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Abstract

There were very few cases of Taiwanese OTC firms that applied for transferring their
listing to the Taiwan Stock Exchange (TSE) before 1997. However, in 1998 ,1999 and
2000, there are 12, 14 and 63 cases respectively of OTC firms that successfully earned
approval to be listed in the Exchange. The number of OTC firms that apply for

transferring to the TSE has been increasing.

A few years ago, the Taiwanese OTC had been notorious for its surname of “Freezer”,
because right after firms’ listing in the OTC, the liquidity of shares of these firms
becamne frozen. However, the requirements for listing in the OTC are looser than in
the TSE. As a result, many firms that want to be listed in the TSE will go to the OTC
first. After the listing in the OTC, these firms will start to prepare for listing in the
TSE.

According the literature in major finance journals, the motives for firms to transfer
from one exchange to the other exchange are : 1. Increasing the liquidity of shares, 2.
Enhance the reputation of firms, 3. Raise the confidence level of shareholders in the
business condition of firms, and others. Some papers also examined the performance

of share prices of the firms before and after transferring.

The purposes of this research is to examine whether the determinants of Taiwanese
stock returns differ between those who want and those who do not want to transfer
from OTC to the Exchange. A two-stage Probit Selection model will be used for this

purpose.

Based on the sample from Tarwan’s OTC for the period from 1998 to 2000, we found
the determinants of stock returns are quite different for the transfer-sample and
non-transfer-sample. For the transfer-sample, we found BM is a significant factor
through the three years. Other factors are either insignificant or inconsistent. For the
non-transfer-sample, the BM effect disappears. This is an evidence that the transfer

and non-transfer firms exhibit different stock return characteristics.
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