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[. Introduction

Many academics and policymakers believe that better disclosure increases market
liquidity and reduces firm cost of capital (Verrecchia, 2001). In a recent survey, Leuz and
Wysocki (2016) add that high-quality disclosures are also likely to improve the external
monitoring by institutional investors or analysts, which in turn may lead to more efficient firm
investment, financing, or resource allocation decisions that benefit the real economy.

The empirical literature measuring the effects of disclosure regulations uses broad
definitions for disclosure and focuses mainly on the adoption of new disclosure mandates (e.g.
Securities Exchange Act of 1934, Securities Act Amendments of 1964) or major extensions of
the entire disclosure regime (e.g. Reg FD, SOX, or International Financial Reporting Standards).
Studies evaluating the effect of widespread changes in disclosure rules often find positive effects
on firm or market outcomes, but sometimes reach conflicting results. For example, Greenstone et
al. (2006), Ferrell (2007), and Battalio et al. (2011) study the 1964 U.S. Securities Act
Amendments that mandate financial disclosures for over-the-counter (OTC) firms. On one hand,
Greenstone etal. (2006) and Ferrell (2007) find large positive valuation effects for OTC firms
from the mandated disclosure. On the other hand, Battalio etal. (2011) find no significant
differences before and after the 1964 Amendments in the abnormal returns around
announcements by OTC firms of their intention to move to the NYSE. Battalio et al interpret this
as evidence that the market placed little value on the increased mandated disclosures imposed on
OTC firms.

The early studies by Stigler (1964), Benston (1969, 1973), Jarrell (1981), Chow (1983),

and Simon (1989) of the introduction of new disclosure mandates on all US exchange-traded



firms in the Securities Act of 1933 and the Exchange Act of 1934 also reach skeptical
conclusions about the value of disclosure regulation. These initial conclusions have been later
challenged in the literature (see e.g. Friend and Herman, 1964; Seligman, 1983; Coffee, 1984,
and the review in Leuz and Wysocki, 2016), but still, the overall effect of the initial introduction
of SEC disclosure regulation seems to be negative or, at least, insignificant.

Even if a consensus existed that broad increases in disclosure lead to favorable outcomes,
it will be still informative to identify the effects of mandating particular disclosures of, say, block
ownership, insider trading, executive compensation, business segments results, or related-party
transactions. The literature examining the effects of narrow changes in disclosure rules (e.g.
Hope and Thomas, 2008) is much smaller, but potentially produces more valuable insights for
policymakers who are deciding how to fine-tune the disclosure regime in a particular market. We
contribute to this literature, by examining the short- and long-term valuation effects of the
introduction in 2004 of mandatory related-party transaction (RPT) disclosure rules for a subset of
listed firms in Romania.

While RPTs are not illegal per se, the privileged relationship between the involved
parties creates a potential for wealth transfers and, hence, can adversely affect minority
shareholder valuations. Indeed, a number of studies find large negative valuation effects of
certain types of RPTs in emerging markets (Jian and Wong, 2004; Cheung et al., 2006; and Peng
et al. 2011) or developed markets (Gordon et al., 2004; Kohlbeck and Mayhew, 2010; Ryngaert
and Thomas, 2012). Given the proven materiality of RPTs for firm value, in most countries
public companies are required to make timely disclosures of transactions with related parties
such as executives, associates, shareholder groups or subsidiaries. In fact, these mandatory RPT

disclosure rules made possible all the previous studies documenting the impact of RPTs on firm



value. To the best of our knowledge, however, there are no existing studies that examine the
market effects of imposing mandatory disclosure of RPTs in the first place.

In the present paper, we examine the introduction of RPT disclosure rules in June 2004 as
part of the harmonization of Romania securities laws with the EU directives in advance of
Romania joining the EU. The rules require timely disclosure directly to the public of any RPT
above EUR 50,000 equivalent. Most importantly, the disclosure requirements explicitly apply
only to firms listed on a “regulated market.” Of the two major Romanian stock market platforms
—the Bucharest Stock Exchange (BSE) and RASDAQ, only the BSE qualified as a regulated
market. The differential treatment of BSE and RASDAQ firms by the 2004 law provides a clean
research design to measure the causal effect of the disclosure rules: BSE firms are a treated
group, while RASDAQ firms are control group. In comparison, most legal shocks examined in
the literature on mandated disclosures apply to all firms. In such cases, causal inference typically
relies on weaker interrupted time series designs or separating firms into treated and control
groups based on whether they already comply with the new rules (Atanasov and Black, 2017).

We recognize that the average BSE firm is different than the average RASDAQ firm.
Consequently, we ensure balance between the treated group of BSE firms and a set of RASDAQ
firms that are comparable to BSE using propensity score matching based on pre-shock
accounting and stock liquidity measures.

Using Differences- in-Differences (DID) regressions applied to an event-study setting, we
find that the market values of BSE firms increase by 6% to 12% after the publication of the law
relative to their matched RASDAQ peers, suggesting that timely disclosure of RPT can
significantly improve minority shareholder valuations of companies. We run a variety of

robustness tests to ascertain the validity of our main results, including a leads-and-lags



specification that shows the pricing differences of BSE and RASDAQ firms over a longer (-60,
60) day window around the reforms, and placebo-period tests using two other legislative events
that are expected to produce no differential effects for BSE vs. RASDAQ firms. These
robustness tests fail to reject our original conclusions.

We also apply DiD techniques to annual panel data from 2001 to 2006 and find that in
the post-reform period the Tobin’s q of treated firms increases by 20-25% relative to their
matched peers. The increase in valuation matches almost perfectly the pattern of sharp increase
in RPT disclosures in the years following the disclosure changes. Our results strongly support the
view that mandatory RPT disclosures can reduce tunneling and increase minority shareholder

valuations.

[I. Background and Hypotheses

We start this section with a brief timeline of the relevant events concerning the
development of RPT disclosure rules in Romania and identify the key event date that we focus
on. A more detailed discussion on the history of corporate and securities regulations is included

in an Appendix. We then outline the central hypothesis and the empirical strategy to test it.

