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ABSTRACT We examine the role of sell-side financial analysts in generating commission revenues. Using a data set from 1997-2002 for America, Europe and Japan, we find that both the quality and quantity of equity research contribute to sell-side firm revenues. The perceived quality of investment bank equity research (the sell-side) drives market share in sales trading, but not in investment banking. By contrast, the volume of equity research, measured by number of analysts (or the number of companies covered or the number of reports published), is positively correlated with both trading and investment banking market share. This supports the hypothesis that equity research analysts are effective marketing and revenue-generating tools for sell-side firms.
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Introduction Sell-side firms literally spend billions of dollars on equity research (Freeman



(2001), (2002), and Madan & Bhatia (2004)); they have a multitude of analysts, cover a great many stocks, and publish numerous reports every year (i.e., Merrill Lynch produced the highest volume of research in 2001: it employed 528 research analysts, covered 3,528 companies, and published 24,812 reports, Nelson Survey 2001).



Broadly speaking,



equity research has one objective generating business for sell-side firms. The revenues for sell-side firms fall into two broad categories: commissions on equity sales/trading, and investment banking fee income (i.e., M&A’s, IPO’s, SPO’s, etc.). Although there has been considerable exposition on how firms use equity research, mostly through buyand sell-recommendations, to generate investment banking business (i.e., IPO and M&A business), surprisingly little is known about how equity research generates commission revenues (e.g., secondary market sales/trading) for sell-side firms. This is particularly striking in the context of the analyst scandals of the late 1990’s. While many articles in the popular press and academic journals have discussed the role of equity research in the investment banking process, relatively little has been published about its role in generating commission revenues from sales/trading activities.



A key objective of this paper is to establish the link between equity research and equity sales/trading businesses (e.g., the purchase and sale of stock in the secondary market) as well as to test the potential factors behind such a link. We use cross-sectional and time-series data from the U.S., European, and Japanese markets to explore the relationship between perceived quality of sell-side equity research (proxied by the institutional investors’ ranking of equity research) and sell-side equity sales/trading volume (a good proxy for sell-side firm revenues since commissions are paid on a per share basis) (Madan and Bhatia (2004), J. P. Morgan (2002) and OERA (2003)). We find that the ranking of sell-side equity research can explain a large proportion of the variation in firms’ market shares in equity trading. This finding is robust after controlling for market, year, and firm characteristics. This supports our hypothesis that the perceived quality of equity research by buy-side institutions can influence buy-side institutions’ choices when allocating trading business. Buy-side institutions make up most of the
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trading volume (J.P. Morgan (2002)) which further confirms equity research’s role in generating business. Interestingly, such ranking provides little explanation for the market share of sell-side firms’ investment banking businesses (initial public offerings (IPO’s) or merger and acquisitions (M&A’s)). This seems to indicate that, at least part of equity research’s role is to generate commission revenues, under a business model that does not involve the conflicts of interest that have been the focus of previous studies. (Irvine (2001)).



With our research, we have undertaken to understand the causality of the relationship between equity research and sell-side firm business by investigating the leadlag pattern of research quality and trading businesses. We find that change in equity research ranking influences equity trading business, but the change in the trading business has little influence on the quality of equity research. This provides additional support for the position that equity research is effective in generating trading business. It also underscores the importance of the sell-side’s investment in equity research, and in particular, its perceived quality. Because analysts’ publicly published reports contain little information, and analysts are forbidden to provide additional information to institutional investors through other channels in most markets, it is believed that equity research mostly serves as an effective marketing and sales tool for the sell-side firms. It is possible that firms with better perceived-quality attract more attention and maintain better relationships with buy-side institutions.



In addition, we also investigate the role of the quantity of research in generating revenues. The number of equity research analysts, the number of covered companies, and the number of reports published can explain some additional part of the variation in sellside trading revenue to equity research quality.2 An increase of one research analyst can contribute an additional 0.05 to 0.27 percentage change in trading and investment banking market share within the U.S. In the global market, an increase of one research 2



Because the number of analysts and the number of covered companies are highly correlated (coefficient of correlation=0.878), these two measures of research quantity generate virtually the same results. We only report the results concerning the number of analysts. The results on the number of covered companies are available upon request.
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analyst can similarly increase trading volume and IPO/M&A deal value by millions of dollars. Equity research quantity distinguishes from research quality in two interesting ways. First, in addition to increasing the amount of equity trading business, research quantity is also effective in generating investment banking business. This is consistent with previous findings that research analysts’ coverage and recommendations are influenced by the firms’ investment banking relationships (Clarke et al, 2003, Michaely and Womack 1999). Second, research quantity is even more responsive to the investment bank business than it is to the equity trading business. The increases in the trading and investment banking businesses lead to a meaningful increase in the number of analysts and the number of companies covered. However, such changes in business have little impact on perceived research quality, partly because perceived quality takes longer to adjust. In sum, our findings indicate that equity research is an effective tool in generating trading business as well as investment banking business. While research quality is more effective in generating trading business, research volume serves the well-criticized role of creating investment banking business. Our findings also suggest that sell-side firms strategically adjust their research in response to their business needs. We contribute to the analyst literature in four ways. First, we provide conclusive evidence that equity research contributes significantly to equity trading business. While there have already been numerous studies on sell-side analysts and investment banking ((Clarke et al. 2003, Krigman et al. 2001, Lin and McNichols 1998, among others), much has yet to be learned about analysts’ contribution to secondary market trading. Unlike equity research’s contribution to investment banking, equity research’s contribution to sales and trading is not subject to the ‘conflict of interest’ criticism. In contrast to equity research’s contribution to the investment banking business (which has been greatly scrutinized lately by the investment world), equity research’s contribution to equity trading (documented in our study) is an integral part of equity research business. This suggests that even if equity research were completely separated from investment banking, some amount of research would continue to be produced. This provides additional insight for the current debate on separating research from investment banks.
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Secondly, we offer evidence in a broad global context that equity research is an important revenue-generating tool for sell-side firms. By contrast with previous studies that focused mainly on the market of a single country (i.e., Irvine (2001) on Canada, and Jackson (2004) on Australia), our findings confirm the ubiquitous role of equity research in three of the most important financial markets around the world. Despite the universal evidence that research quality and quantity contribute to sell-side business around the world, there is also considerable variation in each market. Equity research quality is most effective in generating trading business in Europe, but less instrumental in Japan. Bulgebracket firms command significantly higher trading market share in the U.S., but far less so in Europe or Japan. These findings have important implications to practitioners when they need to decide how to allocate their research resources. Our results should motivate future studies to incorporate international markets in research analyst work. Further, we document that equity research quantity, measured by the number of analysts, the number of covered companies, or the number of published reports, contribute to sell-side firms’ trading and investment banking businesses. To the best of our knowledge, this is the first study that documents that equity research quality and quantity separately contribute to investment bank trading businesses. Our findings that research volume contributes to investment banking at the sell-side firm level supplement existing evidence using the turnover of ranked analysts (Clarke et al. 2003) and analysts’ affiliations with the investment banking business (Michaely and Womack 1999). Our findings underscore that equity research is an integral dimension of investment bank revenue and competition, despite the potential conflict of interest problems between equity research and investment. Finally, our findings confirm that equity research is a value-adding activity for the equity sales/trading operation and justify sell-side firms’ investment in equity research. Although equity research is shown to provide little information (Barber et al. 2001, Hong et al. 2000, Michaely and Womack 1999), our findings indicate that it is crucial to banks because both the quality and the quantity of equity research generate considerable profits for sell-side firms. Given existing wisdom that equity research provides little additional
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information to outperform the market, it is believed that equity research serves as an effective marketing and sales tool for sell-side firms. We suggest that sell-side firms will continue to fund equity research, even if they are not allowed to cross-subsidize it with investment banking revenues. Our results also partly justify sell-side firms’ billions of dollars of investment in equity research. An improvement by one slot in the equity research ranking translates into 0.14 to 0.17 percentage increase in market share of the three combined markets, or 162,875,777 to 197,777,730 shares in the trading business. One more research analyst can, on average, create 106,391,000 shares of trading volume in the three markets. Assuming a commission of USD .01 per share, higher research ranking and more analysts seem to generate over one million dollars of extra revenues per year. Equity research turns out to be one way that sell-side firms compete with each other, and an investment in equity research rewards equity research firms with increased trading and investment banking business. Our paper emphasizes equity research’s importance to sell-side firms, and exposes the economics behind research analysts’ handsome compensation packages.



