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Editor’s Letter
This issue of the Nordic Journal of Business includes three peer-reviewed articles. The first arti-
cle by Saara Julkunen (University of Eastern Finland), Jonna Koponen (University of Eastern 
Finland), and David Nickell (University of West Georgia) examines how value is created from 
a customer relationship perspective when the seller employs both digital and in-person com-
munications during the solution selling process. In the second article, John Paul Broussard 
(University of Oklahoma) and Mika Vaihekoski (University of Turku) investigate the price 
differences between the voting and limited-voting share classes in the Finnish stock market. 
The third article by Juha Mäki (University of Vaasa) focuses on the role of external investment 
property appraisers and Big-4 auditors in reducing information asymmetries in the real estate 
industry.

I hope you enjoy reading the interesting contributions featured in this issue of the Nordic 
Journal of Business. 

Sami Vähämaa
Editor 
Nordic Journal of Business
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Understanding Value 
Creation through 
Digital and In-Person 
Communication 
in Solution Selling 
Process
Saara Julkunen, Jonna Koponen and David Nickell

Abstract
This study investigates how value is created from a customer relationship perspective when 
a seller employs both digital and in-person communications. Through a phenomenological 
study, we interpret data from 33 interviews and 15 video recordings of B2B solution sellers and 
customers. We contribute to the existing literature by showing the value of communication 
for sales relationships when a salesperson uses both digital and in-person communications 
during the solution selling process. While digital sales communication is often based on the 
seller’s task-specific management, in-person communication is mainly based on the seller’s re-
lational orientation towards a profitable relationship. Furthermore, the closer the relationship 
between the seller and the customer, the greater the requirement is for salespeople to create 
value in communication by combining digital and in-person sales interactions. As for the man-
agerial implications, companies should create a sales communication strategy built around 
value creation in relationships by focusing on sales communication competence.

Keywords: 
B2B sales relationships; Value Creation; Digital communication; In-person communication; 
B2B solution selling process
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1. Introduction
New technology has led to rapid and revolutionary changes in the traditional sales process 
(Marshall, Moncrief, Rudd, & Lee, 2012). Nowadays, the sales function includes more divergent 
demands than ever (Cuevas, 2018; Ulaga & Kohli, 2018) and the current environment highlights 
the need to explore alternative sales communications (Chuang, 2020; Koponen, Julkunen, & 
Asai,2019; Ancillai et al., 2019). While global changes (e.g., the COVID-19 pandemic) have led 
to unexpected changes in B2B sales and the creation of value has increasingly depended upon 
engaging actors via digital communications (Ramaswamy & Ozcan, 2018), the need for in-per-
son communication is still a part of the solution selling process. The importance of digital 
and in-person communications has also been emphasized among sales organisations (State 
of Sales, 2020), resulting in the need to explore how value creation is produced when sales 
professionals use appropriate digital and in-person communications. Today in 2022, the pan-
demic has forced nearly all businesses towards virtual selling as in-person meetings carry an 
unnecessary risk of spreading the disease. As a result, more sales organizations are examining 
how to make these virtual interactions as valuable as possible.

In this study, we adopted Grönroos’s (2011, 2008) definition of value in which customers 
[and sellers] are or feel better off than before after having been assisted by the provisions of 
resource or interactive processes. In a B2B solution selling context, such a definition includes 
the effects on (1) the customer’s [and seller’s] growth- and revenue-generating capacity, (2) 
the customer’s [and seller’s] cost level, and (3) the effects on perceptions, such as trust, com-
mitment, comfort, or attraction. This definition is consistent with other B2B researchers who 
define value creation as a shared, interactive process whose goal is to deliver value for both 
partners (Viio & Grönroos, 2014), identify the importance of customer relationships (Pana-
gopoulos et al., 2017), and understand solution selling processes (Eggert et al., 2018; Keränen 
& Liouzu, 2020). Because the solution selling process can be considered a relational process 
(Panagopoulos et al., 2017; Tuli, Kohli, & Bharadwaj, 2007), communication is also seen as crit-
ical for building and maintaining relationships in B2B solution selling and as a key element in 
creating value in the customer-seller relationship (Koponen et al., 2019; Ancillai et al., 2019).

Focusing on communication, several terms are sometimes used interchangeably in the in-
dustry. Interpersonal communication occurs in the sales settings between two people or a small 
group of people (Koponen et al., 2019) In in-person communications, a salesperson and buyer 
meet in the same location, and both verbal and nonverbal messages can be fully transmitted, 
and interpreted. Mulhern (2009) defined digital communication as the employment of modern 
digital channels to create an integrated communication process that helps firms acquire and 
retain customers while establishing strong relationships. Bharadwaj & Shipley (2020, p. 107) 
defined digital sales interaction as technology-enabled face-to-face buyer-seller exchanges. In 
this scenario, buyers and sellers are in different locations and meet remotely via a screen-to-
screen interface (Kopalle, Kumar & Subramaniam, 2019). Digital sales interaction tools are 
tools that enable synchronous interaction via video connection (e.g., Skype, Microsoft Teams, 
Zoom, GoTo Meeting, Google Meet) or online chatting with video (e.g., WhatsApp, Messenger 
with video). Digital sales communication tools enable synchronous and asynchronous communi-
cation (Bharadwaj & Shipley, 2020). These tools involve emails, websites, search engine optimi-
zation, (Fraccastoro, Gabrielsson, & Pullins,2020), phone, text messages, and online text-based 
chatting (e.g., WhatsApp, Messenger, Google Hangouts without video). Lastly, we are choosing 
to use the expression in-person rather than face-to-face to reflect meetings that occur when all 
parties are in the same room or vicinity. We make this distinction because, while digital com-
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munications technically occur face-to-screen, it is, for all intents and purposes, face-to-face.
Regardless of the communication medium, salespeople need sales communication compe-

tence to behave appropriately, effectively, and ethically in professional sales communication 
settings (Koponen et al., 2019). This competence includes four dimensions as Koponen, et al., 
(2019) defined: cognitive communication including knowledge on communication, cultural 
knowledge, metacognition; affective communication involving motivation, positive and open 
attitude, cultural sensitivity; behavioural communication focusing on relational communica-
tion skills, personal selling skills, and language skills; sales acumen based on a strategic under-
standing of B2B sales and leadership skills. 