I1.1. Timeline of Romanian RPT Disclosure Rules

The process for enacting RPT disclosure rules in Romania started with the publication in
December 2001 of an OECD report on the quality of corporate governance in Romania. This
critical report generated unprecedented public pressure to improve minority shareholder
protection. In response to this pressure and to further align the national regulation with EU
standards, on April 9, 2002, the Romanian Government adopted by Emergency Ordinance (OUG

28/2002) a new regulation on financial markets and securities. This ordinance included a special



chapter on market transparency and investor equality that stipulated for the first time the
requirement for listed firms to disclose related party transactions. These disclosures should have
been made to the CNVM - the Romanian Stock Market Regulator and later published in the
CNVM Bulletin. The disclosure rules applied only to companies listed on “regulated markets,”
which at the time was considered to be mainly the BSE, but the rules also stated that RASDAQ
should opt to become one of the types of regulated markets within a year. On August 5", 2002,
the Parliament then adopted Law 525/05.08.2002, which approved the Emergency Ordinance
OUG 28/2002 and extended the rules in OUG 28/2002 to all companies that became public at the
end of the mass privatization program, whatever the market where their shares trading was done,
either BSE or RASDAQ. We consider the April 9, 2002 and August 5, 2002 legislative events as
poor candidates for studying the effect of RPT disclosure because: 1) they apply to both BSE and
RASDAQ firms, and 2) the rules require companies to make RPT disclosures to CVNM and not
directly to the public.

After a year of deliberations and various efforts to consolidate the existing stock market
regulatory framework and synchronize it with the EU directives, on June 28, 2004, the Parliame nt
adopted the Law 297/2004! that officially replaced the previous Law 525/05.08.2002. Article 225
of this law stipulates that companies traded on a regulated market have to report any RPT exceeds
EUR 50,000. The informational content of the required RPT disclosures were the same as in the
2002 Law but the new law stipulated that the reporting firms should release them not only to the
CNVM but also to the public. Based on our reading of the law, we assume that the RPT
requirements applied only to BSE firms. The law directly states that companies listed on the BSE

should comply with the RPT disclosures. Companies listed on RASDAQ were left in limbo, as

L1t was published on June 29th, 2004 and became effective in July 29th, 2004.



RASDAQ did not fit the definition of a regulated market. Our assumption that RASDAQ
companies are not mandated to disclosure RPTSs is consistent with the fact that all publicly made
RPT disclosures following the 2004 Law were made exclusively by BSE companies.

It is important to note that virtually all other governance or disclosure regulations existing
in Romanian law apply equally to both BSE and RASDAQ companies. As a result, the June 28,

2004 event allows us to cleanly identify the incremental effect of mandatory RPT disclosure rules.

I1.2. Hypotheses and Research Design

Our central hypothesis is that the mandatory disclosure of RPTs will have a positive
effect on firm market valuations. The disclosure of RPTs can cause an increase in valuation
through one of two main channels. First, information about RPTs will reduce informational
asymmetry and resulting adverse selection. Second, the risk of bad press coverage or shareholder
litigation following disclosure of manifestly unfair RPTs can serve as a deterrent for controllers
to engage in such RPTs to begin with.

To directly test our hypothesis, we need to compare the change in valuations of firms that
become subject to mandatory RPT disclosure rules relative to what the same firms would have
experienced in the absence of such RPT disclosure rules. This ideal setting is typically not
available, but the case of the 2004 Romanian Law provides a close second-best setting, because
the RPT disclosure rules do not apply to RASDAQ firms. We can then compare the change in
valuations of BSE firms around the announcement of the reform to the change in valuations of
RASDAQ firms. A sample of RASDAQ firms that are observationally similar to the BSE firms
will thus serve as a control sample, which under certain assumptions can approximate the ceteris

paribus change in valuations in BSE firms that would have occurred if the reforms did not occur.



We implement this design at two different time frequencies. First, we run a DiD
regression model on a panel daily closing prices centered around June 28, 2004. The model
includes firm and day fixed effects and an interaction of a dummy =1 for BSE firms and a
dummy equal to 1 for days after June 28, 2004. The coefficient on this interaction variable will
measure the short-term treatment effect of the RPT disclosure rules. Second, we run a DiD
regression model on a panel of annual firm Tobin’s q observations. The model again includes
firm and year fixed effects and an interaction of a dummy =1 for BSE firms and a dummy equal
to 1 for years greater than or equal to 2004. The coefficient on the second interaction variable

will measure the long-term valuation effect of the RPT disclosure rules.

[1I. Data and Summary Statistics

II1.1. Data Sources and Sample Selection

Our initial sample includes all the firms listed on the Bucharest Stock Exchange (BSE)
and the Romanian Association of Securities Dealers Automated Quotation (RASDAQ) over a
time period of at least 120 trading days centered on our main event date, June 28, 2004. We
collect market data for the largest firms from Bloomberg, which reports daily closing prices, as
well as historical series of trading volumes. For the firms that are not available in Bloomberg, we
use as an alternative source of information the data warehouse available on electronic platforms
managed by the two respective markets (BSE and RASDAQ). Our initial sample includes 4,318
firms, of which 107 are traded on BSE and 4,211 on RASDAQ.

We eliminate banks, insurance, and financial companies since they are subject to specific
regulations. We also drop extremely illiquid companies, which have less than 30 daily stock

prices available over the sample period.



We collect accounting information (total assets, book value of equity, book value of debt,
sales, cash, and net profits) for the 2001-2006 period, from the Romanian Ministry of Finance.
The lack of accounting data for all firms, as well as the industry filter, reduce our initial sample
to 1,767 firms, of which 79 are traded on BSE and 1,688 on RASDAQ. The liquidity filter
applied to those firms further reduces our sample to 1,325 firms, of which 57 are traded on BSE
and 1,268 on RASDAQ. Finally, we hand-collect shares outstanding and ownership structure

data for all of these firms in the years 2003 and 2004.

111.2. Comparison of BSE and RASDAQ Firms

We next examine the characteristics of firms listed on the BSE, which will be the treated
group in our empirical analysis of the effects of the RPT disclosure reforms, versus firms listed
on RASDAQ, which could serve as controls. In Table 1 we present summary statistics on a
number of variables measured at the end of 2003 (the year before the reforms are announced)
and report tests whether the means of these characteristics are the same in the two markets. Table
1 shows that the firms listed on the BSE are very different from the RASDAQ population. On
average, they are about five times bigger in terms of assets, sales, and cash holdings. They also
have higher liquidity, measured as share turnover or percentage of days with trading in the
previous year.

The large differences in important covariates prevent the use of the entire RASDAQ
population as a control group, because it is likely that the stock performance of small and less
liquid firms will differ from the performance of large, liquid firms even in the absence of
disclosure reforms. In other words, the parallel trends assumption behind any Difference-in-
Differences or Event Study causal inference design will be likely violated if the treated and

control firms are very different on covariates at the onset of an exogenous shock (Atanasov and



Black, 2016). We resolve this critical threat to the validity of our design by selecting a small

portion of the RASDAQ firms that are closest in observed characteristics to the BSE firms.