The remainder of this paper is organized as follows: Section 2 provides an overview of secondary market equity trading; Section 3 discusses existing evidence on analysts’ role in generating business and formulates some testable hypotheses; Section 4 describes the data; Section 5 presents empirical findings; and Section 6 concludes.



2. Overview of Secondary Market Equity Trading 2.1 Secondary Market Equity Trading Execution-only services (without access to the sell-side equity analysts) are available to the buy-side firms at substantially less cost than full-service brokerage. The exact price differential depends on the national market and the firms involved. In the U.S., electronic execution services are available to institutional investors at less then .01 cents per share, as opposed to full service execution (including research) at .05 cents a share.



Similar differentials are reported in other markets (Madan & Bhatia 2004,



OXERA 2003). It is apparent that equity research is expensive to the buy-side, and using
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firms that provide these services involves some element of choice (Madan & Bhatia (2004), OXERA (2003), J.P. Morgan (2002), WSJ (August 27, 2004)).



However, this runs against the recent revelation about equity research scandals (‘Can't Tell the Scandals Without a Scorecard’, WSJ Europe, October 3, 2003) and the academic literature (detailed in the next section) stating that sell-side analysts do not provide superior information. The obvious question is, why should institutional investors value access to research?



If we accept the hypothesis that sell-side research does not add value, perhaps the brokerage firms spend on research in order to get the attention of clients. The sell-side would prefer its research to be value-adding (as for example, advertisers of computers hope the advice they provide will be of use to potential purchasers). However, the primary goal of any advertiser is to make a sale. As first noted by Nelson (1974), advertising can often be a signal of quality, even if it is non-informative. In the same way, sell-side research may simply be a signal that such firms are in the business.



In this context, one interpretation of the ranking of sell-side firms is not about information quality, but about star quality. Reuters Institutional Investor (RII) rankings, which we will discuss in more detail below, are not rankings based on the measured quality of recommendations. Instead, the rankings are based on voting by the buy-side participants. Hence, the RII rankings can be interpreted as a measure of perceived quality by institutions (and, that is, in effect, the intent of the system). The rankings can also be interpreted as a measure of popularity and name recognition for the sell-side equity analysts. Under this interpretation, ranked analysts are the ‘stars’ of the industry, and investors prefer to buy from sell-side firms that employ highly visible analysts. This is perhaps analogous to celebrity endorsements in many consumer markets.



Alternatively, the buy-side firms may instead value access to non-public information (i.e., the analyst’s true opinion of the stock, as opposed to the published opinion). The RII survey partly supports this possibility, if we assume that the top-
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ranked analysts would have the best non-public information. The RII 2002 survey indicated that an overwhelming percentage (i.e., 69%) of buy-side respondents preferred to obtain research directly from sell-side research analysts (as opposed to written information or communications from the sales force). Intriguingly, in the RII 2003 survey (which was solicited in the post-reform environment), this figure declined to 55%. A potential and intriguing explanation of this shift is that the need for the buy-side to talk directly with sell-side equity analysts may perhaps have declined, as honesty in published equity research has improved due to recent reforms.
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2.2 Buy-Side Trading Decision Process The actual internal buy-side process for allocating commissions3 varies from firm to firm. However, in general, a portfolio manager at the buy-side firm decides which stocks to buy. The manager passes these instructions to the firm’s own sales/trading desk, which then contacts various sell-side firms to get an execution. The sell-side firms are selected from a list of approved firms; this list is often described as the buy-side firm’s panel. The portfolio manager at the buy-side firm is the beneficiary of sell-side research, but the internal trading desk makes the trades. The buy-side trading desk would prefer to deal with execution-only firms that have no research overhead, and consequently, can operate at significantly lower costs. In practice, this is prevented by a series of mutual account reviews. The sell-side firms monitor how they are treated by different accounts (and literally ration access to their highly ranked analysts based upon this information). On the other hand, the buy-side firms provide the sell-side firms with “report cards”, showing their percentage of commissions and their perceived performance on various metrics (particularly access to research).



Typically, a small group of sell-side firms at the top of the panel garner a significant percentage of the commission allocation. For example, RII 2003 reports that, in the most recent year, the unweighted average commission payout that buy-side firms allocated to their No. 1 broker was 29% (and in the prior year, it was 23%). The buy-side firms appear to concentrate the commission revenues they pay in order to increase their leverage and service levels with the sell-side firms.



RII 2003 asked buy-side voters to rank ten non-price factors (i.e., the most important factor ranks as 10, the 2nd ranks as 9, etc.) in the selection of a sell-side firm. Table 1 shows the results of this survey for buy-side firms having in excess of $40 billion in assets.



(Insert Table 1 about here) 3



Buy-side firms are often allocated target shares of sales and purchase volumes. However as the purchase/sale of stock is a very good proxy for commission revenues, we will generally ignore this distinction.
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Clearly, the most important factor is research, and the next two factors are research-related activities. This is somewhat surprising because execution is relatively commoditized, especially for large liquid stocks (where most of the volume is). Unlike IPO and M&A deals, where transactions revolve around difficult-to-measure attributes (such as quality of strategic advice and industry contacts), equity sales/trading is a far more homogeneous and transparent business. Hence, equity sales and trading should aim for the lowest execution costs. In practice we note that research has a surprisingly large weighting - 40%-60% - in the decisions about allocating equity trades among sell-side firms (see RII 2002, 2003).



It seems natural that sell-side firms should strive to provide better research for their prospective clients, but there is one practical complication of research quality: it is difficult to assess. Clearly, a sell-side analyst whose recommendations consistently outperformed the market would attract customers. However, research (Barber et al. 2001) indicates that there are few such analysts, and it is nearly impossible to differentiate between forecast ability and luck, even for those analysts with reasonable track records. Hence, sell-side analysts work on attributes taken as proxies of quality by the buy-side, and send signals that s/he is of high quality. In Table 2, many of the attributes that the buy-side wants, such as industry knowledge, written reports, financial models, and local market knowledge, can all be considered signals of research quality.



(Insert Table 2 about here)



3. Sell Side Equity Analyst as Marketing and Sales Tools 3.1 Research Quality and Equity Trading Sell-side analysts have been under increased scrutiny since the scandals of the late 1990’s. Evidence from that period suggests that the published results of sell-side analysts were overly-optimistic about future earnings and company prospects (Diether, Malloy and Scherbina, 2003). While some evidence exists that published information from equity analysts contains information that can assist investors to outperform the market (Bjerring et al. 1983), other results support the hypothesis that sell-side analysts are non-
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informative (Easterwood & Nutt, 1999). At best, the discussion of the value of sell-side analysts in outperforming the market can be described as inconclusive. One important reason that analysts’ research recommendations may not provide value-adding information is the conflicts of interest at sell-side firms. There is abundant public, regulatory and court evidence (see Hoover’s, 2003; SEC against Jack Benjamin Grubman, 2003) that research analysts have issued positive recommendations for companies from which sell-side firms sought IPO and/or M&A work. Academic research has also supported this result. Michaely and Womack (1999) find that the recommendations issued by IPO underwriters’ research analysts tend to be over- bullish. The ‘buy’ recommendations made by such analysts will lead investors to substantially under-perform the market. More recently, there has been a study demonstrating that the migration of research analysts between investment banking firms has good predictive power on the migration of IPO and M&A business in the following years (Rau et al. 2003). Few current studies have examined the impact of sell-side research on sales commissions derived from the buy-side’s secondary market activity. This omission is particularly unusual when we consider that the primary purpose of sell-side research is not to generate IPO business, M&A business or even to outperform the market. Practitioners tend to believe that the primary purpose of sell-side research is to generate commission revenues from the buy-side. (Madan and Bhatia (2004), Freeman (2001, 2002)). Irvine (2001) finds that brokerage volume is higher in stocks covered by brokerage analysts in the Canadian market. Jackson (2004) uses a unique dataset from Australia to demonstrate that optimistic analysts and high reputation analysts generate more trades for brokerage firms. He also confirms that accurate analysts earn themselves higher ranked reputations. Unlike these two studies, we use data from the firm level instead of from the analyst level. As Jackson (2004) notes, institutional investor surveys include only limited information about individual analysts’ reputations. In contrast, the overall sell-side firm research reputation is readily available. If individual analysts with 12