Previously, solution selling had been described as a process that is interconnected and it-
erative and that encapsulates the dynamic between customer and seller (e.g., Storbacka, 2011; 
Panagopoulos et al., 2017). Yet, while the whole sales process can be built via digital channels, 
using digital communications exclusively can strip much of the meaningfulness of the inter-
action. For instance, non-verbal communication, outside work interaction, and informal dis-
cussion are limited during a digital sales meeting. In particular, international solution sellers 
stress the role of engagement (State of Sales, 2020) that is often developed in face-to-face meet-
ings. However, previous studies have not investigated the value of sales communication for 
customers and sellers in a B2B context. Therefore, we address the following research question: 
within the B2B solution selling process - how is value created from a seller and customer per-
spective when the seller employs both digital and in-person communications? 

2. Theoretical Background
In the following  theoretical background, we  analyze earlier sales research  and focus on the 
following themes: value creation in solution selling, the solution selling process, and inter-
personal sales communication. Additionally, we  present in Table 1 our justification for why 
our study is needed based on the gaps in earlier research. Next, we further elaborate on the 
previous literature and our positioning against it.  

Table 1. Positioning of the earlier research.
LITERATURE REVIEW IN THEMES VALUE 

CREATION IN 
SOLUTION 
SELLING

B2B 
SOLUTION 
SELLING 
PROCESS 

INTERPERSONAL 
SALES 
COMMUNICATION  

Understanding multiple value approaches and to 
focus on the customer (Haas, Snehota, & Corsaro, 
2012; Keränen & Liouzu, 2020; Payne, Frow, & Eg-
gert, 2017; Terho et al., 2017).

Understanding customer value for customers assisted 
by the provision of better resources or beneficial 
interactive processes, such as effects on customer’s 
growth and revenue-generating capacity, customer’s 
cost level, and influence on perceptions (e.g., trust, 
commitment, comfort, or attraction). (Grönroos, 2011)

Conceptualization of value-based selling in three 
dimensions: 1) sellers’ efforts to understand the 
customer’s business model, 2) crafting the value pro-
position, 3) communicating the quantified value-in-use 
potential (Terho et al., 2012).

X

X

X
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Interconnected and iterative phases of B2B solution 
selling process. A link between the process itself and 
the relational aspect that strengthens the role of the 
salesperson. The focus on uncertainty reduction and 
adaptiveness (Ulaga & Kohli, 2018).

X

The importance of a seller’s role in solution building 
Evanschitzky et al., 2011; Ulaga & Loveland, 2014) 
and relationship development (Chaker, Zablah, & 
Noblec, 2018; Marshall, Goebel, & Moncrief, 2003).

X

Communication produces value in the relationship 
between a customer and a seller (Koponen et al., 
2019; Ancillai et al., 2019)

X X

Digitalization offers several ways that new techno-
logies can affect interpersonal sales communication 
(Andzulis et al., 2012; Chuang, 2020; Cuevas, 2018).

X

A need to explore value creation in the customer 
relationships when the seller employs both digital and 
in-person communications during the B2B solution 
selling process (Our study).

X X X

2.1 Value creation in solution selling
The value creation perspective of B2B sales research underlines an integrated theoretical back-
ground, from sales to customer orientation (Grönroos, 2011; Terho et al., 2017; Terho et al., 2015; 
Terho et al., 2012). Indeed, the previous literature also shows it is necessary to understand multi-
ple value approaches and the need to focus on the customer (Haas et al., 2012; Payne et al., 2017; 
Terho et al., 2017). Grönroos (2011) defines value as the benefit for customers who are assisted 
by the provision of better resources or beneficial interactive processes. Examples include the 
effects on customer growth and revenue-generating capacity, customer’s cost level, and effects 
on perceptions (e.g., trust, commitment, comfort, or attraction). Because a firm’s continued 
objective is to communicate value to customers (Terho et al., 2017; Keränen & Liouzu, 2020), 
solution sellers must understand how customers react to value creation (Arndt, Karande, & 
Harkins, 2012), while also considering the demands on resources for individual salespeople 
(Schmitz & Ganesan, 2014). Therefore, value creation is understood from the perspectives of 
both the seller and the customer in this study. 

In the earlier B2B research, value-based selling is conceptualized in three dimensions: 1) 
the sellers’ efforts to understand the customer’s business model, 2) crafting the value prop-
osition, and 3) communicating the quantified value-in-use potential (Terho et al. 2012). This 
means that value-based selling picks out the perspectives of a customer and a seller as well as 
recognizes the value of communication. Unlike our study, such value-based selling, however, 
focuses on the communication of monetary value (e.g., tailored offerings). Based on the cru-
cial role of relationship building in solution selling (Panagopoulos et al., 2017; Chuang, 2020; 
Eggert, Ulaga, Frow, & Payne, 2018; Ulaga & Kohli, 2018), we identified a need to explore value 
creation from the perspective of a customer and a seller when the seller employs both digital 
and in-person communications during the B2B solution selling process.

2.2. Solution selling process
Previously, solution selling was described as a process of interconnected and iterative nature 
involving the dynamics between a customer and a seller (e.g., Storbacka, 2011; Panagopoulos 
et al., 2017). For instance, Kindström and Kowalkowski (2009) suggest a four-step solution 
process comprising market sensing, development of sales, sales, and delivery. Storbacka (2011) 
proposes four highly interconnecting and iterative categories in a solution selling process: de-
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veloping solutions, creating demand, selling the solution, and delivering the solution. Ulaga 
and Kohli (2018) present the stages of requirements and definition, customization and inte-
gration, deployment, and post-deployment support. They recognize the role of uncertainties 
of customer’s needs, process uncertainty, and uncertainty related to outcomes during the solu-
tion selling process. Moreover, the ability of both parties to adapt their behavior was crucial.

The earlier sales research identifies varying demands in the different stages of the solu-
tion selling process as well as a relational aspect. Palmatier, Scheer, and Steenkamp (2007) 
discuss the importance of relational capital in the solution process: If a salesperson made the 
exchange valuable for the customer, it drove superior sales performance. The importance of a 
salesperson in successful sales (Evanschitzky et al., 2011; Ulaga & Loveland, 2014) is also identi-
fied with a strong link between the process itself and the relational aspect (Ulaga & Kohli, 2018) 
that strengthens the role of the salesperson as a manager of a sales process, solution builder, 
and relationship developer. 