111.3. Propensity Score Matching

We construct a control group of RASDAQ firms that have similar characteristics as the
treated firms listed on the BSE by using propensity-score matching. We first pool all BSE and
RASDAQ firms together and run a logit equation with an outcome variable equal to 1 for BSE
firms. The logit model uses the same firm characteristics measured at the end of 2003 reported in
Table 1. The logit estimates are presented in Table 2. We report two models — the first model
includes all characteristics, the second model omits cash holdings, a variable with a number of
missing observations.

Next, we use Model 2 in Table 2 to calculate for each firm a predicted propensity score
and show the distribution of propensity scores of BSE and RASDAQ firms in Figure 1. Besides a
couple of BSE firms which are in the right tail of the distribution with scores above 0.85, there is
a reasonable overlap of firms across the entire range of the propensity score distribution, which
suggests that a nearest-neighbor matching procedure will be able to find some RASDAQ firms
that are reasonably similar to the BSE firms.

As the last step of the matching procedure, we find for each of the BSE firms its nearest
propensity score neighbor from the set of RASDAQ firms. The nearest-neighbor matching is
performed with replacement to reduce bias and improve the balance of covariates between
treated and control firms. We present covariate balance tests of the final sample of treated and
control firms in Table 3. In a stark difference with the original comparison in Table 1, the two
groups of firms now have no statistical differences in the means of their covariates. We note that

the matching with replacements results in only 40 RASDAQ firms matched to 57 BSE firms.



IV. Event Study Analysis

After constructing an appropriately balanced sample of control firms listed on RASDAQ
that are not subject to the RPT disclosure requirements, we can proceed with our main empirical
design. We focus on the announcement effects of the treated relative to the control firms in a
short window around three key dates. First, we examine June 28, 2004 -- the date when the
reform is announced in the Official Monitor (the official gazette of the Romanian Government).
Second, we perform the same analysis on two other dates, April 5and August 5, 2002. We view
these two additional event studies as placebo tests, because the rules announced then neither

treated BSE and RASDAQ firms differently nor were effectively enforced.

IV.1. Main Results

We run the Event Study as a DID regression with log(price) as an outcome variable, date
and firm fixed effects, and an interaction of treated firm and post indicators that captures the
estimated differential treatment effect of the announced reforms. We present the results of this
estimation for our main event (28 June 2004) in Table 4. In Panel A, we use the entire available
sample of treated and control firms and report results for six different windows ranging from
(-5, 5) to (-30, 30). Except for the case of the shortest (-5, 5) window, we find significant and
economically large positive effects for the BSE firms relative to their RASDAQ peers. After the
publication of the RPT disclosure rules, treated firms experience between 6% and 11% larger
increase in their market valuations than the controls.

In Panel B, we restrict the sample to firms that have constant number of shares
outstanding through the entire event window. Removing firms that experienced a stock offering
or repurchase addresses concerns that the stock prices of firms experiences changes in shares

outstanding may be mechanically affected by dilution effects. If anything, these effects were
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working in the opposite direction, because the results in Panel B are slightly stronger. With the

exception of the shortest window, the estimated announcement effects range from 7% to 12%.

IV.2. Robustness Tests

We assess the parallel trends assumption behind our design, by running a leads-and-lags
model (Atanasov and Black, 2016). The model is similar to the main DID specification, but
instead of adding one interaction of treated*post, we add a series of interactions of treated and
each date in a longer period from -60 to + 60 days around the event date June 28, 2004. We set
May 19, 2004 as the omitted date and the coefficient on the respective interaction of treated and
this date to zero. The coefficients on the interaction terms can be thus interpreted as the
differential movement in average market valuations of the BSE firms relative to their RASDAQ
peers from the period two months before the reform to two months after. We present the results
from this analysis in Figure 2. There is no evidence of non-parallel trends in the pre-shock period
— the coefficients on the interactions are close to zero and do not exhibit any visible trend. In the
post-reform period the DiD coefficients increase sharply for about a week after the reform and
then stay relatively flat during the remainder of the two-month post-reform period.

We perform one more robustness test to further address the main threat to validity of any
DiD/Event Study design -- that the trends of treated and control firms are non-parallel and the
estimated effect post-event is spuriously attributed to the event, while in fact it is just an artifact
of these non-parallel trends continuing post-shock. This robustness test is based on the discussion
in Section 11.1 that there are two additional legal reforms in 2002 that also relate to disclosure of
RPT, but as we argue there, these events should not produce any differential effects for BSE
firms relative to RASDAQ firms. In effect, these two event dates provide good candidates for a

placebo test in the pre-shock period, which can assess the validity of the parallel trends
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assumption. We report the results from the two placebo-date tests in Table 5. Across all six event
windows we find no significant results, with the highest t-stat equal to 1.25. The failure to reject

the null in these placebo tests provides further support to our research design.

IV.3. Alternative Explanation of the Event-Study Results
The June 2004 law also changed the threshold that requires a mandatory bid offer for all
remaining shares from 50% to 33%. It is possible that some blockholders could be motivated to
execute block trades after the law is announced, but before it becomes effective. This accelerated
block trading in the post-shock period could result in an alternative explanation for the
significant increase in BSE firm stock prices relative to RASDAQ firms observed in the month
following the publication of the law. This alternative explanation can be correct if the following
four conditions are met:
1. Condition 1:there is significant increase in block trading in the 30-day window following
the publication of the law
2. Condition 2: The increase in block trading is larger in BSE firms relative to RASDAQ
firms
3. Condition 3: The block trade prices are higher than regular trading prices
4. Condition 4: The higher block trade prices are included in the calculation of daily closing
prices reported by each exchange to Bloomberg and other data sources
We have no direct data on block trading in 2004. Instead, we collected 2003 and 2004
ownership data for the 76 firms included in the Event Study analysis in Table 4. If Conditions 1
and 2 are true, we should find a large number of increases of the ownership stakes of
blockholders with less than 33% stake pre-law for BSE firms but not for RASDAQ firms. We

find no evidence of such differential increase in blockholder stakes in BSE firms.
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Condition 3 could be true based on previous research in developed and emerging markets
(e.g. Barclay and Holderness, 1989). In Romania, the mandatory bid rules put a floor on the price
for tender offers for minority shares based on the maximum price paid by the controlling
shareholder in the past year. These rules provide incentives for blockholders to transact at lower
instead of higher prices and we believe that any block trades are unlikely to be executed at
significant premia to the prevalent stock prices.

We do not have information to assess the validity of Condition 4 as of 2004. We know
that block trades in 2002 occurred on a separate platform from smaller trades and the prices from
the block trade platform were not used to calculate closing prices. It is likely that the same
closing price calculations were in place in 2004.

Overall, we can safely rule out that any block-traded motivated by the June 2004 legal
changes provides an alternative explanation for the sharp increase in the stock prices of BSE

firms relative to RASDAQ firms.