higher ranked reputations can generate more trades, it means that some investors consider research quality to be important when choosing brokers. Based on this reasoning, we expect firms with overall higher perceived quality to command higher trading market share. If sell-side research could actually be used by the buy-side to outperform the market, such result would certainly assist sales. However, with the exception of Jackson (2004) and Leone and Wu (2003), there is little evidence that analysts with better perceived quality (being ranked in Institutional Investors) fare better than the rest of the analyst universe (in terms of accuracy of forecast and magnitude of behavioral bias). Given the debatable true quality of research analysts, we suspect that sell-side research may indeed perform a role akin to advertising. It generates revenues for the sell-side by simply increasing buy-side awareness, or making signals of quality (see Nelson (1974)). The role of advertising in generating sales is well documented theoretically and empirically (for example, see Kamel et al (1999), Demetrios et al (2004)). In sum, we have theoretical and empirical reasons to believe that equity research functions as advertising/marketing by sell-side firms that generates business without adding value to the buy-side. In addition to perceived research quality, we also expect research quantity to influence sell-side revenues. 3. 2. Testable Hypotheses Formation If institutional investors weigh a broker’s research reputation when choosing a firm to handle their trading business (as we predict above), there should be a positive relationship between brokerage firm secondary market volume, and perceived quality and quantity of equity research. Star analysts are analogous to the well known phenomenon of firms using movie stars and athletes to endorse products in a consumer marketing setting. Hence we would expect both the quantity of research and the perceived quality of the analyst to impact equity trading revenues.
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Hypothesis 1a: There is no relation between secondary equity trading volume and equity research quality. Hypothesis 1b: There is no relation between secondary market equity volume and equity research volume. If we can find the expected link between equity research and trading business, the obvious question to ask is whether equity research drives the trading business, or is it possibly the other way around? While existing evidence within particular countries (Irvine 2001, Jackson 2004) indicates that analyst reputation or quality drives trading volume, it is also conceivable that firms improve their research quantity or quality to live up to increased business. One simple way to track down the causality between equity research and trading is to study the lead-lag effect between equity research and equity trading. If the perceived quality of research depends on the demand from trading businesses, we would expect a positive correlation between the change in equity trading ranking and the equity research ranking. The rationale is that, if equity trading drives equity research, we will observe higher-quality research after brokerage firms have achieved a higher market share in the equity trading market. On the other hand, if equity research serves, as anticipated, a sales and marketing role, we would then expect that change in equity research will be responsible for a change in the equity trading business. Firms that enjoy a higher research rank can, over time, command a greater share of the trading business. Such study of leadlag effect will outline a clear picture of the causality between equity research and equity trading. We form Hypotheses 2a through 2d to test the above reasoning. Hypothesis 2a: There is no relation between equity trading volume and change in equity research quality. Hypothesis 2b: There is no relation between equity trading volume change and equity research quality. Hypothesis 2c: There is no relation between equity trading volume and change in equity research volume.
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Hypothesis 2d: There is no relation between equity trading volume change and equity research volume. Further, the potential link between equity research and equity trading may arise as spill-over from other sources, in particular the investment banking business. Leading sellside firms have high market share in both equity trading and in the investment banking sector of the business. Therefore, it is possible that the positive link between equity trading and research is indeed a reflection of the positive link between investment banking and equity research. We believe this is, however, unlikely to be the case. Even though there is evidence of cross-selling between equity research and investment banking (Michaely and Womack 1999 and McNichols and O’Brien 1997) and even potentially within the investment banking business, such cross-selling is not as relevant to equity trading. Unlike in investment banking, equity analysts cannot generate more business by providing overly-favorable or biased opinions for particular companies. Doing so would jeopardize the analysts’ reputation among buy-side institutions and result in the loss of future trading business. Additionally, the decision makers for the IPO/M&A businesses are the companies issuing the stock or merging, while the decision makers for the trading business are portfolio managers and traders at the buy-side firms. The lack of overlap between these two groups of decision makers should not result in joint decision-making. We formally test the above reasoning in Hypothesis 3. Hypothesis 3a: There is no relation between equity research quality and the investment banking business. Hypothesis 3b: There is no relation between equity research volume and the investment banking business. Hypothesis 3c: There is no relation between equity research quality change and the investment banking business. Hypothesis 3d: There is no relation between equity research volume change and the investment banking business. Hypothesis 3e: There is no relation between equity research quality and change in the investment banking business.
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Hypothesis 3f: There is no relation between equity research volume and change in the investment banking business.
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4. Data 4.1.



Reuters Institutional Investor The Reuters Institutional Investor survey (RII 2002, 2003) is a well recognized



industry source of equity research. RII 2003 solicited information from 1,866 individuals at 496 buy-side firms about their commission allocation processes. Specifically, the buyside firms ranked (based on votes) approximately 3,230 analysts at 201 sell-side firms. A total of 322 institutions responded to the solicitation to rank sell-side firms (e.g., Goldman, Lehman, etc.). Only a relatively small portion of the analysts received a significant number of votes.



In Europe, the RII 2003 (as well as prior years’ surveys) were organized around the 53 sectors of Reuters Institutional Investor’s All-Europe research team, with teams being ranked as 1st, 2nd, 3rd or runners up. The methodology in America and Asia was similar. The data also summarized the overall research ranking of most sell-side firms. As such, RII 2003 and the prior surveys are particularly rich sources of quantitative and qualitative information about sell-side research quality, and can shed light on why buyside firms trade with particular sell-side firms. One caveat concerning the data is that all ranking is done at the research team level. Hence, we cannot directly infer information about an individual analyst.



In general, buy-side firms deal with a panel of brokerage firms. The number of sell-side firms on the panel ranges from 7-20. For some buy-side firms, the panel is closed (i.e., the buy-side firm will only deal with the panel members, and only opens panel membership for reselection on at most an annual basis). At other firms, the panel is more fluid, with membership being relatively easy to attain.



4.2.



Securities Data Corporation SDC (and its relevant subsidiary, called Autex) tracks block trading (generally



defined as transactions involving in excess of 5,000 shares) at major exchanges worldwide. This information is tracked by brokerage firms that originate business. For
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example, we can analyze such data to find that Deutsche Bank traded over 500 Billion shares in the European secondary market in 2001. Since brokerage firms trade primarily on behalf of clients, and clients are charged on a per share basis, we believe that these share trading volumes are an excellent proxy for secondary market revenues. We also collected information, from the same source, about the total deal value and the market share of the IPO and M&A business. We used SDC data to calculate the trading volume and IPO/M&A deal value, as well as the corresponding market share within each market.



4.3.



Nelson’s Information Service (a division of Thomson Financial) Nelson’s collects information about the number of equity analysts, the number of



reports published and the stocks covered. The number of equity analysts, the number of reports, and the number of reports published are highly correlated. The coefficient of correlation between the number of equity analysts and the number of companies covered is 0.878, and that between the number of analysts and the number of reports is 0.846. Section 5. Empirical Findings 5.1. Research Quality, Research Quantity and Equity Trading We first performed a regression analysis of equity trading volume on equity research ranking, as a proxy for the perceived quality of equity research. The results in Table 4 are consistent with the correlation results in Table 4. We first used the equity trading ranking as a proxy for equity trading volume. It is advantageous to use ranking instead of market share as the proxy since the trading ranking and the equity research ranking are in the same dimension; accordingly, it is easier to interpret the results. Further, the trading ranking of firms is closer to the normal distribution, which gives us better properties in regression. One caveat about using ranking is that there is greater inter-temporal persistence in the ranking for both measures. Also, being an ordinal variable, ranking is not as informative as market share when we try to understand the
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economic impact of research on trading. Later in this paper, we will perform logit regression on equity trading market share.4 For the sample pooling of all three markets, the coefficient of concurrent research ranking is positive and highly significant across all specifications (the higher the equity research ranking, the higher the equity trading ranking). The results are also economically significant: one higher rank in equity research can increase equity trading by about one rank. On the other hand, the coefficient for lagged research ranking is positive, but consistently insignificant in all specifications. This alleviates our concern that equity research ranking is highly persistent over time, and we would not be able to separate the current from persistent factors. (Insert Table 4 about here) We include several other variables in the regression as well. First, we include a dummy variable for ‘bulge bracket’ firms. The practitioners usually refer to Wall Street powerhouses such as of Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, and Solomon Smith Barney, as ‘bulge bracket’ firms (Freeman Report 2001). There has been evidence from both practice and academic research that being a bulge bracket firm will have significant influence on such firm’s involvement in many businesses (Freeman Report 2001). The bulge bracket dummy variable takes the value of 1 if the firm is one of the six firms mentioned above, and 0 otherwise. The coefficient of the bulge bracket is negative and significant at 10 percent. The result is also economically significant: being in the bulge bracket can improve a firm’s equity trading ranking by about 2 ranks. In addition, we also included two dummy variables for the Japanese and the European regions. If a ranking is within Japan/Europe, the Japan/Europe dummy takes the value of 1, and 0 otherwise. Due to differences in culture, market infrastructure and