During the solution selling process, a salesperson uses their expertise, supported by their 
experience and capabilities, to discover the interests that they share with the customer (Wood 
et al., 2008). The salesperson is expected to identify unique customer requirements effectively, 
combine goods and services in a firm’s product portfolio strategically, integrate products with 
valuable resources and technical expertise, and support the delivery of solutions to customers 
(Haas et al., 2012; Töllner, Blut, & Holzmuller, 2011). Hence, a seller’s expertise supports a cus-
tomer’s belief that the salesperson has sufficient technical skills and knowledge to ensure that 
the sales process will achieve their mutual interests (Koponen et al., 2019). 

For building a successful solution selling process, the salesperson must be persistent with 
sales tactics and have the political aptitude, customer orientation, listening proficiency, fol-
low-up skills, and ability to adapt an appropriate sales approach to meet the customer’s expec-
tations (Nawar, Zablah, & Noblec, 2018; Marshall et al., 2003). Consequently, the solution-sell-
ing process can be viewed as a method in which a customer and a seller jointly participate 
in supporting their businesses (Barber & Tietje, 2008 Arndt et al., 2012) and build value from 
their collaboration. Ultimately, it is the seller who is responsible for creating value for their 
customers (Storbacka, Polsa, & Sääksjärvi, 2011; Töytäri & Rajala, 2015) for developing their re-
lationship during the solution selling process. 

2.3. Interpersonal sales communication 
Previous sales research agrees that communication produces value in the relationship between 
a customer and a seller (Koponen et al., 2019; Ancillai et al., 2019). Researchers in industrial 
sales highlight the crucial role of information communicated by a seller as a key contribu-
tor to whether a customer has a positive experience (Agnihotri, Dingus, Hu, & Krush, 2016). 
Earlier research has shown that digitalization offers several ways that new technologies can 
affect interpersonal sales communication (Andzulis et al., 2012; Chuang, 2020; Cuevas, 2018). 
For instance, Agnithotri (2016) has shown several positive influences of digital communica-
tions such as information communication behaviours, enhancing salesperson responsiveness, 
and a positive relationship with customer satisfaction. Nevertheless, as the internet and online 
communication offer more effective methods of acquiring information and communicating, 
the number of in-person interactions between sellers and customers has declined dramatically 
during sales processes (Murphy & Sashi, 2018). For example, digital sales interactions, such as 
video calls and online chat usage, suddenly become far more popular than traditional in-per-
son interactions (see McKinsey & Company, 2021). 
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Some B2B sales findings show that customers have low expectations of the interpersonal com-
munication held during in-person meetings. Even 82% of buyers mentioned that the content they 
found on social media was sufficient to make buying decisions (Minsky & Quesenberry, 2016). In 
the current studies, Ancillai et al. (2019) state that as much as three-quarters of all customers have 
low interpersonal interaction with salespeople without the need for in-person communication. 
Although the importance of digital communication is well established in the existing sales studies 
(Ancillai et al. 2019) and despite the increase of digital communication in sales, the necessity for 
in-person communication still exists in B2B sales relationships (State of Sales, 2020). Especially in 
B2B solution selling, when the development of long-term customer relationships is expected, there 
is a need for an in-person meeting between B2B buyers and sellers with high expectations for the 
interaction. Traditionally, the customer relationship development process is based on the under-
lying assumption that communication occurs in person (Dwyer et al., 1987). Again, this leads to an 
interesting discussion related to building value-based solutions in which salespeople develop rela-
tionships with customers through interpersonal in-person communication. For instance, a failure 
to sell solutions has been shown to almost always be linked to salespeople engaging in the wrong 
sales activities (Ulaga & Loveland, 2014). Moreover, effective interpersonal communication is still 
associated with developing trust, commitment, shared values, better understanding, and the per-
ceived quality of the relationship (Hung & Lin, 2013). It is therefore necessary for sellers to reflect on 
their own and others’ communication behavior (Koponen et al., 2019) when attempting to create 
value in customer relationships whether the seller employs both digital and in-person communi-
cations during the solution selling process.

Because the pandemic has accelerated organizations’ reliance on virtual selling, our study is 
critical to better understand how value is created in sales relationships when salespersons attempt 
to employ both digital and in-person communications during the solution selling process. 

3. Methods
 3.1. Study design and data gathering
Social constructionism (Berger & Luckmann, 1967) interprets our reality as a social process that 
is characterized by the relationship between society, the individual, and language. We use social 
constructionism in this study to identify and interpret various sales situations in the working lives 
of solution sellers. Specifically, we adopted a phenomenological perspective (Thompson et al., 
1989) to understand the richness of value creation development in sellers’ digital and in-person 
communications during the solution selling process. This approach supports the investigation of 
the relationship between theoretical constructs and an empirically complex and subjective phe-
nomenon (Thompson et al., 1989), and value creation from interpersonal sales communications 
during the solution selling process. We then applied a triangulation method incorporating several 
data sources (Eriksson & Kovalainen, 2015). In the current research, the researchers were invited to 
examine the shift from in-person, communication to digital sales interaction (e.g., Fraccastoro et 
al., 2020).

3.1.1 Study 1
The interview data-gathering effort focused on 33 interviews with 13 salespeople and three custom-
ers with extensive experience in B2B solution selling (ranging from three to 40 years). The sellers 
had backgrounds in four industries: software solutions, pharmaceuticals, paper, and construction. 
The participating sellers from the software solutions firm was a large multinational enterprise 
(MNE) while the others were sellers who represented small and medium-sized enterprises (SMEs). 
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All of the firms of the participating sellers were invited to the interviews because they were par-
ticipating in research and teaching collaboration with one of Finland’s largest universities. How-
ever, these sellers had no current relationship with the business school during this investigation. 

The interviews focused on the sellers’ opinions on value creation in sales relationships 
through the use of digital and in-person communications during the solution selling process. 
We asked them to describe the relationships development process with customers during the 
sales process. We encouraged the sellers to describe their subjective perspectives (Thompson et 
al., 1989) of emerging value creation from the use of both digital and in-person communications. 
In doing so, we sought to understand their experiences as profoundly as the interviewees per-
ceived them, as well as how the subjects organized their experiences (see Polkinghorne, 1988). 

