between zample firms and matching firms. The market
value of equity iz calculated at the end of fiscal vear just before the announcement of complimentary ticket
initiation. The market-to-boak ratio iz the ratio of the market value of equity and book of debt to book walue of
total azzetz. Debt ratio iz the ratio of the book value of debt to the book value of total assetz. The return on asset
(ROAY is the ratio of operating income to total assets. Cash flow (CF to total assets) i= defined as operatine
inzome before depreciation minus common and preferred dividends divided to total azzest The number of paving

fritnz (Mo, of paying firmz! i the number of firms that paid dividend in the fizcal vear just before the

anmouncement. Ratio of paying firm is the ratio of the number of paving firms to the number of observation 1720,

wopk ek, and * denote zignificance levels of 1%, 5%, 10%, respectively.
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Tahble 2
Chanee in the number of shareholders and ownership ratios following complimentary ticket initiation:

CGomaprision between sample firms and matching firms

{4 Sample firms (B} Matching firms

Befare After t-ztatiztic Befare After t-ztatiztic

Mumber of zhareholders

All shareholders 1209 0224 400wk 7186 7149 0aa
Individual shareholders 6302 8340 428wk 5911 5,584 014

Owrership ratio (&

Board members 1681 1654 018 1474 1428 206 ek
Top 10 Sharehaolders 5775 5627 146 grag 502 162
Mutual funds 122 162 -147 1.7 152 0a7
Foreigners 6.34 T19 0 C2ET kek 6.37 T -6.289 4k
Individuals 46563 4582 088 4411 4299 388 ek

Thiz table prezents the average number of shareholders and ownership ratios * Before™ (at the end of
the fizcal vear just befare) and * After” fat the end of the fizcal vear just following? initiation of
complimentary ticket programs. Ownership ratio of each eroup (Board members, Top 10 shareholders,
Mutual funds, Foreigners, and Individualg) is the number of shares owned by each eroup to the total
number of outstanding shares. t-statistic iz uzed to test the hypothesizs that the number of
shareholdrs (ownership ratio) chanees sienificantly after initiaion of complimentary tickets, %%, %%,
and * denote zignificance levelz of 1%, B%, 10% respectively.
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Table 3
Liquidity effect of the announcement of complimentary ticket initiation

(A Changes in stock liquidity for sample firms

BEFORE AFTER t—value, z-value
bid-azk zpread rate  mean 0027 0021 327wk
median noa noo G308 ook
execution spread rate  mean 0022 nms7 306wk
median noma Q.o0g G20 ok
log O mEan -2 065 -1.965 —250 #x
median -2085 -1977 263 ek
log LR mean 2778 2042 —611 #k%
median 3708 383 DGO sk

CB)Comparizion in liquidity changes between sample firms and matching firms

Sample firms Matching firms t—value
change in bid-ask spread rate -16.47 il —249
change in executin spread rate -16.94 -5.32 —283 ke
O nz23 ooz 320 ek
DLR. n3a nan -424 ®xx

Panel (4} representz changes in stock liquidity for zample firms between the “BEFORE”
period and the “AFTER™ period. Panel (BY compares changes in stock liquidity to the
announcement of complimentary ticket initiation between sample firms and their matching
firms. All meazures are explained in the text. t—value iz uzed to test the difference between
two means. z-value iz the test statistic for Wilcoxon test, #k, sk and * denote zignificance
levelz of 1%, 5%, 10% respectively.
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Table 4

AAR and CAR around the announcement of complimentary tickets initiation

(4) Dialy AAR and CAR

Dayvs AaE t-value AR t-value
-10 n1g 093 n1g 093
-4 -0.33 -1.76 * -014 -058
-8 056 195 * 037 094
=7 024 085 n.E0 1.24
=G 055 242 % 116 223 *x
-5 -050 —2G0 ok 085 1.20
-4 -015 -0.78 051 ngz
-3 014 0.&1 085 1.07
-2 -016 -081 043 075
-1 049 170 * nog 1.38
n 119 370 ook 216 26 ok
1 032 1.39 243 287 ook
2 -0.27 -1.42 221 254 %
3 037 198 % 253 278 ook
4 n&0 235 *x 207 27 dekk
] -0.38 -157 259 2774 dokok
& -014 -0.a0 2480 2465 *x
7 0.00 0.00 250 235 *x
g 043 200 #x 294 2E3 ook
] -0.03 -0.36 286 240 #x
10 -0.23 -1.22 263 218 %
(BY GARz in various event windows
EVENT WINDOW CAR t-value
CAREG20, -1 033 034
GAR(-1, +1) 200 368 ok
CARET, +100 215 246
CAaRET, +200 349 D54 kkE
GARE10, +10) 263 218
CARET0, +200 397 241 %
CARG20, +200 333 183 *

Parel & describes the dailv average abnoraml returns (BARY and the cumulative abnormal returns
CARY surrounding the announcemennt of complimentary tickets iniation. Day -t iz t days before
the announcement date 003, and dav t denotes t davs after the announcement date. Panel B
dezcribes the cumulative abnormal returnz in various event windows, The t-value caloulated
uzing the crosg—=zectional method is the statiztic for testing the null hyvpothesis that each AAR or
CAR iz equal to zero, #k, ®%, and * denote significance levelz of 1%, 5%, 10% respectively.
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Table 5

Cross—sectional reeression of CGAR

oy CARC-T, 200 B CAR{-1, +13
p ey £y 4 5] i ]
Constant 145 134 -0 -1.34 323 075 1.8
i1.18] i1.343 i-0.43) =063 1112 : {0,790 1,957
ATs Q03 sk Q03 Ak 00z #* 003 #ex | 00z #*
(o.03 oam @17 753 gty
AlID 002 #eex :
@an :
o THT Hork : 227
(357 2 26)
£ Bid- sk, -4588 #+ i
i-1.862 :
ATap 10 -10.20 -10.79 -11.25 -11.23 -1157 111 10
091} (-0.942 =1.000 =110 =102 053 LY,
owin—-product 303 263 363 -00a -0z
.20 01.163 .38 R 1) (=072
AR0H 034 o9 TN 021 niz
{0,307 0.07 o1z 062 {0337
dj- R 04 o3 003 07 004 Q06 Q05
T 172 172 172 172 172 172 172

Dependent variable iz GAR =1, +20) in Panel &, and GAR =1, +13 in Parel B. A TS ig the rate of chanee in the number of tatal
zharehoders before and after complimentary ticket initiaion, LI0 ig the rate of chanee in the number of individual
zhareholders. DV iz a measure of relative change in the trading volume, A Bid-fszk iz the chanee in the bid-ask =zpread rate,
ATapll is the change in the ownership ratio of top 10 shareholders, & BOA is the chanege in the ratio of oerating return to
total agsets. own—product iz a dummy wariable which equalz one for a firm that gives shareholders its own-product or service.
Heteroskedasticity—corrected t—value Ohhite's t-valug) iz in parenthesiz. *%%, #%_ and * denote zignificance levels of 1%, 5%,
10%, respectively.
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