4



We also performed regression using the number of ranked analysts, instead of equity research ranking as the predictor. Given the high correlation between the equity research ranking and the number of ranked analysts, all of our results remain. Such results are available upon request.
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business practices, it is not surprising that the relationship between equity trading and equity research varies across these areas. However, the coefficients for the European and Japanese dummy variables are both insignificant. We next analyzed the sample by different markets, and the results are reported in Panel B of Table 4. Equity research ranking remains highly significant in all three markets. A one place change in research ranking can lead to a 0.55 to 1.87 place change in equity trading ranking. These results confirm our main findings that equity research plays a role in generating business for brokerage firms. The lagged research ranking remains insignificant. It is worth noting that the bulge bracket dummy is significant only in the U.S., although the coefficients in all three markets are in the right sign. This could be due to the limited sample size in each market, or to the differences in business practices across these markets. Such results underscore the importance of international comparison of sell-side analysts’ involvement in equity trading. Our results confirm that higher equity research quality is associated with greater equity trading business, strongly rejecting Hypothesis 1.a. In addition to the above OLS regression, we also performed a logit regression of the equity trading market share in the three markets, using the same independent variables. The coefficient for concurrent research in Panel A of Table 5 is negative and highly significant in all specifications (the higher the ranking, the higher the market share). One higher rank in equity research can result in a .14 to .17 percent increase in market share in different specifications. Similar to the OLS specification, the lagged research variable is insignificant, confirming that persistence in equity research ranking is not driving the results on the concurrent ranking. The European and Japanese dummy variables are insignificant. Accordingly, being in the bulge bracket can command 0.571 percent of market share, consistent with above results. (Insert Table 5 about here)
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We then analyzed the results in the three markets, and the major results are the same. For different markets, one higher rank in research can increase market share by 0.06 to 0.34 percent. The results within each region largely mirror the results of the entire sample. In Panel B of Table 5, we find a significant negative relationship between trading market share and equity research ranking (i.e., the smaller the number being ranked, the higher the ranking, and the greater the market share). The bulge bracket variable is positive in all three markets, and is significant in Europe and the U.S. In sum, the logit regression depicts a picture very similar to that of the OLS regression. Next, we test hypothesis 1.b., and investigate the relationship between research quantity and equity trading. Because research volume (i.e., the number of analysts, covered companies, and published reports) only becomes available within the U.S. market and at the global level, we performed the regression within the U.S. and at the global market level, separately. For the U.S. market, Panel A of Table 6 reports that the coefficient for the number of analysts is positive and significant at 1 percent. This is true after we control for research ranking. However, the R-square of the regression increases moderately from 69% to 71%, compared to the specification excluding research volume. This relationship is also economically significant: if the number of analysts increases by one, the trading market share will increase by about 0.05 percent. The total trading volume was 1,163,398,414,000 shares within the U.S. in 2002, and 0.05 percent of the market share translates into 58,169,920 shares. Using the 1-5 cent per share commission schedule, that amounts to $581,699 to $2,908,496 in trading revenues. This is largely in line with the average compensation that research analysts receive during the late 1990s (Freeman 2001, 2002). (Insert Table 6 about here) We also investigated the impact of research volume on trading business in the global market context. Because it is difficult to combine the research ranking across three markets (i.e., market sizes are quite different and different markets value research 21



differently), we used the total trading volume, instead of trading market share, as dependent variables and left out the control variable of equity research (which was not available for the three markets combined). Similar to the results within the U.S., the coefficient for the number of analysts is positive and highly significant. An increase of one analyst could increase global trading volume by 106,391,000 shares, which can generate $1,063,910 to $5,319,550 in trading commissions for the sell-side firms. In sum, we find that higher equity research volume is associated with higher trading volume. We will investigate, in the lead-lag analysis in the next section, whether research volume drives the trading business, or whether it is the other way around. 5.2. Lead-Lag Effect between Equity Trading, Research Quality and Research Quantity As mentioned above, we understand that neither the correlation coefficient nor regression analysis can offer conclusive results on the causality between equity research and equity trading. Hence, we attempted to establish the causality link through the leadlag relationship. If the change in equity research leads to a change in equity trading, but not the other way around (Hypothesis 2a is rejected but not Hypothesis 2b), this will imply that equity research quality drives equity trading, but is not sensitive to a change in the trading business. This is exactly the result we find in Table 7. (Insert Table 7 about here) We define change in equity research quality as the research ranking of a broker within one year, minus the research ranking of the same broker during the previous year. We excluded years when there was no research ranking in the current or previous years. For the whole sample pooling of three markets, the coefficient of research quality change in Panel A of Table 7 is negative and significant at 1 percent. (higher ranking, lower rank number and higher market share). The coefficient is positive and significant at 5 percent if we instead use equity trading ranking as the dependent variable. That is, the higher the equity research ranking, the higher the equity trading ranking. One higher rank in equity research can increase trading market share by 0.24 percent and improve trading ranking 22



by about 0.4. The same relationship holds in the three separate markets as well. One higher rank in equity research can increase market share by as much as 0.92 percent in the Japanese market (significant at 10 percent) and improve equity trading ranking by as much as 0.5percent in the European market (significant at 5 percent). These results strongly support the view that equity research ranking plays a role in generating equity trading business. We next explored whether equity research quality is influenced by equity trading. We defined the change in equity trading in two ways. The change in trading market share is defined as a firm’s market share in equity trading during a year, minus the same firm’s market share in equity trading during the previous years. We also defined the change in trading market ranking as the trading ranking of the current year, minus that of the previous year. We excluded the years when there was no data on trading market share of trading ranking in the current or previous years. If trading business influences equity research quality, we expect a significant relationship between a change in equity trading and in equity research: higher equity trading ranking and greater trading market share should lead to higher research ranking. However, we find little support for this assertion in Table 8. For the entire sample pooling of three markets, the coefficient of change in equity trading is insignificant. There is little support within each individual market. Most equity trading change coefficients are insignificant, with the exception of the U.S. and the Japanese markets in Panel A of Table 8. However, the coefficients for the U.S. and Japanese markets are in opposite signs, casting further doubt on whether equity trading has any meaningful impact on equity research. In sum, we cannot reject Hypothesis 2.b. (Insert Table 8 about here) Our findings on equity research quality and equity trading business so far indicate that equity research drives equity trading business, but not the other way around. The dynamic interplay between equity research volume and equity trading presents a different picture. The results in Table 6 show that change in equity research volume provides little explanation for current trading market share, raising the question 23



of whether research volume drives equity trading. On the other hand, we observe positive and significant relationships between equity trading change and research volume. We further report in Table 9 that, within the U.S., the coefficients of trading market share and trading ranking are both significant at 1 percent in explaining equity research volume. One percentage increase in trading market share can lead to an average increase of 17 equity analysts. For the combined global market, the coefficient on the change in total trading volume is also significant at 1 percent. An increase of 5 million shares of trading volume can lead to an average increase of 1 research analyst. (Insert Table 9 about here) In sum, although research quality and research volume are both highly correlated with the equity trading business, our findings indicate that the causality may be quite different. Equity research drives equity trading, but is not heavily influenced by equity trading. In contrast, equity volume is partly driven by equity trading, but does not contribute to equity trading dynamically. One potential reconciliation is that sell-side firms can change equity research fairly quickly in response to their trading business, but research quality takes a longer time to adjust. Another possibility is that research volume is also heavily influenced by investment banking business (Michaely and Womack 1999) and adds less value to buy-side institutions, which rely more on research quality. To understand this possibility, we will finally explore how research quality and research quantity interact with investment banking businesses. 5.3. Research Quality and Research Quantity and Investment Banking As discussed earlier, we believe that equity research quality has little impact on investment banking. First, equity research ranking (our proxy for research quality) is collected from buy-side institutions. Such institutions, as market participants, differ completely from companies going public or engaging in M&A transactions. In addition, sell-side firms have to provide favorable recommendations and increasing coverage to attract IPO and M&A business. Such attempts do not add value, however, to buy-side institutions, and consequently are not reflected in the equity research rankings. 24