We created a database to maintain the information and the qualitative study protocol, as 
well as to ensure data validity (Eriksson & Kovalainen, 2015). The interviews were conducted 
between the years 2013–2018, were semi-structured and open-ended. To verify the sellers’ de-
scriptions of their communication in the sales processes, we also spoke with three customers 
(marked with an asterisk in Table 2 below). During the interviews, we started by asking back-
ground questions about the seller’s experience in B2B solution selling and then sought more 
information through open-ended questions by following the chronological development of the 
value creation between partners throughout the sales process. When the sellers needed clarifica-
tion of an open-ended question, we explained more about the phenomenon and answered the 
interviewees’ questions for as long as was needed for the respondent to understand the intent of 
the question. Each salesperson was interviewed between two and four times. (Examples of the 
questions are found in APPENDIX 1). In Table 2, we present the descriptions of the interviewees 
along with their respective industries. 

Table 2. Descriptions of the interviewees with the industry they work in.

INFORMANT AGE INDUSTRY NUMBER OF 
INTERVIEWS

Seller A 38 Cement solutions 2

Seller B 41 Building trade, cement solutions, office and business premises 4

Seller C 52 Building trade, office and business premises 2

Seller D 55 Office and business premises 1

Seller E 55 Paper industry and corrugated cardboard solutions 2

Seller F 52 Paper industry and corrugated cardboard solutions 4*

Seller G 58 Paper industry and corrugated cardboard solutions 3*

Seller H 52 Pharmacy solutions 2

Seller I 48 Pharmacy solutions 2*

Seller J 44 Pharmacy solutions 1

Seller K 50 Software solutions 4

Seller L 43 Software solutions 3

Seller M 47 Software solutions 3

* A customer who confirms the seller’s perspectives
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3.1.2 Study 2
 To understand the meanings of in-person communication better, the second wave of data 
was collected during a sales training event. A total of 32 solution sellers from a construction 
company participated in a two-day workshop that focused on the sales process and interac-
tions with customers. The sellers were between 28 and 62 years old, and their work experience 
ranged from a number of weeks to several decades. None of them participated in the previous 
interviews. 

The sales training was based on the method of Sales Theatre (Koponen & Julkunen, 2015) 
involving solution-selling situations from actual business occurrences. During the training 
event, the sellers were divided into groups of four to eight members. Each seller participated in 
a minimum of two groups. In the 15 video recordings (totalling 225 minutes), one participant 
at a time took the role of the seller, another as customer, and the rest of the group observed 
and provided feedback. Because the in-person meetings were based on solution selling nego-
tiations of the participant’s actual business, the sellers assumed their own roles with custom-
ers in detail. The seller focused on their own skills as a solution builders managing the sales 
process. Additionally, based on each seller’s experience with customers, they could simulate 
the customer’s role. The sellers were also free to describe the relationships developed through 
in-person communication during their B2B sales processes.

We asked all participants of the sales negotiations to reflect on each seller’s communica-
tion style (both verbal and non-verbal), their general skills in communication using speech, 
their awareness and understanding of nonverbal communication, and their managerial skills 
in controlling different sales situations. We also asked them to reflect on the seller’s argu-
ments, closing skills, and service orientation. They described each seller’s strategic skills, which 
included questions about their understanding of the customer’s products and strategies, their 
own firm’s strategy related to products and the market, and their competitors, including com-
petitive products, services, and sales procedures. The sellers themselves and their colleagues 
who gave feedback produced a rich picture of varied meetings described as in-person com-
munication.  In Table 3, we describe the B2B sales negotiations used in the sales training event.
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Table 3. B2B sales negotiations in the solution sales training event

SALES 
NEGOTIATION

NEGOTIATION 
DESCRIPTION

SALES 
PARTICIPANTS

FEEDBACK NUMBER 
OF SALES 
NEGOTIATIONS

Railway 
construction 

Negotiation on a 
seller’s offering on 
wood materials for 
railway construction.

1 B2B solution seller
1 B2B customer

6 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

3

Building bar Negotiation on 
building bar solution 
for customer’s
(retailer) 
end-customer need.

1 B2B solution seller
1 B2B customer

3 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

2

Ready-mix 
concrete solution 
case B. 

Negotiation on a 
cement product 
solution for a 
customer’s 
construction business.

1 B2B solution seller
1 B2B customer

3 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

3

Lightweight 
solution 

Negotiation on a small 
pies solution for a 
customer’s 
construction business.

1 B2B solution seller
1 B2B customer

3 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

3

Industrial property Negotiation on 
building an industrial 
hall for renting
business.

1 B2B solution seller
1 B2B customer

2 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

2

Firm pitch Pitching a firm to a 
new industrial partner 
(Case presentation)

1 B2B solution seller
1 B2B customer

3 B2B solution 
sellers/ participants 
gave feedback to a 
seller.

2

3.2 Analysis
The recorded interviews and videos from the two phases of the study were transcribed and 
cross-checked by two researchers. During the analysis process, the interpretations of data 
sources were clarified through ongoing reflections (Haytko, 2004). The researchers first ana-
lyzed each interview and examined the sellers’ videos from the sales training separately using 
a qualitative thematic analysis (Eriksson & Kovalainen, 2015) that was intended to convey an 
understanding of the creation of value in the customer relationships when the seller employs 
both digital and in-person communications during the solution selling process. 

Because we had a pre-understanding of the phenomena as researchers, the themes were 
followed in the phases of the solution selling process as originally presented by Ulaga and 
Kohli (2018). To that end, the meanings were allowed to emerge inductively (Patton, 2002; 
Eriksson & Kovalainen, 2015). Interpreting the whole data independently, two researchers 
identified meanings related to each theme. Then, they compared the sellers’ meanings from 
their individual thematic analyses and discussed the differences. Any differences were resolved 
through discussion and further analysis as suggested by Jick (1979) In such an analysis, the 
final explanation might not emerge from the initial analysis; instead, it may require several 
iterations, starting with the initial analysis of the findings from all the data sources, and then 
extending the findings by comparing the analyzed content across the data. We judged that 
replication occurred when conclusions were reached, and findings were alike (Eriksson & 
Kovalainen, 2015). When a common understanding was reached, the researchers developed 
the final findings together.  
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We found this qualitative analysis method and logic to be appropriate for such an inves-
tigation because the solution sellers do not hold real systems, such as types of interpersonal 
communication, in their minds when they manage their sales processes; rather, they hold im-
ages of real systems that are shaped by their subjective meanings (Haytko, 2004). In Figure 1 we 
present the empirical process of the study.