V. Compliance with the RPT Disclosure Rules

In order to analyze the compliance with the mandatory RPT disclosure rules, we track
over time all the reports filled by BSE and RASDAQ listed companies. The online database of
the BSE displays the original statements and reports either by company name or over a 20-day
rolling window for the whole market. The current BSE database covers all companies, including
companies originally listed on RASDAQ and delisted ones.

We start a keyword search among all the fillings mentioning in the title the number of the
law article dealing with RPT, namely “art. 225, after July 29th, 2004 when the disclosure rules

became effective. We identify the name of the companies involved in such disclosing, as well as
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the market segment on which the company stocks were traded at the date of report. A RASDAQ
firm that opted during a calendar year to register with the regulated market is counted that year
on both sides, BSE and RASDAQ. The first disclosure identified according to such a searching
criterion was made on December 15, 2005. Such identification key allows us to find only two
RASDAQ companies that made RPT reports in 2005 and 2006. All the others reports were made
by BSE companies.

However, according to the standard form of disclosure imposed by the market authority,?
a current report could contain besides the information on RPTs, other relevant events, such as
changes in the control over the company, buying and selling of assets of substantial value, the
bankruptcy procedure. Consequently, we also checked all the current reports whose title does not
point to any specific major event (like financial statements, General or Extraordinary Assembly
calls, public offers, equity events, etc.). By examining all the entries in the BSE database with no
explicit mention allowing us to directly recognize their content, we are able to extend our initial
coverage of companies reporting RPTs before December 2005 (18 new companies) or after this
date (7 new companies).

Table 6 shows the number of individual companies making RPT disclosure reports, as
well as the number of listed companies on the two market segments, BSE and RASDAQ, each
year from 2002 to 2007. A comparison of the annual compliance numbers reveals that BSE firms
increase RPT disclosure reports significantly relative to RASDAQ firms after the law mandated
disclosure of RPTs only for firms registered on the “regulated market”. For instance, in 2006, 13
firms out of 94 listed on the BSE (13.83%) disclose RPTs, compared with one firm out of 3,679

listed on RASDAQ (0.027%). This trend is maintained in 2007, when the number of BSE firms

2 The content of the required disclosureis detailed in Appendix #29 of the Regulation 13/2004, replaced by the
Regulation 1/2006.
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disclosing RPTs increases to 18 (i.e., 19.78% of all the firms listed on the BSE), while no

RASDAQ firm discloses RPTs.

VI. Long-Term Valuation Effects

After establishing the sharply different RPT disclosure patterns of BSE and RASDAQ
firms induced by the 2004 reforms, we proceed with an examination of the long-term valuation
effects caused by these reforms. We compile annual data containing the year-end Tobin’s q and
other firm characteristics for the panel of treated and control firms used in the event study in
Section IV. We calculate Tobin’s q as the ratio of (Market Value of Equity + Book Value of
Debt) and (Book Value of Equity + Book Value of Debt). We construct three time-varying
control variables — Annual Sales Growth ((Salest-Salest-1)/Salest-1), Book Leverage (Book Value
of Debt/ Assets), and Profit Margin (Net Income/Sales).

We first report the average Tobin’s q for treated firms (listed on the BSE) and control
firms (traded on RASDAQ) in Table 7. The means of both groups are similar pre-law, but the
mean q of treated firms increases sharply in the three years following the disclosure reforms.

In Table 8, we report the results from standard Difference-in-Differences specifications
with firm and year fixed effects. We report two specifications — one with just fixed effects and
one including the three control variables. The treatment effect of the legal reforms captured by
the coefficient on the interaction of Treated*Post is around 0.20 and statistically significant.
Based on the average pre-law Tobin’s q of treated firms in Table 7, the treatment effect translates
into a post-reform increase in q of the treated firms of 20-25% relative to the control group.

To further examine the timing of the valuation effects, we report the coefficients of a

leads-and-lags specification in the right two columns of Table 8. The increase in BSE firm
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valuations is most pronounced in 2006 when it becomes apparent that BSE firms are complying
with the RPT disclosure rules and that RASDAQ firms are not going to voluntarily comply. The

pattern of q increases closely matches the pattern of RPT disclosure frequency over the 2004-

2006 period.

VII. Conclusion

We exploit a unique opportunity to measure the effects for RPT disclosure rules in
Romania and show that implementing such rules is viewed favorably by minority investors.
Within a month of the announcement date of the disclosure reforms, the market valuations of
companies that are affected by the rules rise from 5% to 12% relative to the valuations of similar
companies that are not forced to comply. We show that these valuation gains persist in longer
windows and are not driven by non-parallel trends occurring before the event. Furthermore, the
Tobin’s q of treated firms increases by 20-25% relative to peers in a three-year window after the
reforms. Our findings suggest that mandatory disclosure of RPT may reduce perceived tunneling

risk, increase market values, and reduce firm cost of capital in emerging markets.
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Appendix. A History of Romanian Legal Reforms

The general conditions regarding the organization of a stock company were established by
the General Company Law 31/16.11.1990. Its initial version institutes the one share — one vote
rule and provides details on the organization of the General® and Extraordinary Shareholder
Meetings (henceforth GSM and ESM, respectively). Article 143 prohibits any member of the
Board of Directors from concluding legal transactions (acquisition sell, rent, use as guarantee)
involving any asset of the company whose value exceeds 50% of the total asset value, without
obtaining the approval in ESM. On November 27th, 2006 the updated version (Law 441/2006)
stipulates that the members of the Board of Directors (“Administrators™) cannot give away, get or
provide any good from/to the company whose value exceeds 10% of the net asset value, without
obtaining the approval in ESM. Beginning with March 30", 2010 (jurisprudence decision
64/30.03.2010) this obligation also applies to all leasing transactions and transactions concluded
by relatives of Administrators and all the civil or commercial companies where those persons own
at least 20% of share capital, unless that, one of the company is the subsidiary of the other one.
All the updated versions of the law (around 25 revisions until 2014) pertain both to private and
public companies.

The stock exchange rules forestalled the creation of the stock market. The Market Law 52,
adopted in 1994, established some minimal obligations for the (hypothetical at that date) listed
companies, like disclosure of substantial ownership (5%), the obligation to make a takeover bid
approved by CNVM for a controlling (33%) and majority (50%) position;> the requirement to

publish annual reports including annual financial statements. It had also defined terms like

3 A GSM is organized at least once per year. A substantial shareholder owning 10% of the share capital can call a
GSM. A shareholdercan vote by proxy only if s/heis represented by another shareholder of the same company.

