
Novo Industri

Novo Industri A/S is a Danish multinational corporation that controls about 50 percent of the world industrial enzyme market. The company also produces health care products, including insulin. On July 8, 1981, Novo listed its stock on the New York Stock Exchange, thereby becoming the first Scandinavian company to directly raise equity capital in the United States.
   In the late 1970s, Novo management decided that in order to finance the planned future growth of the company, it had to tap into international capital markets. Novo could not expect to raise all the necessary funds exclusively from the Danish stock market, which is relatively small and illiquid. In addition, Novo management felt that the company faced a higher cost of capital than its main competitors, such as Eli Lilly and Miles Lab, because of the segmented nature of the Danish stock market.

    Nova thus decided to internationalize its cost of capital in order to gain access to additional sources of capital and. at the same time, lower its cost of capital. Initially, Nova increased the level of financial and technical disclosure, followed by Eurobond issue and the listing of its stock on the London Stock Exchange in 1978. In pursuing its goals further, Nova management decided to sponsor an American depository receipt (ADR) so that US investors could invest in the company's stock using U.S. dollars rather than Danish kroners. Morgan Guarantee issued the ADR shares, which began trading in the over-the-counter (OTC) market in April 1981. On July 8, 1981, Nova sold 1.8 million ADR shares, raising Dkr. 450 million, and, at the same time, listed its ADR shares on the New York Stock Exchange. The chronology of these events is provided in Exhibit 17.6.

   As can be seen from Exhibit 177, Novo's stock price reacted very positively to the U.S. listing. Other Danish stocks, though, did not experience comparable price increases. The sharp increase in Novo's stock price indicates that the stock became fully priced internationally upon U.S. listing. This, in turn, implies that the Danish stock market was indeed segmented from the rest of the world. From the experiences of Nova, we can derive the following lesson: Firms operating in a small, segmented domestic capital market can gain access to new capital and lower the cost of capital by listing their stocks on large, liquid capital markets like the New York and London Stock Exchanges.

Nestle

The majority of publicly traded Swiss corporations have up to three classes of common stock: (1) registered stock, (2) voting bearer stock, and (3) nonvoting bearer stock. Until recently, foreigners were not allowed to buy registered stocks; they were only allowed to buy bearer stocks. Registered stocks were made available only to Swiss nationals.

In the case of Nestle, a well-known Swiss multinational corporation that derives more than 95 percent of its revenue from overseas markets, registered shares accounted for about 68 percent of the votes outstanding. This implies that it was practically impossible for foreigners to gain control of the firm. On November 17, 1988, however, Nestle announced that the firm would lift the ban on foreigners buying registered shares. The announcement was made after the Zurich Stock Exchange closed.

EXHIBIT 17.12 Price Spread between Bearer and Registered Shares of Nestle
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Source: Financial Times, November 26,1988,p.1.Adapted with permission

Nestle's board of directors mentioned two reasons for lifting the ban on foreigners. First, despite the highly multinational nature of its business activities, Nestle maintained a highly nationalistic ownership structure. At the same time, Nestle made high-profile cross-border acquisitions, such as Rowntree (U.K.) and Carnation (U.S.). Nestle's practices thus were criticized as unfair and inco- mpatible with free-market principles. The firm needed to remedy this situation. Second, Nestle realized that the ban against foreigners holding registered shares had the effect of increasing its cost of capital, negatively affecting its competitive position in the world market.

As Exhibit 17.12 illustrates, prior to the lifting of the ban on foreigners, (voting) bearer sha- res traded at about twice the price of registered shares The higher price for bearer shares suggests that foreigners desired to hold more than they were allowed to in the absence of ownership restrictions imposed on them. When the ban was lifted, however, prices of the two types of shares immediately converged; the price of bearer shares declined by about 25 percent, whereas that of registered shares increased by about 35 percent. Because registered shares represented about two thirds of the total number of voting shares, the total market value of Nestle increased substantially when it fully internationalized its ownership structure This, of course, means that Nestle's cost of equity capital declined substantially.

Hietala (1989) documented the PTM phenomenon in the Finnish stock market. Finnish firms used to issue restricted and unrestricted shares, with foreigners allowed to purchase only unrest- icted shares. Unrestricted shares accounted for at most 20 percent of the total number of shares of any Finnish firm. Because of this legal restriction, if foreigners desired to hold more than 20 percent of a Finnish firm, dual pricing could result. Indeed, Hietala found that most Finnish firms exhibited the PTM phenomenon, with unrestricted shares trading at roughly a ] 5 percent to 40 percent premium relative to restricted shares. Recently, Finland abolished restrictions imposed on foreigners altogether.