Figure 1. The empirical process of the study

4. Findings
In this study, we analyze the value creation of communication from the perspectives of the 
customer and the seller when the seller employs both digital and in-person communications 
during the solution selling process. The themes of the analysis were identified following the 
solution selling process of Ulaga & Kohli (2018) including the phases of requirements and 
definition, customization and integration, deployment, and post-deployment support. The 
changes in meanings reveal the value of sales communication. In Table 4, we summarize our 
findings.

Researchers' pre-
understanding on the 
existing research -> 

Themes: Solution selling 
process in phases (Kohli & 

Ulaga, 2018)

Data 1:
33 interviews with 13 
solution sellers and 3 

customers

Data 2:
15 video recordings with 

132 solution sellers

Inductive analysis in 
meanings

Findings
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Table 4. Summarizing the findings

THE SOLUTION 
SELLING 
PROCESS IN 
PHASES

EMPHASIS OF 
COMMUNICATION

OUR EXPLANATION OF THE 
VALUE OF COMMUNICATION 
FROM THE TASK-SPECIFIC 
MANAGEMENT PERSPECTIVE 
OF EACH PHASE IN THE 
SOLUTION SELLING PROCESS

OUR EXPLANATION OF THE 
VALUE OF COMMUNICATION 
FROM THE RELATIONAL 
PERSPECTIVE DURING THE 
SOLUTION SELLING PROCESS

The phase of 
requirements and 
definition

Digital communication Using digital communication channels 
allows the seller to save money and 
time as well as gather sufficient infor-
mation that supports in understanding 
the customers and their needs, the 
strategies of the customers’ firms, and 
their positioning in the market. 

Digital communication offers the 
seller an opportunity to interpret 
whether it is beneficial to move on 
to the customization and integration 
phase with this particular customer 
in the solution selling process.

Digital communication provides 
the seller opportunities to evaluate 
whether it is valuable to develop a 
profitable and reciprocal relationship 
with this particular customer.

The phase of 
customization and 
integration

In-person 
communication 

In-person communication creates va-
lue through meetings. During in-per-
son meetings, both customers and 
sellers can share detailed information 
and detailed professional knowledge, 
apply diverse negotiation techniques, 
and show social presence and good 
listening skills.

An in-person meeting offers an 
opportunity to figure out customer’s 
and seller’s needs and expectations, 
as well as have an in-depth unders-
tanding of both partners’ strategy and 
their situations. 

An in-person meeting helps the seller 
to simplify and clarify the strategic 
aims of the partners, build the so-
lution, focus on the benefits of the 
solution, and close the deal. 

In-person communication increases 
relationship orientation (at the 
same time digital communication 
disappears).

In-person communication supports 
effective conflict management and 
problem-solving. 

Successful in-person communica-
tion is a basis for a long-term custo-
mer relationship.

The phases of 
deployment and 
post-deployment

The interplay between 
digital communication 
and in-person, commu-
nication

Digital communication enhances 
task-specific communication and 
makes the job of the seller and a 
customer easier.

The interplay between digital com-
munication and in-person communi-
cation creates a unique relationship 
opportunity between customer and 
seller. 

In-person meetings ensure rela-
tionship orientation through social 
disclosure during the solution selling 
process. 

The closer the relationship between 
the seller and the customer, the ea-
sier it is to be more flexible in using 
digital communication and in-person 
communication.
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4.1. Value creation in the phase of requirements and definition during the solution selling 
process

In the first phase of the sales process, the value creation of sales communication is based on 
the seller’s task management aims. Specifically, the findings show that a seller’s evaluation of 
a customer as a profitable partner is unidirectional within digital channels. Therefore, digital 
communications can reveal value as an impetus for the solution selling process, showing op-
portunities that can develop into a relationship with a particular customer. Therefore, digital 
communication can be seen as a trigger for the seller to begin the development of the cus-
tomer relationship. If the value creation proposition between the partners is unclear, then the 
sellers would have no reason to continue the sales process. 

In this phase, the sellers seek as much background information on their prospective part-
ners as possible before contacting them, which involves the usage of the internet for sources 
of information (e.g., webpages and social media channels such as LinkedIn and Twitter) as the 
following quotation shows. “Before we are ready to start collaboration, we check customer’s web-
sites and available information at least for understanding this particular company, identifying their 
needs and finding an opportunity for developing collaboration” [Seller H]. Using these varied digital 
channels allows the seller to save money and time as well as gather sufficient information that 
supports them in understanding the customers and their needs, the strategies of the custom-
ers’ firms, and their positioning in the market. 

Indeed, however, the sellers recognized that digital communication presents a limited pic-
ture of a customer’s purchasing portfolio and the strategy of their firm. “If this particular com-
pany seemed credible based on the internet sources, we contact them” [Seller A]. Therefore, digital 
communication supports a seller’s pursuit of a customer.

At the requirements and definition phase of the sales process, we identified two types of 
salespeople who decide whether to pursue a sales opportunity. Both groups make the decision 
based on firm-level aspects. The first group emphasizes the importance of ensuring that the 
partner is able to pay for all elements that would be part of the contract: “A customer’s financial 
standing is crucial to us, and everything is therefore calculated before we start a sales process. So, 
we know exactly which partner is profitable to ensure a win-win partnership” [Seller F]. The sec-
ond group stresses the need to have a strategic understanding of their customers and they 
are highly relationship-oriented from the very beginning of the process. Moreover, they look 
forward to beginning the sales process: “Strategy is the background to a customer understanding.” 
[Seller L]. 

If the seller interpreted that it is possible to develop a profitable and reciprocal business 
with the customer, they begin the customization and integration phase of the solution selling 
process.

4.2. Value creation in the phase customization and integration during the solution 
selling process
During this phase, the sellers built a unique solution for each customer. Consequently, sales 
communication begins shifting more towards in-person communication as the role of digital 
communication decreases. Indeed, the meaning of digital communication disappears if the 
seller decides to begin in-person communication that ultimately leads to increasing the rela-
tionship orientation, as the following seller describes: “We do things to help our customers imple-
ment their strategy better. Our strategic aims need to meet the customer’s strategy as well” [Seller L]. 

