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The Long-Run Negative Drift of Post-Listing
Stock Returns
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ABSTRACT

After firms move trading in their stock to the American or New York Stock Ex-
changes, stock returns are generally poor. Although many listing firms issue equity
around the time of listing, post-listing performance is not entirely explained by the
equity issuance puzzle. Similar to the conclusions regarding other long-run phenom-
ena, poor post-listing performance appears related to managers timing their appli-
cation for listing. Managers of smaller firms, where initial listing requirements may
be more binding, tend to apply for listing before a decline in performance. Poor
post-listing performance is not observed in larger firms.

A commoN 0ocCURRENCE ON the New York Stock Exchange (NYSE) and the
American Stock Exchange (ASE) is the listing of stocks which formerly traded
over-the-counter or on the National Association of Security Dealers Automated
Quotation (Nasdaq) system. Between July 1962 and December 1990, an aver-
age of eight firms per month moved from one trading domicile to another. The
stock returns of these firms prior to listing have typically been quite good.
Furthermore, several studies find that the market response to the announce-
ment of an exchange listing is positive. Yet, surprisingly, abnormal stock
returns following listing on a new exchange are negative on average. Although
several studies report poor return performance in the first few weeks following
listing, the cause for this phenomenon has remained a mystery.

In this paper, we pursue two objectives. First, we re-examine the nature of
post-listing stock returns, controlling for biases which may affect post-listing
performance. We find that not only are abnormal returns negative following
listing, but also the drift is longer in duration than has been previously
reported. Our second objective is to better understand why post-listing perfor-
mance is on average negative. We find that this phenomenon is most charac-
teristic of smaller firms that are not widely held by institutional investors.
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Similar to the conclusions reported in other areas of the literature, the evi-
dence here is consistent with the hypothesis that managers “time” their initial
listing application. For smaller firms, for whom initial listing requirements
may pose more meaningful barriers, the evidence suggests that managers tend
to apply for listing prior to a decline in performance. For larger firms, for whom
initial listing requirements would seem to be of little concern, there is no
evidence of negative post-listing performance.

Managers provide numerous reasons for moving the trading locale of their
stock (Baker and Johnson (1990)). One of the more frequently cited reasons is
the desire by management to gain “prestige” for the company (Van Horne
(1970)). Managers often state that they believe their firm will receive added
attention from financial analysts and the investing public after listing. Being
accepted onto an organized exchange has also been argued to be a signal of
management’s confidence in the company’s future performance, perhaps be-
cause of the screening process involved in applying for listing (McConnell and
Sanger (1984) and Ying, Lewellen, Schlarbaum, and Lease (1977)). Finally,
also frequently cited, but not unanimously supported in the literature, is the
argument that trading liquidity will improve when a common stock begins
trading on an organized exchange (Sanger and McConnell (1986), Christie and
Huang (1993), and Kadlec and McConnell (1994)).1

Regardless of why a firm might choose to move trading in its stock to another
domicile, the change is typically defended on the premise that shareholders
will be better off in some manner. However, the evidence regarding whether
shareholders in fact benefit is inconclusive. For more than five decades,
researchers find positive abnormal stock performance prior to listing, but
negative abnormal performance subsequent to listing. Ule (1937), Van Horne
(1970), Ying, Lewellen, Schlarbaum, and Lease (1977) and Sanger and
McConnell (1986), among others, show that firms experience significantly
positive stock returns prior to listing on the ASE or NYSE. Moreover, several
studies report that the market reaction to the announcement that a firm is
moving to either the ASE or NYSE is positive.2

However, subsequent to listing on the new exchange, stock price perfor-
mance is poor. For example, McConnell and Sanger (1987) examine the post-
listing returns of 2,482 companies that moved trading in their common stock
onto the NYSE during the period 1926 to 1982. They report that the average

1 Kadlec and McConnell (1994) find that firms that experience the greatest improvement in
liquidity by moving to the NYSE also have greater price reactions surrounding the listing
announcement than do other firms. Christie and Huang (1993) reach similar conclusions regard-
ing improved liquidity following exchange listing using intra-day returns for 65 exchange listings
during 1990. Yet Dubofsky and Groth (1984) observe that firms switching to the NYSE experience
only an initial increase in liquidity immediately following listing.

2 Prior research examining the market reaction to exchange listing announcements is exten-
sive. This literature includes Ule (1937), Van Horne (1970), McConnell and Sanger (1984), Ying,
Lewellen, Schlarbaum, and Lease (1977), Sanger and McConnell (1986), and, more recently,
Kadlec and McConnell (1994). These studies, which use a variety of approaches and time periods,
generally reach the same conclusion that the market reaction to the announcement of a new
exchange listing is significantly positive and, on average, is about 5 percent.
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market-adjusted abnormal return in the first two months following listing is
about —2 percent and further find negative average abnormal returns in each
of the subsequent ten months. They test a variety of possible explanations,
including the announcement of secondary equity offerings, selling pressure
from insiders, and a correction in price occurring from “overreaction” prior to
the listing announcement, none of which can explain why stock returns are poor
following listing. Furthermore, negative post-listing performance is not unique to
U.S. markets. Hwang and Jayaraman (1993) report that companies listing on the
Tokyo Stock Exchange also experience poor post-listing performance.