Our empirical results provide support for this reasoning. For the IPO market share, the coefficient of equity research ranking in Table 10 is insignificant for the whole sample pooling of all three markets. The results within each individual market consistently confirm that perceived equity research quality does not influence IPO market share. We also explored the lead-lag effect between IPO business and equity research. Again, there was little relationship between equity research and the IPO business. (Insert Table 10 about here) Our findings on M&A business and equity research generate the same results. For M&A market share, the coefficient of equity research ranking in Table 11 is insignificant for the whole sample. Equity research quality seems to matter to the M&A business in Europe, but not in the U.S. or Japanese markets. Similar to the results for the IPO market, there is little lead-lag effect between equity research and the M&A business. In sum, the findings on the IPO and M&A businesses cannot reject Hypotheses 3a-3c, and cast further doubt on the relationship between perceived equity research quality and the investment banking business. (Insert Table 11 about here) The results in Table 5 show that the coefficient of change in the number of analysts (a proxy for change in equity research volume) is insignificant in explaining IPO or M&A business, both within the U.S. and at the global level. In contrast, the results in Table 11 shows that the investment banking business can influence equity research volume. The coefficient for change in the IPO and M&A businesses are both significant at 5 percent. If the investment banking deal increases 100 million dollars, there is (on average) an increase of 5 research analysts. The relationship between change in the M&A business and change in the equity research volume is also significant, but weaker: an increase of 100 million dollars in M&A deal value leads to an increase of 1 research analyst. In sum, we cannot reject Hypotheses 3a through 3c, but can reject Hypotheses 3d through 3f.
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Our results are consistent with existing evidence (Michaely and Womack 1999) that equity research is indeed influenced by the investment banking business, which as a consequence, may lead to criticism about conflicts of interest. We emphasize that the relationship between equity research and investment banking, at the sell-side firm level, is weaker than the relationship between equity research and equity trading. Our findings demonstrate that, despite the potential for conflicts of interest, equity research plays an integral role in generating investment banking revenues in ways that are not subject to conflicts of interest criticism. Completely separating equity research from sell-side firms may remove an important dimension of investment banking competition, and hinder information flow to buy-side institutions. 6. Conclusion and Discussion This paper examines the relationship between sell-side equity research and sellside equity trading volume at the firm level. We find clear evidence that equity research, both in quantity and perceived quality, correlates with secondary market trading volume in three major geographic regions. While the change in research quality seems to drive trading market share, it is not sensitive to a one-year change in the equity trading business. By contrast, equity research volume is influenced by changes in the equity trading business, but does little to drive next year’s trading business. Our findings emphasize equity research’s role in generating revenues, particularly in a line of business where conflicts of interest are not of concern. Our findings shed light on the size of the equity research industry, and indicate that equity research has an important marketing and sales role for investment banking (in addition to its expected role of providing information to the securities market). Our study offers additional insights into equity research’s role fot sell-side institutions. Although our research confirm previous evidence that equity research is influenced by the investment banking business (which is subject to conflicts of interest concerns), we emphasize that equity research is critical in generating trading business and in differentiating sell-side institutions. Because of this, we question recent advocacy aimed at completely separating equity research from investment banks. Instead, we 26



propose that alternative remedies, such as closer monitoring or the separation of groups of research within the same bank, may be more appropriate in addressing the recent analyst scandals.
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Overall Rank Sell-side selection 1 2 3 4 5 6 7 8 9 10



Trading capability and access to stocks Quality of generalist sales force Settlement Counterparty risk Quality of client account reviews Attractiveness of investment banking deals



Average score 8.61 7.57 6.66 6.55 6.08 5.52 4.98 4 3.36



Derivatives capability



3.35



Research and ideas Quality of and access to company contacts[1] Quality of specialist sales force[2]



Table 1: Importance of Non-Price Attributes to Buy-Side in Selecting Sell-Side Firms (Source: Reuters Institutional Investors 2003) nd RII 2003 asked buy-side voters to rank ten non-price factors (i.e., the most important factor ranks as 10, the 2 ranks as 9, etc.) in the selection of a sell-side firm. The results of this survey are for buy-side firms having in excess of $40 billion in assets.



[1] Buy-side firms often want to directly question companies they are considering investing in. One function of the sell-side research analysts is making the arrangements for these discussions and facilitating the conversations. [2] The specialist sales force is the sector focused equity sales force (for example in high tech). Specialists are expected to have an in depth knowledge of their sector, and their knowledge of the sell-side firm’s research product is an important part of see service they provide.



Rank



Attribute



Score



1



Industry Knowledge



8.43



2



Trustworthiness



7.6



3



Accessibility/Responsiveness



7.36



4



Independence from Corporate Finance 6.93



5



Management Access



6.86



6



Useful/Timely Calls



6.68



7



Written Reports



6.51



8



Special Services



6.31



9



Financial Models



6.23



10



Local Market Knowledge



6.15



Table 2 What the buy-side wants in sell-side research. The data comes from Reuters Institutional Investors (2003). Score range from 1 to 10, 10 being the best. The results of this survey are for buyside firms having in excess of $40 billion in assets



TRDRANK LTRDRAN TRDRANK Pearson Correlation 1 Sig. (2-tailed) . N 248 LTRDRAN Pearson Correlation 0.899437 1 Sig. (2-tailed) 6.67E-20 . N 182 182 BULGE Pearson Correlation -0.38463 -0.45404 Sig. (2-tailed) 3.62E-10 1.2E-10 N 248 182 MKTSHAR Pearson Correlation -0.5747 -0.63941 Sig. (2-tailed) 1.71E-20 6.67E-20 N 248 182 LMKTSHA Pearson Correlation -0.60097 -0.65178 Sig. (2-tailed) 6.67E-20 6.67E-20 N 182 182 RESEARC Pearson Correlation 0.491177 0.650234 Sig. (2-tailed) 1.81E-16 6.67E-20 N 246 182 LRESEARCPearson Correlation 0.398565 0.519989 Sig. (2-tailed) 4.29E-08 1.37E-12 N 176 161 POSIT Pearson Correlation -0.39864 -0.5197 Sig. (2-tailed) 1.14E-07 1.66E-11 N 165 146 LPOSIT Pearson Correlation -0.39465 -0.52341 Sig. (2-tailed) 1.56E-07 1.11E-11 N 165 146 FIRST Pearson Correlation -0.37434 -0.48294 Sig. (2-tailed) 7.3E-07 6.61E-10 N 165 146 LFIRST Pearson Correlation -0.34756 -0.46543 Sig. (2-tailed) 4.79E-06 3.22E-09 N 165 146 SECOND Pearson Correlation -0.3808 -0.48949 Sig. (2-tailed) 4.52E-07 3.56E-10 N 165 146 LSECOND Pearson Correlation -0.33807 -0.44728 Sig. (2-tailed) 8.95E-06 1.51E-08 N 165 146 ** Results significant at 1 percent are denoted in bold.