4 An ESM should be called for any change of activity, capital increase or decrease, merger, divesture.

5 The conditions concerning the organization of takeover bids were established by the CNVM Rule 16/1996.
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“privileged information,” “confidential information,” “insiders,” and “person acting in concert for
obtaining a controlling position.”

The publication in December 2001 of the OECD report on the quality of corporate
governance in Romania generated an unprecedented public pressure to improve minority
shareholder protection. On April 9", 2002, the Government adopted by Emergency Ordinance
(OUG 28/2002) the new regulation on financial markets and securities trying to align the national
regulation with the EU standards. According to the new regulation, the securities exchange
qualifies as “regulated market” only if (1) it is an orderly functioning market; (2) it fulfils the
CNVM requirements concerning the listing conditions for financial securities; and (3) it meets the
transparency and disclosure requirements for investor protection. A regulated market could be
qualified as a “stock exchange,” in which case it should have been organized as apublic institution,
or “other regulated market”, organized as a stock company. RASDAQ should opt for one of the
types of regulated markets defined in the new regulation within the subsequent 12 months. In a
special chapter on market transparency and investor equality, it is required for the first time to
disclose the related party transactions. Thus, the managing director/president of the Board of
Directors of a publicly held company should send to the CNVM current reports that would be
afterwards published in the official CNVM Information Bulletin, detailing any legal contract
between the company and its board members, employees, shareholders or any persons acting in
concert with those ones, having a value of at least EUR 50,000 (equivalent amount in national
currency). Those reports should contain information about (1) the identity of the contracting
parties; (2) the date and nature of the contract; (3) the description of the contract; (4) the settlement

amount; (5) reciprocal loans and claims; (6) guarantees; (7) settlement date and terms. It should
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also explain the impact on the financial position of the company and provide any other information
asked by the CNVM regulation.

On August 5%, 2002, the Parliament adopted the Law 525/05.08.2002 which approved the
Emergency Ordinance OUG 28/2002. The rules stipulated in the OUG 28/2002 are extended to all
companies that became public at the end of the mass privatization program, whatever the market
where their shares trading was done, either BSE or RASDAQ. Compared with the previous
regulations, the scope of RPT disclosure is reduced to the Board of Directors, employees, the
majority shareholder and any person acting in concert with those ones.

In May-June 2003 CNVM helped by Consob, the Italian market authority, had elaborated
within a PHARE program financed by the European Union the first project of the consolidated law
of capital market dealing with four distinct areas: (1) the securities law; (2) the CNVM statute; (3)
the commodities and derivatives market; and (4) undertakings for the collective investment in
transferable securities (hereafter UCITS). The project raised also the details that should be
addressed in order to facilitate the merger of the two markets, BSE and RASDAQ during the
subsequent year (02/06/2003 ZIARUL FINANCIAR). The objective of such a change involving
the whole market structures was double. Transposing the European directives into the national
legislation was a necessary step for acceding to the EU membership. Second, integrating all market
transactions could have a downsize effect on the transaction costs. (17/09/2003 ZIARUL
FINANCIAR). Despite the appeal of those arguments, the brokers’ community was skeptical about
the positive perspectives of the two markets merger because of the risks of major delisting and the
lousy transparency of the majority of public companies (12/11/2003 COTIDIANUL).

The CNVM released for the first time on its official website the “in-progress” version of

the law project, on December 16", 2003, after the closing of the market. The details concerning
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the likely organization ofthe five national Financial Investment Companies (hereafter SIF) caused
in the very next trading day a real frenzy around their stocks. Particularly, the online text contained
two versions of organizational details, making the investors infer that the maximum ownership
threshold in those investment companies would be relaxed to 1.0% of their share capital (instead
of 0.1%). After a raise of their stock price by 4.0% in a single trading day, the CNVM withdrawn
its publicity, denying any responsibility for the transactions made by the investor community,
based on that information (25/12/2003). The ambiguity surrounding their status rendered the SIF
themselves reluctant to any new investment project (17/02/2004 ZIARUL FINANCIAR).

In mind with the envisaged merger between BSE and RASDAQ, the president of BSE
proposed to take some steps, even before the formal event, by facilitating the trading of the
RASDAQ companies registered in the first category® on the BSE platform. Unfortunately, the
CNVM experts could not benefit from a comprehensive report from the European Commission on
the relevance of the proposed changes because the timing of the planned enlargement of the EU”.
CNVM could ask instead further explanations on specific issues raised during the regulatory
process. According to the negotiation schedule to date, the Romanian Parliament should have
adopted the law till the end of the first quarter of 2004 (02/02/2004 CURIERUL NATIONAL).

In March 2004, a temporary proposition regarding the disclosure of the RPT made some

participants wondering whether the new law is really able to enhance the issuers’ transparency.

6 On August 26th, 2002 CNVM issues the Regulation 2/2002 on the transparency and integrity of RASDAQ Market.
In order to improve the visibility of the public companies, RASDAQ, is organized in three distinct categories: Sector
I-R, Sector II-R, and Sector IlI-R. A company can be included, on request, in the Sector I-R only if (1) the total sales
is higher than EUR 9 mil,, (2) the value of total assets exceeds EUR 4.5 mil.; (3) the market capitalization is higher
than EUR 1 mil.; (4) the free float including all stakes under 5% is higher than 15%; (5) the company reported at
least one positive profit during the last two financial exercises; and (6) the company shares were exchanged on at least
50% of the trading days in the previous four quarters. In order to be assigned to the first two categories, the companies
have the obligation to report different current events, including the RPT over EUR 50,000 concluded with directors,
employees, shareholders, and the affiliated persons.

7 On the 15t of May 2004, 8 countries from Central Europe joined the EU: The Czech Republic, Estonia, Hungary,
Latvia, Lithuania, Poland, Slovakia and Slovenia.

22



Compared with the exigence ruled by the Law 525/05.08.2002, the threshold of the cumulative
value of RPT triggering their disclosure on the market should have been raised at 100,000 euros
and the on-going disclosure replaced by an annual reporting within the GSM. (08/03/2004,
BURSA)

After ample discussions lasting about one year on various intermediate projects, the final
project of the consolidated law of capital market was released on March 16, 2004 and sent to the
Minister of Finance. The financial media unanimously agreed that the new law, even if it
introduced new financial concepts and enlarged the securities base, on the whole, was a deceiving
one. It underlined that, compared with the previous law (Law 525/05.08.2002), the new one
instituted ambiguous rules for organizing the takeover bids and the activity of SIF and reduced the
scope of minority investors’ protection. Particularly, the fierce criticism addressed the possiility
to make in-kind contributions and to cancel the preemptive rights with the vote of shareholders
commanding more than 75% of the voting rights. (17/03//2004 ZIARUL FINANCIAR).