We re-examine the post-listing drift and evaluate its persistence. As in most
studies that examine long-horizon returns, methodological issues are impor-
tant. These issues are of particular concern in this study for a variety of
reasons. First, firms that apply for listing on either the ASE or NYSE tend to
be smaller than the median ASE/NYSE firm, particularly those moving from
the Nasdaq to the ASE. Second, firms that apply for listing generally show very
strong performance prior to filing their application with the exchanges. This
performance is so positive that more than half of all listing firms have book-
to-market ratios in the lowest quintile relative to all ASE/NYSE stocks of
similar size. Fama and French (1992) and Lakonishok, Shleifer, and Vishny
(1994) show that stock returns tend to be associated with firm size and also
with book-to-market ratios. Not controlling for these cross-sectional relations
raises the possibility that the post-listing drift may be due to the use of an
improper benchmark. Therefore, we also measure long-run performance ad-
justing for size and book-to-market effects.

Our analysis shows the post-listing drift is more severe in magnitude and
longer in duration than has been reported in earlier studies. It is pervasive
across industries and through time. The negative drift does not appear to be a
consequence of mismeasured abnormal performance due to an improper choice
of benchmark; poor post-listing performance is evident even after controlling
for size and book-to-market.

A portion of the poor post-listing performance is explained by the large
frequency of exchange-listing firms that issue equity prior to listing on either
the ASE or NYSE. However, the poor performance of exchange-listing firms is
not a simple manifestation of the equity-issuance puzzle of Loughran and
Ritter (1995), since poor post-listing performance is also observed in seasoned
firms not involved in equity offerings. The evidence is consistent with the
hypothesis that some managers may be opportunistically choosing when to
apply for listing. This same rationale has been offered elsewhere in the literature
to explain other long-run phenomena such as the poor stock price performance
observed following initial and seasoned equity offerings (Loughran and Ritter
(1995), Mikkelson and Shah (1994), Nelson (1994), and Spiess and Affleck-Graves
(1995)). Similarly, Ikenberry, Lakonishok, and Vermaelen (1995) find that
firms, on average, outperform the market when they undertake the opposite
transaction and announce share repurchases. Thus, the evidence would appear
to suggest that managerial market timing may be a general phenomenon



1550 The Journal of Finance

Table 1

Exchange Listings: Distributions by Exchange Type and Size Decile
Panel A reports by sub-period the distribution of 2,889 firms that moved their trading in their
common stock from the Nasdaq to be listed in the ASE or NYSE, or from the ASE to NYSE between
July 1962 and December 1990. Panel B reports the distribution of size decile rankings. Size decile
rankings are determined in April prior to listing relative to NYSE and ASE stocks, where decile
1 stocks are smallest.

Panel A: Exchange Listings by Type of Exchange

All Nasdaq to Nasdaq to ASE to
Year Listings NYSE (%) ASE (%) NYSE (%)
1962-1972 1,456 431 29.6 801 55.0 224 15.4
1973-1981 692 199 28.8 307 444 186 26.9
1982-1990 741 292 39.4 329 44.4 120 16.2
All Years 2,889 922 31.9 1,437 49.7 530 18.3

Panel B: Exchange Listings by Size Decile

All Deciles Deciles Deciles Deciles
Year Listings 1-2 (%) 3-4 (%) 5-6 (%) 7-10 (%)
1962-1972 1,456 235 16.1 413 284 414 284 394 27.1
1973-1981 692 111 16.0 218 31.5 203 29.3 160 23.1
1982-1990 741 194 26.2 224 302 191 25.8 132 17.8
All Years 2,889 540 18.7 855 29.6 808 28.0 686 23.7

affecting a variety of corporate decisions, including the decision of when to list
on an organized exchange.

I. Data

We examine all corporations (with the exception of closed-end mutual funds
and real estate investment trusts) whose common stock traded on the Nasdag3
and moved to either the ASE or NYSE, or which traded on the ASE and moved
to the NYSE.# Our examination begins in July 1962, the first point at which
returns for ASE firms are available from the Center for Research in Security
Prices, and extends through December 1990, for a total of 2,889 exchange
listings. Some of our tests require book equity values that were obtained from
COMPUSTAT. Because of the more limited nature of COMPUSTAT data,
these tests focus on listings occurring in 1973 and later.

Table I provides some descriptive statistics concerning our sample. Panel A
summarizes listing activity on the ASE and NYSE from July 1962 through

8 For ease of exposition, we refer to non-exchange listed firms as belonging to Nasdaq. Prior to
the introduction of the automated quotation system in February 1971, these firms would more
properly be referred to as traded “over-the-counter.”

4 Because of NYSE Rule 500, it is extremely uncommon to find firms voluntarily moving from
that exchange to either the ASE or NASD. Transfers from the ASE to the Nasdaq during the period
of this study were also uncommon.