BULGE



MKTSHAR LMKSHAR RESEARC LRESEARCPOSIT



LPOSIT



FIRST



LFIRST



SECOND LSECOND



1 . 248 0.452559 5.95E-14 248 0.493111 1.41E-12 182 -0.50977 6.6E-18 246 -0.5548 7.18E-16 176 0.501677 6.25E-12 165 0.50304 5.35E-12 165 0.502454 5.72E-12 165 0.504075 4.75E-12 165 0.436234 4.71E-09 165 0.528009 2.57E-13 165



1 . 248 0.849282 6.67E-20 182 -0.59514 1.77E-20 246 -0.52247 8.24E-14 176 0.383326 3.74E-07 165 0.399991 1.02E-07 165 0.444613 2.19E-09 165 0.408746 5.02E-08 165 0.434584 5.46E-09 165 0.37538 6.76E-07 165



1 . 182 -0.65108 6.67E-20 182 -0.57186 1.08E-15 161 0.363167 6.63E-06 146 0.410754 2.61E-07 146 0.43874 3.04E-08 146 0.463456 3.83E-09 146 0.402615 4.71E-07 146 0.370984 4.03E-06 146



1 . 246 0.678441 7.76E-20 176 -0.71844 1.04E-19 165 -0.70747 1.04E-19 165 -0.69803 1.04E-19 165 -0.64486 1.04E-19 165 -0.69213 1.04E-19 165 -0.6398 1.04E-19 165



1 . 176 -0.53193 4.29E-12 146 -0.59288 1.2E-15 146 -0.55568 2.43E-13 146 -0.60914 7.88E-17 146 -0.51693 2.24E-11 146 -0.5608 1.25E-13 146



1 . 165 0.929199 1.04E-19 165 0.9138 1.04E-19 165 0.792171 1.04E-19 165 0.888443 1.04E-19 165 0.819209 1.04E-19 165



1 . 165 0.879523 1.04E-19 165 0.896351 1.04E-19 165 0.851169 1.04E-19 165 0.881975 1.04E-19 165



1 . 165 0.834528 1.04E-19 165 0.831842 1.04E-19 165 0.781516 1.04E-19 165



1 . 165 0.77117 1 1.04E-19 . 165 165 0.776037 0.782548 1.04E-19 1.04E-19 . 165 165



1 165



Table 3: Correlation of Variables TRDRANK is the ranking of equity trading business within each year, each market. LTRDRANK is the lagged ranking of equity trading business within each year, each market. MKTSHARE is the equity trading market share, in percentage in each year, each market. LMKTSHARE is the lagged equity trading market share, in percentage in each year, each market. RESEARCH is the current equity research ranking (from RII) for each year, each market. LRESEARCH is the lagged equity research ranking (from RII) for each year, each market. POFSIT is the number of analysts being ranked for each year, each market and LPOSIT is teh number of analysts being ranked in the previous year in the same market. FIRST is the number of analysts in the first rank within each year, each market and LFIRST is teh number of analysts in the first rank in the previous year and the same market. SECOND is the number of analysts being ranked in the second place in each year, each market and LSECOND is the number of analysts being ranked in the second place in the previous year and the same market. All results are the sell-side firm-year level



Panel A: All Regions Beta Intercept Research Ranking Lagged Research Ranking Europe Dummy Japan Dummy Bulge Bracket Dummy Year Fixed Effect Number of Observation R2



1.773 1.192 ***



T-stat 0.818 8.635



Beta



T-stat



-0.322 -0.15 1.108 *** 5.215 0.207



Yes 245 24.80%



0.991



Yes 175 28.80%



Beta



T-stat



Beta



T-stat



-1.734 -0.714 1.062 *** 5.018



0.348 0.127 1.002 *** 4.534



0.26 1.223 3.655 ** 2.028 -0.499 -0.239



0.178 0.807 3.35 * 1.937 -0.008 -0.038 -2.182 * -1.731



Yes 175 30.90%



Yes 145 30.60%



Panel B: Three Separate Regions Beta



Europe T-stat



Japan Beta



U.S. T-stat



Beta



T-stat



` Intercept Research Ranking Lag Research Ranking Bulge Bracket Year Fixed Effect Number of Observation R2



-9.045 -1.194 1.866 *** 3.582 0.621 1.256 -3.676 -0.816 Yes 57 34.60%



1.424 0.437 0.77 ** 2.024 -0.0058 0.166 -0.994 -0.504 Yes 35 41.30%



6.875 3.984 0.555 *** 3.844 0.087 0.603 -4.291 *** -3.46 Yes 81 70.40%



Table 4: Equity Trading Ranking and Equity Research Ranking Research trading ranking is a sell-side firm' equity trading ranking (Nelson) during a year within a market. Research ranking is a sell-side firms' equity research ranking (RII) during a year within a market. Lagged research ranking is the sell-side firm's equity trading ranking (RII) during the previous year within the same market. The Europe dummy takes the value of 1 if an observation is in Europe and 0 otherwise. The Japan dummy variables takes the value of 1 if an observation is in Japan and 0 otherwise. Bulge bracket dummy takes the value of 1 if the observation is on Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, or Solomon Smith Barney and 0 otherwise. Year fixed effect are included in all regression.



Panel A: Equity Trading Market Share and Research Ranking (All Regions) Logit Mode All Regions Beta T-stat Beta T-stat Beta T-stat Intercept Research Ranking Lagged Research Ranking Europe Dummy Japan Dummy Bulge Bracket Dummy Number of Observation Pseudo R-square



-2.255 *** -7.782 -0.154 *** -8.31



243 23.9



-2.036 *** -8.627 -0.161 *** -6.613 -1E-04 1E-05



174 33.3



-1.915 *** -6.745 -0.16 *** -6.489 -0.004 -0.168 -0.201 -0.954 -0.101 -0.415



174 33.7



Beta



T-stat



-2.496 *** -6.959 -0.139 *** -5.449 0.0145 0.572 -0.162 -0.779 -0.07 -0.295 0.571 ** 2.581 174 36.2



Panel B: Equity Trading Market Share and Research Ranking (Europe, Japan, and U.S.) Logit Model Europe Japan U.S. Beta T-stat Beta T-stat Beta T-stat Intercept Equity Research Ranking Lagged Equity Research Ran Bulge Bracket Year Fixed Effect Number of Observation Pseudo R2



-1.914 *** -3.278 -0.21 *** -5.263 -0.12 -0.323 0.647 1.901 Yes 57 50.4



-1.599 -1.195 -0.34 ** -2.17 0.0987 0.69 0.566 0.698 Yes 35 34.9



-2.879 *** -13.63 -0.0618 *** -3.497 -0.0134 -0.759 0.483 *** 3.18 Yes 103 67.5



Table 5: Equity Trading Market Share and Equity Research Ranking Research trading ranking is a sell-side firm' equity trading market share (Nelson) during a year within a market. Research ranking is a sell-side firms' equity research ranking (RII) during a year within a market. Lagged research ranking is the sellside firm's equity trading ranking (RII) during the previous year within the same market. The Europe dummy takes the value of 1 if an observation is in Europe and 0 otherwise. The Japan dummy variables takes the value of 1 if an observation is in Japan and 0 otherwise. Bulge bracket dummy takes the value of 1 if the observation is on Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, or Solomon Smith Barney and 0 otherwise. Year fixed effect are included in all regression



Beta



T-stat



Beta



T-stat



Beta



T-stat



Beta



T-stat



Beta



T-stat



Beta



T-stat



Panel A: U.S. Market



Intercept Equity Research Ranking Number of Analysts Change in Number of Analysts Number of Observation R2



Trading Market Share



IPO Market Share



0.759 -0.0964 *** 0.0533 ***



15 -1.374 0.02 **



1.02 -2.687 8.528



69 71.3



64 6.6



Panel B. Europe, Japan and U.S. Market Combined Total Trading Volume Intercept Number of Analysts Change in Number of Analysts Number of Observation R2



8904669 106390.9 ***



0.78 -1.177 2.148



1.381 4.469



M&A Market Share -8.05 0.0405 0.277 *



-0.364 0.026 1.833



67 23.1



1.69 2.095



35946 13.595 *



0.718 1.955



6.409



9.24 ***



2.926



0.127



1.395



0.53



1.362



49 13.7



62 19.5



53 7.9



Total Trading Volume 4E+07 *** -2E+05



62 33.3



IPO Market Share



4.034 ***



59 4.8



Total IPO Deal Value Total M&A Deal Value 1026 * 1.546 **



Trading Market Share



54 2



M&A Market Share 21.92 ***



0.27



4.886



0.509



63 9



Total IPO Deal Valu



Total M&A Deal Value



9.585



8721



1.01



1572 *



1.89



-1.315



-4.6



-0.59



50.59 *



1.76



50 3.9



51 9.5



Table 6: Equity Trading and Equity Research Quantity For Panel A, Trading market share, IPO market share, and M&A market share are obtained from SDC database. For Panel B: the total trading volume, total IPO deal value, and total M&A deal value are the sum of the trading volume, IPO deal value, and M&A deal value in Europe, Japan, and U.S. Research ranking is a sell-side firms' equity research ranking (RII) during a year within a market. Lagged research ranking is the sell-side firm's equity trading ranking (RII) during the previous year within the same market. Number of analysts is collected from Nelson report. Change in number of analysts is calculated by the number of analyst in the current year minus the number of analyst in the previous year. Year fixed effect are included in all regression