Before passing the project to the Parliament for approval, the Minister of Finance had
launched a public debate,® more formal than practical, involving various groups interested in the
new market rules namely, commissioners, brokers, funds administrators, registers, regulated
markets, the Counsel of Foreign Investors (hereafter CIS), minority investors represented by the
Romanian Association of Shareholders (hereafter AARO) (but not the issuing companies

themselves), even the Financial Media. The project of the consolidated law was sent to the

8 The members of the Commission charged with appending the law organized the public debate without previously
obtaining the formal approval of the Commission. Despite the virulent discussions raising no less than 70 change
proposals, the version discussed in the Senate Chamber of the Parliament continued to be the initial one. Moreover,
the project was focused on old versions of some Directives, which had been already amended or replaced in April
2004 by the Directive 2004/39/CE. Thus all participants had been expecting to face further updates just after the
promulgation of the consolidated law to integrate the amended requirements.
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Government on April 28!, 2004 and approved on May 6", 2004. (19/04/2004, ?????, and
06/05/2004 CAPITAL).

The key feature of the new market structures was indeed the planned merger of BSE and
RASDAQ, and the creation of a “regulated market”, focused on the overall improvement of the
transparency rules. A company eligible on the regulated market should have a foreseeable market
capitalization/share capital higher than EUR 1 million and a free-float higher than 25% of the
outstanding shares. To deal with the companies likely to be removed from the market, the law
envisaged the organization of an alternative trading platform (hereafter ATS) (24/05/2004
JURNALUL NATIONAL). Based on this definition, the bulk of the RASDAQ companies were
unable to meet the listing criteria on the BSE platform.

Such a perspective concerning more than 90% of RASDAQ companies made AARO raise
the question of the “coupon” mmority shareholders’ rights, for which no mention could be found
in any European Directive benchmark.? We remind that this peculiar category of minority
shareholders was composed of the citizens who subscribed shares within the Mass Privatization
Program (hereafter MPP) from 1995. The proposal of the representatives of AARO to ask all the
companies having at least 1,000 such MPP shareholders to publish at least bi-annual financial
statements and report RPT was not acceptable for the CNVM on the ground that those companies
are not “listed” in the eyes of the market authority. The Brokers Association (hereafter ANSVM)
proposed to the CNVM to check only whether those companies made the reports and to simply

publish them on its website without verifying the reality of the reported facts1®. Besides, unsatisfied

9 The defenders ofthe rights of minority shareholders underlined that the projectis asimple translation ofthe European
rules (07/05/2004 BURSA) and accused the experts defending the project that they kept invoking the need for
law harmonization as a counter-argument to any objection, even if a pertinentone. (28/06/2004 BURSA).

10 CNVM argued that the feasibility of such supervision, if finally agreed, would have been a question of available
human and material resources of that institution.
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shareholders should not have been allowed to complain to the CNVM but to sue the company
directly to the Court. During the public debate, the CIS complained against the requirement to get
the approval in GSE for any transaction made with the company’s fixed assets exceeding 20% of
the value of the total fixed assets (24/05/2004 JURNALUL NATIONAL), but welcomed the
simplified framework stating that the stock transaction between the companies belonging to the
same group could be made without organizing a public takeover (11/05/2004 BURSA).

In June 2004, the transactions involving the stocks of five RASDAQ companies were
organized on the BSE platform, thanks to a pilot program agreed by the two markets before their
formal merger.!! Two more waves of such transfers took place after the approval of the
consolidated law, namely five companies in July (20/07/2004 ZIARUL BURSA) and 100
companies in August 2004 (06/08/2004 ZIARUL FINANCIAR). However, many of those pilot-
companies, despite a temporary visibility insured by their trading on the BSE were not able to meet
the listing criteria on a “regulated market” in the sense of the definition of the European Directive.
The solution available for them was to organize their trading on an alternative, less rigid, platform.
From the investors’ perspective, such an ATS insures less, if any, transparency and practically no
protection to minority shareholders. Moreover, filing with the regulated market implied more than
anything else complying with transparency criteria, which was the very reason that had rendered
the managers of RASDAQ companies reluctant to leave until then such a less liquid market
(01/10/2004 ZIARUL FINANCIAR).

Finally, on June 28", 2004, the Parliament adopted the Law 297/200412 that officially

replaced the previous Law 525/05.08.2002. It clarifies the resolution finally adopted on issues

11 Only the trading and payment activities were made in the specialized systemof the BSE. Those companies
continued to be reported as listed on RASDAQ and appeared in RASDAQ statistics.
12 1t was published on June 29, 2004 and applied only beginning with July 29th, 2004.
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related to the definition of the “regulated market”, the criteria that should be met for registering a
company on the regulated market, obligations concerning the disclosure of information, conditions
under which the mandatory takeover bid are to be organized.!3

In the chapter V titled “Issuer transparency”, Section I titled “The obligations of
commercial companies whose shares are traded on a regulated market”, the Art. 225 stipulates
that the president of the Board of Directors/Managing director of the registered companies has to
report any legal contract between the company and its board members, employees, and controlling
shareholder or any person acting in concert with those ones, whose cumulated value expressed in
national currency is at least the equivalent of EUR 50,000. The transactions made with related
parties such as, administrators, employees and controlling shareholder, must be made such that to
respect the company’s interests, compared with similar offers available on the market. The
informational content of the required current report remained the same but the company should
release it not only to the CNVM but also to the public.

The disclosure requirements include besides the RPT, obligations to publish any
information allowing the shareholder to exercise their rights (organization of general assembly,
the dividend payment, issuance, distribution, conversion of shares), to communicate on any event
that could affect its activity and consequently its stock price within maximum 48 hours, or any
privileged information.

One of the special dispositions faced by the companies listed on a regulated market states
that the president of the Board of Directors/Managing director cannot buy, sell, exchange or use

as guarantee the fixed assets whose individual or cumulative value exceeds during the financial

13 The scope of the consolidated law of capital market is much larger, including the CNVM statute, the reorganization
of the BSE as a stock company, the statute of the Central Depositary for filing the securities, the organization of
UCITS and SIF etc.

26



exercise 20% of the total value of fixed assets net of claims, without obtaining the shareholder
approval in the ESM. The rental of tangible assets for a period longer than 1 year and whose
individual or cumulative value in connection with the same contracting party or any related party,
acting alone or in concert, exceeds 20% of the total value of fixed assets net of claims at the
contracting date can also be made only with the approval in the ESM. If not, any shareholder has
the right to ask the Court to cancel the transaction and sue the Administrators for obtaining the
reparation of the prejudice caused to the company.