In-person communication creates value for the sellers and customers from the very first 
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meeting and continues throughout the solution selling process, even into subsequent meet-
ings. They describe heightened requirements for in-person communication related to an ex-
pectation of knowing a customer or a seller, as described in the following seller’s statement: 
“You need to really know your customer. You [the seller] have to become acquainted with the customer 
and build reciprocal trust, maybe later make friends” [Seller H]. Indeed, in-person communica-
tion is required for developing and strengthening a relationship as a customer of Seller F con-
firmed. “Together we grow a lot… I can trust Seller F because he is an honest person and he is really 
customer-oriented. I can feel, every time we meet, this positive sensation. He always tries to satisfy our 
request.”. The meanings underlined an opportunity for positive collaboration and openness to 
develop a relationship. Both partners want a win-win solution. 

To justify the value creation of communication, the sellers defined themselves as skillful 
in-person communicators who employ appropriate sales skills and techniques to establish the 
relationship orientation. Sellers aspire to develop better sales negotiation techniques before 
meeting a customer in person: “Understanding a customer ... and listening … [and] building a solu-
tion through a reciprocal understanding with a customer … is our job as a solution seller” [Seller D]. 
Sellers are highly aware of their communication skills, both verbal and nonverbal, which are 
required for in-person sales meetings. As one seller explained: “You [as a seller] need to know 
how to overcome objections and solve your customer’s problems … understanding the true reasons if 
the customer hesitates” [Seller K]. 

From the relational perspective, value in-person communication encompasses many di-
verse requirements, such as sharing detailed information and professional knowledge, us-
ing negotiation techniques, and establishing good listening skills. Additionally, it requires 
exhibiting a deep understanding of the partner’s needs, effective conflict management and 
problem-solving skills, a responsibility to deliver on promises, and a willingness to adapt the 
sales to the customer’s expectations so as to continue the sales process. Our videos from sales 
training showed that in-person communication is crucial in negotiations. “Good listening, face-
to-face contact was kept, a customer was allowed to discuss, a seller was calm. However, the seller 
participated in the discussion actively, he answered the questions and managed the process towards 
closing.” [Seller 3, who was giving feedback in Building Bar case].

Our findings also show that in-person communication at this phase involves more inter-
personal, in-person, and reciprocal sales communication than can be captured with digital 
communications during the first phase of the solution selling process. In this phase, in-person 
communication was seen as a prerequisite for success involving a requirement for a seller’s 
understanding of a customer’s expectations. Moreover, a seller must state a clear strategic pic-
ture to a customer who is focusing on the benefits of a solution. “In a face-to-face way, you should 
show your customer the main picture. You [as a seller] need to always speak frankly and clarify what 
your customer’s benefit is if they make a decision to accept the solution you offer” [Seller D]. In our 
findings, the value of sales communication created for the customer relationship needed such 
in-person communication. Particularly, in-person communication is critical to value creation 
and moves the solution selling process towards a deal. The seller’s success during the in-person 
communication is a basis for a long-term relationship.

4.3. Value creation in the deployment and post-deployment phases of the solution 
selling process communication 
In the deployment and post-deployment phase, value creation of communication is interest-
ingly built on the interplay between digital communication and in-person communication. 
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Such interplay reflects a dependency between the seller and buyer as well as their strong roles 
in interpersonal sales communication. This interplay shows that the value creation of com-
munication develops a unique relationship between the two. The resulting value creation 
involves increasing requirements for the relationship orientation. Sellers emphasized the use 
of digital communication during the interviews, but they also stressed the need for deep inter-
personal in-person communication. Surprisingly, having a great time and being able to spend 
time together was described as meaningful to both partners and resulted in a lot of informal 
discussions. Within strong relationships, digital communication was most often identified as 
task-specific, while in-person communication involved more social disclosure, as Seller F de-
scribed: “When you meet a close customer, you don’t speak business at all. You just spend a great time 
together. Later on, you can send an email confirming the business-related expectations. Your customers 
trust in your ability to manage the process as a sales leader and solution builder.”

The findings show that the closer the relationship between the seller and the customer, the 
more frequently salespeople can communicate by combining digital and in-person sales in-
teractions. As such, the value of the customer relationship is established through digital com-
munication in task-related business issues during this phase of the solution selling process. 
“We describe our main substance area, offerings, resources, and supporting services” [Seller I].  In 
in-person meetings, relationship orientation between a customer and a seller is crucial. “We do 
a lot of business with our key partners just virtual sources, that sort of thing ... it works a lot better [to 
have a Skype meeting for example] when you are working with a trusted customer” [Seller A]. Value 
creation to the customer relationship through in-person communication was most often re-
lated to some particular relational aspects such as trust. A high level of trust between customer 
and seller produces easier and more productive interpersonal sales communication. Sellers 
describe successful in-person communication with close customers in ways such as: “Commu-
nication is very natural and fluent, which gets rid of unnecessary complications … Even very difficult 
issues can be resolved through discussion” [Seller H]. 

In this phase, we define the value of communication for the customer relationship as a dia-
logue that combines digital and in-person sales communication and makes it possible to build 
and strengthen trust while reaching a mutual understanding. This strengthens the customer 
relationship orientation and supports ongoing and future solutions by employing task man-
agement aim in the deployment and post-deployment phases of the solution selling process. 
This shows goal congruence. The sellers focused on common strategic and profitable goals 
with the customer and overcame lengthy negotiations. “Strong relationships with key customers 
are the basis of success in the sales process. Cooperation with the customer is very important ... working 
toward a common goal” [Seller F].

The deep relational aspect of in-person communication is based on the salesperson’s sales 
communication competence (Koponen et al., 2019). Therefore, the salesperson’s ability to use 
the interplay between appropriate digital and in-person communications is critical. In-person 
meetings even relate to personal information about the salesperson (e.g., talking about hob-
bies, family relationships, job history, and personal life). “With a close customer, I can talk about 
individual relationships, family, interests, and so on … I want to show that this is me as a person here” 
[Seller L]. 

5. Discussion
The findings show value creation of communication through changes in digital and in-person 
communication during the solution selling process for both customer and seller.  To the best 
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of our knowledge, previous studies have not investigated the value of digital and in-person 
communication for customers and sellers in the B2B solution sales process. When the seller 
employs both digital and in-person communications, we confirm a high dependency between 
the solution selling process and the seller’s task management aims in addition to a relational 
aspect between customer and seller (Panagopoulos et al., 2017; Ulaga & Kohli, 2018). Our 
findings show that both sellers and customers use the value of communication when incor-
porating digital and in-person communications. While digital sales communication is based 
on a seller’s task-specific management, in-person communication is mainly based on a seller’s 
relational orientation towards the customer. The interplay between the communication types 
reveals the roles of such perspectives, as presented in Table 4. 