Europe Beta T-stat



Japan Beta T-stat



U.S. Beta T-stat



All Beta



All T-stat



Beta



T-stat



5.542 *** 7.747 -0.187 ** -2.06



4.017 -0.237 1.813 4.992



*** 5.272 *** -2.8 ** 2.318 *** 5.617



Panel A: Equity Trading Market Share Intercept Equity Research Ranking Change Europe Dummy Japan Dummy Number of Observation R2



5.585 *** 5.364 -0.251 *** -2.64



57 11.9



Equity Trading Market Share 8.44 *** 3.657 3.437 *** 5.098 -0.927 * -1.835 -0.109 * -1.81



35 14.3



81 6.5



175 9.2



175 18.4



Panel B: Equity Trading Ranking Intercept Equity Research Ranking Change Europe Dummy Japan Dummy Number of Observation R2



12.876 *** 2.809 0.49 ** 2.039



57 6.2



EquityTrading Ranking 8.419 *** 4.598 12.285 *** 7.959 0.347 * 1.856 0.376 * 1.834



35 6.9



81 6.1



11.31 *** 6.392 0.419 ** 1.97



175 5.4



11.179 *** 5.533 0.41 ** 1.982 2.043 0.985 -4.15 * -1.76 175 6.7



Table 7: Equity Trading and Change in Equity Research Quality For Panel A, the dependent variable is the equity trading market share from SDC database. For Panel B, the dependent variable is the equity trading ranking from SDC database. Equity researdch ranking change is caculated as the equity research ranking in the current year minus the equity research ranking in the previous year. Positive ranking change indicates the firm does worse than last year while negative ranking change indicates the firm does better than last year. Year fixed effect are included in all regression



Europe Beta T-stat



Japan Beta T-stat



U.S. Beta



All T-stat



Beta



All T-stat



Beta



T-stat



Panel A. Equity Trading Market Share Change Intercept Equity Trading Market Share Change



9.978 *** 8.989 -0.0902



-0.349



Equity Research Ranking 6.957 *** 6.306 8.702 *** 7.03 0.206



* 1.691



-1.768



* -1.95



7.275 *** 9.59



7.849 *** 8.933



0.0349



0.0443



0.327



-0.32 -1.746



-0.418 * -1.763



0.26



Europe Dummy Japan Dummy Number of Observation R2



69 6.3



32 12.1



78 7.9



181 2.3



181 4



Panel B. Equity Trading Ranking Change Intercept Equity Trading Ranking Change Europe Dummy Japan Dummy



Number of Observation R2



9.843 *** 8.946 -0.0946 -1.01



69 7.6



Equity Research Ranking 6.781 *** 5.964 8.318 *** 6.67 -0.266 -1.43 -0.367 -1.21



32 9.7



78 3.2



7.249 *** 9.65 -0.139 -1.63



181 3.7



7.869 *** 9.043 -0.146 -1.515 -0.391 -0.515 -1.814 * -1.845



181 5.6



Table 8: Change in Equity Trading and Equity Research Quality For Panel A, the dependent variable is the change in equity trading market share from SDC database. For Panel B, the dependent variable is change in the equity trading ranking from SDC database. Equity trading market share change is calculated as the trading market share in the current year minus the trading market share in the previous year, witin the same market. Positive change indicates that the firs does better than last year and negative change means the firm does worse than last year. Equity trading ranking change is caculated as the equity research ranking in the current year minus the equity research ranking in the previous year. Positive ranking change indicates the firm does worse than last year while negative ranking change indicates the firm does better than last year. Equity research ranking is obtained from Reuters Institutional Investor (RII) survey. Year fixed effect are included in all regression



Panel A. U.S. Market



Intercept Change in Equity Research Ranking Change in Trading Market Share Change in IPO Market Share Change in M&A Market Share Number of Observation R2



Beta 82.32 -0.625 16.693



62 16.1



The Number of Analysts T-stat Beta 17.12 25.56 -0.529 -1.77 *** 3.459 21.54



** *



T-stat 2.77 -1.694



***



2.994



59 12.4



Beta 39.25 -0.55



*



T-stat 1.77 -1.24



7.95



***



2.834



Beta -57.25



*



T-stat -1.78



0.0009



**



1.99



67 23.1



l B. Europe, Japan and U.S. Market Combined



Intercept Change in Total Trading Volume Change in Total IPO Deal Value Change in Total M&A Deal Value Number of Observation R2



The Number of Analysts Beta T-stat Beta 5.95 *** 3.09 15.54 0.0000175 *** 3.26 0.0052



59 10.7



**



T-stat 2.228



**



2.37



53 15.9



63 12.4



Table 9: Equity Research Quantity and Change in Sell-Side Firm Business For Panel A, the dependent variable is the number of research analyst within U.S. Change in equity research ranking is the equity research ranking of the current year minus equity research ranking in the previous year. Change in trading/IPO/M&A market share is calculated as the trading/IPO/M&A market share of the current year minus the trading/IPO/M&A market share of the previous year. For Panel B, the dependent variable is the number of global research analyst. Change in trading/IPO/M&A volume is calculated as the total trading/IPO/M&A volume/deal value in the three markets in the current year minus the total trading/IPO/M&A volume deal value in the three markets in the previous year.



Beta Panel A: IPO Business and Equity Research Intercept Equity Research Ranking Lagged Research Ranking Bulge Bracket Europe Dummy Japan Dummy Number of Observation R2



Europe T-stat



16.92 *** -0.51 -0.56 * 8.216 ***



Beta



Japan T-stat



U.S. Beta



Initial Public Offering (IPO) Market Share 4.63 11.77 ** 2.307 16.748 *** -1.579 -0.491 -0.447 1.453 * -1.919 -0.344 -0.299 -2.018 ** 3.441 3.943 ** 1.999 7.786 *



62 39.7



43 15.4



62 -2.7



43 -3.5



3.371 1.769 -2.089 1.921



64 6.5



Panel B: IPO Business and Equity Research Change Initial Public Offering (IPO) Market Share Intercept 13.35 *** 4.396 6.919 *** 2.819 15.212 *** Equity Research Ranking Change 0.196 0.574 -0.069 -0.057 0.265 Europe Dummy Japan Dummy Number of Observation R2



All T-stat



Beta



17.276 *** -0.805 -0.417 ** 2.901 * -1.874 1.026



T-stat



7.331 -1.478 -2.08 1.907 -0.932 0.504



169 38.7



5.504 1.557



64 3.89



14.959 *** 0.492 -2.947 -8.063 **



5.948 1.65 -0.966 -2.606



169 8.5



Panel C: Equity Research and IPO Business Change Intercept IPO Market Share Change Europe Dummy Japan Dummy Number of Observation R2



6.45 *** -0.02



62 -6.6



Equity Research Ranking 5.134 6.408 ** 4.511 -0.158 0.048 0.158



43 -1.5



6.081 *** -0.155



64 -2



5.602 -1.252



6.08 *** -0.08 0.258 0.328



6.226 -0.858 0.217 0.255



169 -4.1



Table 10: IPO and Equity Research IPO market share is obtained from SDC database. Equity research ranking is a sell-side firms' equity research ranking (RII) during a year within a market. Lagged research ranking is the sell-side firm's equity trading ranking (RII) during the previous year within the same market. The Europe dummy takes the value of 1 if an observation is in Europe and 0 otherwise. The Japan dummy variables takes the value of 1 if an observation is in Japan and 0 otherwise. Bulge bracket dummy takes the value of 1 if the observation is on Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, or Solomon Smith Barney and 0 otherwise. IPO market share change is defined as the IPO market share of the current year minus the IPO market share of the previous year. Year fixed effect are included in all regression.