The employment of the term “regulated market” aroused a very vivid debate on the status
of RASDAQ that had been lasting 10 more years after the implementation of the law. Because of
the trading conditions'4 and organizational peculiarity as stock company, RASDAQ could
neither be qualified as a “regulated market” under the definition of European Directive
2004/39/CE nor treated as an ATS. Yet, the application of the disclosure requirements concerns,
according to the legal text, only the companies listed on a regulated market. To deal with this
legal ambiguity on July 29t", 2004 CNVM released the Instruction 4/200415 on some transitory
measures on the application of the (just promulgated) Law 297/2004. Thus, all financial
securities would continue to be traded as before, either on BSE or RASDAQ until the publication
of the specific regulation distinguishing “regulated market” from “ATS”. Moreover, all issuers
should send to the CNVM and the respective market, annual, semi-annual, and quarterly reports
by respecting specific delays, as well as current reports on events likely to affect the company

activity (Art.224) or the privileged information (Art 226). Besides, the conditions to organize

14 Contrary to BSE, RASDAQ was a dealer market governed by the price not by client orders. The quotes were firm
only for the quantities registered in the electronic book. After trading that minimum volume, the transactions could
be executed at any other price dealt directly with another market maker.

15 The Instruction 4/2004 was published in the Official Monitor on August6t",2004 and had been applied between
July 29t 2004 and October 11th, 2005.

27



takeover bids and delist a company were temporarily extended to all companies. However, no

mention is made on the related party transaction reporting (Art. 225).
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Table 1. Comparison of RASDAQ and BSE Firms

Summary statistics for key variables for RASDAQ firms and firms listed on the Bucharest Stock Exchange (BSE) as
of the end of 2003. Table shows t-test for differences in covariates x; (indexed by j),

|t; 1= X =X, | /[(55 / N +55. / N, )1“% where sjiand sjcare the standard deviations for treated and control

groups and Nt and N¢ are the number of treated and control firms. *, ** ***indicate significance at the 10%, 5%,
and 1% levels. Table also shows absolute values of “normalized differences” (Imbens and Rubin, 2015), defined as

ND; = X;, =X, | /[(sj, +5.)/ 2.

Variable Mean RASDAQ Mean BSE Norm. Difference T-Test Value
Total Assets (million RON) 28.173 139.179 0.367 4.483***
Sales (million RON) 23.868 153.823 0.363 5.763***
Cash Holdings (million RON) 1.036 5.277 0.335 5.598***
Profit/Loss (million RON) -1.376 -12.481 -0.121 -2.139**
Annual turnover (% shares

outstanding) 23.424 119.825 0.74 17.604***
Number of days with trades in the

previous year 0.047 0.079 0.18 1.859*
Number of firms 1,268 57

29



Table 2. Propensity Score Model of the Probability to Be Listed on the BSE as of June 28, 2004

Propensity score model is estimated using logit. All variables are computed as of the end of 2003. Treated firms are
firms listed onthe Bucharest Stock Exchange (BSE). Control firms are firms listed on RASDAQ. Turnoveris
defined as the total number of shares traded in 2003 divided by the average number of shares outstanding in 2003.
Industry dummies identify 10 broad industry groups defined as 1-digit NACE codes. T-stats in parentheses.*,**,
*** indicate significance at the 10%, 5%, and 1% levels. Significant results (at 5% or better) are in boldface.

Dependent Variable = 1 if Listed on BSE

Variable Model 1 Model 2
Total Assets (million RON) -0.008*** -0.008***
(-2.83) (-2.87)
Cash Holdings (million RON) 0.006
(0.23)
Sales (million RON) 0.010*** 0.010***
(2.88) (3.02)
Profit/Loss (million RON) 0.007* 0.007**
(1.94) (2.13)
Number of days with trades in the previous 0.022*** 0.021***
year 9.72) (9.99)
Annual turnover (% shares outstanding) 1.034 0.670
(0.84) (0.52)
Industry dummies Yes Yes
N 1,304 1,325
Number of treated firms 52 57
Number of control firms 1,252 1,268
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Table 3. Covariate Balance between Treated (BSE) and Control (RASDAQ) Firms

Summary statistics on covariate balance for treated and control firms as of the end of 2003. Treated firms are firms
listed on the Bucharest Stock Exchange (BSE). Control firms are firms listed on RASDAQ, which are the nearest-
neighbor propensity score match for the BSE firms. Matchingis done with replacement using the propensity score
Model 2 in Table 2 using datain the year prior to each event. Table shows t-test for differences in covariates x;

(indexed by j), |t; [H X, — X, |/[(SJ?t I'N, +S]?c I N_)]"* where sjrand sjcare the standard deviations for treated

and control groups and Nt and Nc are the number of treated and control firms. *, **, *** indicate significance at the
10%, 5%, and 1% levels. Table also shows absolute values of “normalized differences” (Imbens and Rubin, 2015),

defined as ND; = X;, — X, |/[(SJ?t +Sj20) /12]"2,

Variable Mean Controls Mean Norm. Difference T-Test Value
Treated

Total Assets (million RON) 256.220 139.179 -0.146 -1.118

Cash Holdings (million RON) 5.467 5.277 -0.013 -0.094

Sales (million RON) 289.617 153.823 -0.146 -1.113

Profit/Loss (million RON) -72.351 -12.481 0.199 1.537

Annual turnover (% shares 123.246 119.825 -0.030 -0.229

outstanding)

Number of days with trades in the 0.054 0.079 0.171 1312

previous year
Number of observations 57 57
Number of unique firms 40 57
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Table 4. Event Study Analysis of the Adoption of Related-Party Transaction Disclosure Rules on

The table presents results from of panel regressions on log(stock price) with day and firm fixed effects using six
different eventwindows from (-5, 5) to (-30,30) around the event date — 28 June 2004. The reported coefficients

June 28, 2004

capture the DID effect — the interaction of the treated firm and post-eventindicators. Given the outcome variable of
log(price), the DID effect can be interpreted as the differential percentage change (return) for treated firms after the

event relative to control firms. Treated firms are firms listed on the Bucharest Stock Exchange (BSE). Control firms
are firms listed on RASDAQ, which are the nearest-neighbormatch with replacement for the BSE firms. Matching

is done using the propensity score model in Table 2 using datain the year prior to the event. T-stats calculated using
errors clustered on firm are in parentheses. >, **, *** indicate significance at the 10%, 5%, and 1% levels.
Significant results (at 5% or better) are in boldface.