Though the data was gathered before the pandemic, digitalization had already begun in-
fluencing the sales process and functions dramatically (Cuevas, 2018). We found during our in-
terviews that the importance of interpersonal, in-person sales communication was re-emerg-
ing and is unquestionably continuing. During the solution selling process, the need for value 
creation from sales relationships through digital and in-person communication is crucial. As 
shown in the requirements and definition phase of solution selling (Ulaga & Kohli, 2018), us-
ing digital communication and IT-based sources in business has already transformed the ways 
salespeople operate and the way they conduct the sales process (see Agnihotri et al., 2016). We 
expand upon the earlier research by showing that value creation through digital communi-
cation has a strong role in the requirements and definition phase. In the customization and 
integration phase, in-person communication occurs and a seller’s relational orientation out-
weighs digital communication. Later in the process, the value of communication to customer 
relationships is created through dialogue by combining digital communication involving the 
seller’s task management and in-person communication involving a relationship orientation. 
Our findings show an innovative path to the dialogue between the types of communications.

We confirm Chuang (2020), Cuevas (2018), and Andzulis et al. (2012) research by finding 
that digitalization offers several ways where new technologies can affect interpersonal sales 
communication. Additionally, we found that the use of digital communication has a strong ef-
fect on the customer-seller relationship, driven by a search for information and the collection 
of relevant data. Indeed, digital communication helps salespeople understand the customer’s 
portfolio and the opportunities for cooperation among several sales functions (Agnihotri et 
al., 2012), but also vice versa. Even when collaboration between seller and customer is unclear, 
digital communication offers an appropriate, polite, effective, and ethical path for finding 
opportunities. Moreover, it saves time and money. Agnithotri (2016) has shown mostly the 
relationship-oriented influences of digital communications (such as information communi-
cation behaviors, enhancing salesperson responsiveness, a positive relationship on customer 
satisfaction). We suggest that a salesperson’s use of digital communication influences the solu-
tion selling process, and the role of these communications will change during the process (See 
Table 4).

Even though digital communication is increasingly crucial to sales relationships (Ancillai 
et al., 2019), our findings underline the strong role of in-person communication. We found 
that in-person meetings are expected, as they include opportunities for strengthening inter-
personal relationships in the solution selling process. Therefore, even with the increased use of 
digital communication (Ancillai et al., 2019; Chuang, 2020; Cuevas, 2018), in-person meetings 
are required for creating value in sales processes and relationships. 

When the relationship between a customer and seller is close and a long-term relationship 
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is expected, we also find a relationship between digital and in-person sales communication. 
This finding was especially prominent during the later phases of the solution selling process. 
Specifically, our findings show that the stronger the interpersonal connection, the stronger 
the opportunity to incorporate more digital communication into the solution selling process. 

Finally, we found that relationships usually become more trusting and stronger as the par-
ties use discussions for social disclosure during their in-person meetings. The importance of 
value creation at the interpersonal level is tied to outside workplace interactions. For example, 
having a great time and being able to spend time together was described as a real value in the 
relationship during the solution selling process. Reciprocal self-disclosure (Altman & Taylor, 
1973) between a customer and a seller may strengthen the value creation derived from inter-
personal sales communication. 

5.1. Managerial Implications
Because sales organizations are modernizing their sales strategies and developing digital 
sales interactions using a new combination of digital communication and virtual face-to-face 
tools (Bharadwaja & Shipley, 2020), our findings support salespeople need to understand the 
importance of value creation in sales relationships through the use of digital and in-person 
communication. We encourage salespeople to commingle their use of digital and in-person 
communications. 

Furthermore, we suggest that companies create sales communication strategies built 
around value creation with a focus on sales communication competence. Such a sales com-
munication strategy should include elements of sales communication competence (Koponen 
et al., 2019), which requires knowledge of effective and appropriate interpersonal communi-
cation, a motivation to interact with customers by using interpersonal communication skills, 
and employment of sales acumen. Sales communication competence should manifest itself in 
behavior that the parties perceive to be appropriate and effective (Spitzberg & Cupach, 2002; 
Hargie, 2016).  The interpersonal sales communication strategy can also encourage sellers to 
focus on developing strong relationships with their customers and fostering customer rela-
tionships at the firm and individual levels. This strategy would evaluate each customer to es-
tablish customer focus and adapt sales tactics for the concurrent use of digital communication 
and in-person communication. 

Moreover, sales organizations should leverage the opportunities which virtual engage-
ments allow. Based on the level of relationship, sales meetings can be more frequent and spon-
taneous, crises can be resolved more quickly, and critical data is more likely to be readily avail-
able to the salesperson. As the relationship between parties becomes established, managers 
can shift resources away from travel for in-person meetings and rely on virtual calls. As a result, 
sales budgets can be invested more heavily towards customer acquisition. 

5.2. Limitations and Further Research
Our findings build upon earlier research to better understand the importance of value creation 
in sales relationships through digital and in-person communication during the solution sell-
ing process. Because we followed a philosophy of social constructionism (Bergen & Luckmann, 
1967), our study is not generalizable and does not quantify the impact of value creation in sales 
communication through increased sales revenue or profit, and we must therefore leave that to 
future research. Indeed, we encourage empirical research that tests our findings and identifies 
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the conditions in which profound, profitable value creation can develop. 
We urge researchers to study value creation between a seller team and a customer team 

focusing on sales communication. Other beneficial research could investigate sales communi-
cation based on team members’ roles or decision-making and trust-building between teams. 
Moreover, researchers could explore sales communication competence (Koponen et al., 2019) 
or selling competence (Powers, Jennings, & DeCarlo, 2014) in virtual selling environments. 

As a limitation, the B2B solution selling process often moves constantly back and forth 
across its different phases, and therefore, the interviewees’ descriptions can never be complete, 
in that they only capture specific moments during the process. Also, different industries may 
have varying requirements for digital sales communication channels and/or procedures for 
in-person meetings. These practices may affect a seller’s digital communication, in-person 
communication, and the interplay between them.

6. Conclusions
This study contributes to the existing sales literature by revealing the value creation of commu-
nication when the seller employs both digital and in-person communications during the solu-
tion selling process. The findings show that the value of communication is produced through 
digital and in-person communications as well as the interaction between them. We found that 
interpersonal sales communication requires that sellers and customers have the ability to use 
these communication types as part of their sales communication. 