Europe Beta T-stat



Beta



Japan T-stat



Panel A: Merger and Acquisition (M&A) Market Share Intercept 10.108 *** 6.64 28.35 ** Equity Research Ranking -0.589 *** -4.69 -1.09 Lagged Research Ranking -0.069 -0.63 -1.02 Bulge Bracket 0.424 0.42 0.747 Europe Dummy Japan Dummy Number of Observation R2



59 44.8



Panel B: Merger and Acquisition (M&A) Market Share Intercept 6.067 *** 4.88 Equity Research Ranking Cha -0.165 -0.13 Europe Dummy Japan Dummy Number of Observation R2



59 0



Panel C: Equity Research Ranking Intercept 6.901 *** 5.91 M&A Market Share Change -0.123 -1.48 Europe Dummy Japan Dummy Number of Observation R2



59 3



5.023 -0.815 -0.83 1.171



39 41.7



8.45 ** 0.55



39 -9.6



All T-stat



16.043 *** 3.24 -0.371 -1.404 -0.974 -1.329 1.908 ** 2.488



63 37.3



2.178 0.328



39 -10



7.036 ** 0.029



U.S. Beta



8.87 *** 1.137



6.773 *** 0.0164



-10.4 -2



15.23 *** -0.36 -0.56 * 7.473 *** -4.63 * -8.65 ***



T-stat



5.879 -1.229 -1.856 3.945 -1.934 -3.566



161 44.1



3.018 1.383



63 -0.4



5.24 0.274



Beta



8.231 *** 0.034 -2.25 0.532



4.263 0.153 -0.949 0.221



161 -0.3



4.857 0.171



6.628 *** -0.03 0.125 0.257



6.257 -0.678 0.1 0.199



161 -0.3



Table 11: M&A and Equity Research M&A market share is obtained from SDC database. Equity research ranking is a sell-side firms' equity research ranking (RII) during a year within a market. Lagged research ranking is the sell-side firm's equity trading ranking (RII) during the previous year within the same market. The Europe dummy takes the value of 1 if an observation is in Europe and 0 otherwise. The Japan dummy variables takes the value of 1 if an observation is in Japan and 0 otherwise. Bulge bracket dummy takes the value of 1 if the observation is on Credit Suisse First Boston, Goldman Sachs, Lehman Brothers, Merrill Lynch, Morgan Stanley, or Solomon Smith Barney and 0 otherwise. Change in M&A market share is calculated as the M&A market share in the current year minus the M&A market share in the previous year. Year fixed effect are included in all regression.
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banking market share. This supports the hypothesis that equity research analysts are effective marketing and revenue-generating tools for sell-side firms. 






 Download PDF 



















 107KB Sizes
 1 Downloads
 222 Views








 Report























Recommend Documents







[image: alt]





Equity and Efficiency in Rationed Labor Markets - SSRN papers 

Mar 4, 2016 - Tel: +49 89 24246 â€“ 0. Fax: +49 89 24246 â€“ 501. E-mail: [email protected] http://www.tax.mpg.de. Working papers of the Max Planck Institute ...














[image: alt]





Market Efficiency and Real Efficiency: The Connect ... - SSRN papers 

We study a model to explore the (dis)connect between market efficiency and real ef- ficiency when real decision makers learn information from the market to ...














[image: alt]





labor market institutions and the business cycle ... - SSRN papers 

2 Universidad de Navarra, Graduate Institute of International Studies; e-mail: [email protected] ... Giuseppe Bertola (UniversitÃ  di Torino) and JuliÃ¡n Messina.














[image: alt]





The Political Economy of - SSRN papers 

Jul 21, 2017 - This evidence is consistent with the idea that with inelastic demand, competition entails narrower productive inefficiencies but also.














[image: alt]





Blaming Youth - SSRN papers 

Dec 14, 2002 - Social Science Research Network Electronic Paper Collection ... T. MacArthur Foundation Research Network on Adolescent Development and.














[image: alt]





law review - SSRN papers 

Tlie present sentencing debate focuses on which decisionmaker is best .... minimum sentences even after a sentencing guideline system is in place to control ...














[image: alt]





Optimism and Communication - SSRN papers 

Oct 10, 2010 - Abstract. I examine how the communication incentive of an agent (sender) changes when the prior of the principal (receiver) about the agent's ...














[image: alt]





yale law school - SSRN papers 

YALE LAW SCHOOL. Public Law & Legal Theory. Research Paper Series by. Daniel C. Esty. This paper can be downloaded without charge from the.














[image: alt]





Recreating the South Sea Bubble - SSRN papers 

Aug 28, 2013 - Discussion Paper No. 9652. September 2013. Centre for Economic Policy Research. 77 Bastwick Street, London EC1V 3PZ, UK. Tel: (44 20) ...














[image: alt]





the path to convergence: intergenerational ... - SSRN papers 

Apr 24, 2006 - THE PATH TO CONVERGENCE: INTERGENERATIONAL. OCCUPATIONAL MOBILITY IN BRITAIN AND THE US. IN THREE ERAS*.














[image: alt]





Trading Styles and Trading Volume - SSRN 

Columbia, Dartmouth, Harvard Business School, London Business School, London School of ... Keywords: Trading Volume; Style Investing; Mutual Funds.














[image: alt]





On the Twenty-Fifth Anniversary of Lucas - SSRN papers 

My focus here is identifying the components of a successful Lucas claim and the implications of my findings for those who practice in this area. The Lucas rule, and how its many contours play out on the ground, is important for not only theorists but














[image: alt]





The Impact of Personal Bankruptcy on Labor Supply ... - SSRN papers 

Feb 3, 2017 - Abuse Prevention and Consumer Protection Act (BAPCPA) amendment was effective in. 2005. But after BAPCPA was enacted, Chapter 7 bankruptcy became only available for debtors with incomes above the median income amount of the debtors' sta














[image: alt]





The Impact of Housing Credit on Personal Bankruptcy - SSRN papers 

The effect is mainly due to the increasing debt burden. We also apply a regression discontinuity design and find that those who bought houses within 6 months after the policy are 0.43 percentage points more likely to declare personal bankruptcy. JEL 














[image: alt]





2014 Update of the EBRI IRA Database: IRA ... - (SSRN) Papers 

This Issue Brief is the sixth annual cross-sectional analysis update of the EBRI IRA Database. It includes results on the distribution of individual retirement account (IRA) types and account balances, contributions, rollovers, withdrawals, and asset














[image: alt]





Vietnam's Lesson for China: An Examination of the ... - SSRN papers 

supports the big bang approach. In particular, alluding to Vietnam's 1989 reforms, Sachs and Woo (1997, 2000) put forward the hypothesis that China.














[image: alt]





School of Law University of California, Davis - SSRN papers 

http://www.law.ucdavis.edu. UC Davis Legal Studies Research Paper Series. Research Paper No. 312. October 2012. Does Geoengineering Present a Moral Hazard? Albert Lin. This paper can be downloaded without charge from. The Social Science Research Netw














[image: alt]





Organizational Capital, Corporate Leadership, and ... - SSRN papers 

Organizational Capital, Corporate Leadership, and Firm. Dynamics. Wouter Dessein and Andrea Prat. Columbia University*. September 21, 2017. Abstract. We argue that economists have studied the role of management from three perspec- tives: contingency 














[image: alt]





Negotiation, Organizations and Markets Research ... - SSRN papers 

May 5, 2001 - Harvard Business School. Modularity after the Crash. Carliss Y. Baldwin. Kim B. Clark. This paper can be downloaded without charge from the.














[image: alt]





Is Advertising Informative? Evidence from ... - SSRN papers 

Jan 23, 2012 - doctor-level prescription and advertising exposure data for statin ..... allows advertising to be persuasive, in the sense that both E[xat] > Î´a.














[image: alt]





Extractive States: The Case of the Italian Unification. - SSRN 

May 18, 2017 - thank EIEF for hosting him while the first version of this paper was written. Corresponding ... Guerriero (2016) show for the European regions that the main driver of present-day culture has been ... The private good technology is mult














[image: alt]





directed search and firm size - SSRN papers 

Standard directed search models predict that larger firms pay lower wages than smaller firms, ... 1 This is a revised version of a chapter of my Ph.D. dissertation.


























×
Report The Case of Secondary Market Equity Trading Steven ... - SSRN papers





Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description















Close
Save changes















×
Sign In






Email




Password







 Remember Password 
Forgot Password?




Sign In



















Information

	About Us
	Privacy Policy
	Terms and Service
	Copyright
	Contact Us





Follow us

	

 Facebook


	

 Twitter


	

 Google Plus







Newsletter























Copyright © 2024 P.PDFKUL.COM. All rights reserved.
