Panel A. All firms with available data

Window
(-5,5) (-10,10) (-15,15) (-20,20) (-25,25) (-30,30)
DIiD Coefficient 0.009 0.057** 0.071*** 0.092*** 0.104*** 0.113***
(0.55) (2.45) (2.70) (3.30) (4.00) (4.21)
No. treated firms 47 48 48 49 49 49
No. control firms 21 24 25 26 27 27
No. obs. 425 733 1,096 1,536 1,909 2,217
Panel B. Excluding firms with a change in their number of shares outstanding in the event window
Window
(-5,5) (-10,10) (-15,15) (-20,20) (-25,25) (-30,30)
DIiD Coefficient 0.014 0.066*** 0.080*** 0.101*** 0.113*** 0.122%**
(0.79) (2.68) (2.84) (3.36) (4.01) (4.19)
No. treated firms 43 44 44 45 45 45
No. control firms 21 24 25 26 27 27
No. obs. 399 688 1,034 1,442 1,787 2,073
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Table 5. Placebo Analysis of Two Events that Should Not Produce Differential Effects for

The table presents results from of panel regressions on log(stock price) with day and firm fixed effects using six

Treated and Control Firms

different event windows from (-5, 5) to (-30,30) around two “placebo” event dates — 9 April 2002 (Panel A)and 5

August 2002 (Panel B). The reported coefficients capture the DIiD effect — the interaction of the treated firm and

post-eventindicators. Given the outcome variable of log(price), the DIiD effect can be interpreted as the differential
percentage change (return) for treated firms after the eventrelative to control firms. Treated firms are firms listed on
the Bucharest Stock Exchange (BSE). Control firms are firms listed on RASDAQ, which are the nearest-neighbor
match with replacement for the BSE firms. Matching is done using the propens ity score model in Table 2 using data
in the year prior to each event. T-stats calculated using errors clustered on firm are in parentheses. *, **, ***
indicate significance at the 10%, 5%, and 1% levels. Significant results (at 5% or better) are in boldface.

Panel A. Adoption of Emergency Ordinance OUG 28/2002 on 5 April 2002

Window
(-5,5) (-10,10) (-15,15) (-20,20) (-25,25) (-30,30)
DiD Coefficient 0.020 -0.013 0.001 0.010 0.015 0.036
(0.67) (-0.53) (0.04) (0.37) (0.58) (1.25)
No. treated firms 49 58 62 62 63 65
No. control firms 50 56 60 60 61 64
No. obs. 472 968 1,483 1,868 2,171 2,563
Panel B. Adoption of Law 525/05.08.2002 on 5 August 2002
Window
(-5,5) (-10,10) (-15,15) (-20,20) (-25,25) (-30,30)
DiD Coefficient -0.001 -0.011 -0.017 -0.018 -0.009 -0.008
(-0.02) (-0.62) (-0.82) (-0.80) (-0.37) (-0.26)
No. treated firms 60 61 62 64 64 64
No. control firms 43 50 54 56 57 57
No. obs. 559 939 1,399 1,935 2,425 2,861
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Table 6. Compliance with the RPT Disclosure Rules

The table presents the number of individual companies making annual RPT disclosure report and the number of
listed companies onthe Bucharest Stock Exchange (BSE) vs.RASDAQ. The law mandating annual disclosure of
RPTs for companies listed on the BSE was announced in June 2004.

Number of companies making RPT Number of listed companies
disclosures

Year BSE RASDAQ BSE RASDAQ
2002 1 107 5132
2003 4 104 4,843
2004 9 101 4,451
2005 6 94 3,997
2006 13 1 94 3,679
2007 18 0 91 2,412




Table 7. Average Tobin’s q for Treated (BSE) and Control (RASDAQ) Firms

Tobin’s q is calculated as (MV(Equity) + BV(Debt))/(BV(Equity) + BV(Debt)). Treated firms are firms listed on the
Bucharest Stock Exchange (BSE). Control firms are firms listed on RASDAQ, which are the nearest-neighbor match
with replacement for the BSE firms. Matching is done using the propensity score model in Table 2 using data as of
2003, the year before the RPT disclosure reforms.

Year Mean g for Control Firms Mean q for Treated Firms
2001 0.63 0.67
2002 0.82 0.75
2003 0.82 0.80
2004 0.90 0.98
2005 0.92 1.09
2006 0.85 125
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Table 8. Annual Difference-in-Differences and Lead-and-Lags Regressions of Tobin’s q

The dependent variable is Tobin’s q, calculated as (MV(Equity) + BV(Debt))/(BV(Equity) + BWV(Debt)). The
treated dummy equals 1 for firms listed on the BSE. Control firms are firms listed on RASDAQ, which are the

nearest-neighbormatch with replacement for the BSE firms. Matching is done using the propensity score model in

Table 2 using data as of 2003, the year before the RPT disclosure reforms. The Post dummy equal to 1 for

years>=2004. The Leads-and-Lags model includes a series of interactions of treated and indicators for each year in
the sample period excluding Year 2001, which is taken as the baseline. T-stats calculated using errors clustered on
firm are in parentheses.*,** ***indicate significance at the 10%, 5%, and 1% levels. Significant results (at 5% or

better) are in boldface.

Differences-in-Differences

Leads-and-Lags

Model 1 Model 2 Model 1 Model 2
treatedx Post 0.205** 0.215***
(2.34) (2.81)
treatedx 2002 -0.126 -0.084*
(-1.48) (-1.72)
treatedx 2003 -0.078 -0.078
(-0.90) (-1.35)
treatedx 2004 0.013 0.036
(0.12) (0.46)
treatedx 2005 0.112 0.170*
(0.88) (1.82)
treated x 2006 0.330*** 0.311**
(2.70) (2.57)
Sales growth 0.005 0.008
0.27) (0.43)
Book leverage 0.959*** 0.957***
(15.38) (15.78)
Profit margin -0.030*** -0.022**
(-3.25) (-2.21)
Number of treated firms 57 57 57 57
Number of control firms 40 40 40 40
Number of observations 547 544 547 544
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Figure 1. Propensity Score Histogram of Treated and Control Firms
Treated firms are firms listed on the Bucharest Stock Exchange (BSE). Control firms are firms listed on RASDAQ. The propensity scoreis calculated using

Model 2 in Table 2. The histogram excludes all firms in the first three quintiles (propensity score < 0.012) of the estimated propensity score that are
predominantly RASDAQ firms.
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Figure 2. Leads and Lags Plot of DID Changes in Log(price) over a (-60,60) window around June 28, 2004

Coefficients and 95% confidence intervals from regression of log(price) on day and firm fixed effects, and interactions between treated dummy (=1 for firms
listed on the BSE) and date dummies (with May 19, 2004 as the omitted date, the coefficient of which is setto 0). The law is passed on June 28, 2004 and
published in the Official Monitor on June 29, 2004. The vertical line separates the pre- from the post-publication of law period.

38