While digital sales communication is based on the seller’s task-specific management 
aims during each particular phase of the solution selling process, in-person communication 
is mainly based on a seller’s relational orientation towards a profitable relationship. In the 
phase of the requirements and definition, value creation of digital communication is mainly 
based on the aims of information gathering on a particular customer which supports a seller’s 
pursuit of a customer. In the phase of customization and integration, sales communication 
is expected to shift towards in-person communication — the role of digital communication 
decreases which leads to increasing relationship orientation. In particular, in-person commu-
nication was seen as a prerequisite for success. In the phases of deployment and post-deploy-
ment, the value of communication is built on the interplay between digital communication 
and in-person communication. The findings show that the closer the relationship between the 
seller and the customer, the more salespeople are required to create value of communication 
in the relationship in dialogue by combining digital and in-person sales interactions. 
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APPENDIX 1.
Examples of the questions in the interviews: 
Can you explain your experience as a B2B solution seller? 
How would you describe the solution building during the sales process in your work? 
How would you describe communication with a customer during the solution building in the 
sales process of your work? 
How would you describe the digital communication during the solution building in the sales 
process of your work? 
How would you describe the face-to-face communication during the solution building in the 
sales process of your work? 
Can you tell us about the phases of your sales process? 
Regarding communication with a customer, what are the main milestones in the sales process 
that bring value to you as a seller and to the partner? 
Based on your own sales, how would you describe value creation between you and your cus-
tomer in the sales process? Please give us some real situations.
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Abstract
Dual-class share structures are common in many countries. Extant literature suggests that 
superior voting class shares should trade at a premium over the economic (limited-voting) 
shares. We revisit the dual-class shares phenomenon in a low-liquidity market environment 
and document highly time-varying, and at times, negative dual-class premium using Finnish 
data from 1982 to 2018. We document two major changes in the market for the dual class shares. 
First, a major decline in average premium, and second, a relative decline in trading volume of 
the voting shares. This development took place after international investors were allowed to 
freely enter the Finnish market suggesting that the benefits of higher liquidity for economic 
shares have outweighed the voting premium creating at times a negative dual-class premium.
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1 Introduction

 “Activists say we should not be entertaining dual class shares, I say do it, with safeguards,” David 
Gerald, president and CEO of the Singapore Investors Association (source: CNBC, 2017).

The advantages and disadvantages of dual class share structures have been controversial and 
have been debated for years (see, e.g., Jordan et al., 2016). The issue has risen to the forefront of 
the discussion more recently. One reason is due to a number of major technology (e.g., Face-
book, Google, and Alibaba), and other companies (e.g., Berkshire Hathaway, We Company) 
issuing stocks with less voting rights, or no votes at all (e.g., Snap). This has forced several stock 
exchanges (e.g., Singapore Exchange SGX) to recently consider changing their listing rules to 
allow dual class share structures that were previously prohibited. On the other hand, some in-
dex providers have objected to these dual-class structures, made changes to the index structure 
in favor of single-class share structures, and at times, even excluded non-voting shares from the 
index despite the size of the company (see, e.g. Betzer et al., 2017). 

Dual class shares have been in existence in financial markets for many years (for a review 
of their history in the USA, see Howell, 2017), and dual-class structures are commonly used 
in many countries, especially in Europe, but also in the USA (c.f., Faccio and Lang, 2002). For 
example, 235 of the companies in the Russell 3000 (7.8 percent) have a dual (or triple) vot-
ing-class structure as of January 2018.2 Typically, one class of shares (henceforth voting class 
shares) provides superior voting power over other share classes (henceforth economic class 
shares). 

Extant literature indicates voting class shares trade at a premium over economic shares. 
The main explanation for the premium is the superior voting rights attached to the voting 
shares, even though the price difference can also reflect other differences between the share 
classes. The seminal empirical effort in this area is by Lease, McConnell and Mikkelson (1983), 
who show that superior voting shares in the US trade at a premium of around 5%. Horner 
(1988) analyzes dual class shares in Switzerland and finds a voting premium of only around 1%. 
A large premium of around 80% is found in Italy by Zingales (1994). Smith and Amoako-Adu 
(1995) find a premium in Canada of around 19% for 1988-1992, which is close to the premium 
documented in Sweden by Rydqvist (1992) of 15%, and Megginson (1990), who documents a 
premium of around 13% in the UK. 

However, there is evidence even of a discount for the voting class shares. For example, Neu-
mann (2003) reports a negative premium (discount) for several firms over a long time horizon 
in Denmark and Ødegaard (2007) in Norway between 1988 and 1994. Their results emphasize 
the fact that the observed dual-class price differential also reflects liquidity. Besides liquidity, 
the voting premium can also reflect the fact that limited-voting share class may provide pre-
ferred access to economic benefits (e.g., in form of dividend privileges). Bigelli and Croci (2013) 
study this issue in Italy using annual panel data for 1999-2008. They find the value of the voting 
right to be +20.35%, but once the differences in the dividend privileges are taken into account, 
the average voting right has an even higher value of +35.63%.

2 See https://www.cii.org/dualclass_stock for the a complete list of the companies and the structures. For example, 
in January 2022, Council of Institutional Investors (CII) lists 353 US-incorporated publicly listed companies that 
have at least $200 million in market capitalization. 
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Obviously, the three main explanations (differences with respect to voting rights, liquidity, 
and dividend privileges) for the voting class shares’ price premium are affected by a number of 
various company and country-specific factors. For example, the value of voting rights increases 
if the likelihood of a control contest increases. Similarly, if there are fundamental changes in 
the relative liquidity of the stock classes, the premium adjusts accordingly. Nenova (2003) 
performs an exhaustive cross-country analysis using data for 1997 and finds the variation in 
the value of control-block to depend on various factors, including institutional structures and 
legal environments. 

We focus on the main explanations for both cross-sectional and time-series differences in 
the relative prices between voting and economic class share series data for Finland over a long 
sample period from January 1982 to April 2018. Finland is an excellent case to study dual class 
share behavior because the proportion of companies with dual class structure is relatively high 
– at times, close to 20 percent of the listed companies had dual share classes publicly listed. 
Several companies have also given their economic shares dividend privileges. Moreover, mar-
ket liquidity has varied considerably over time (see, e.g., Vaihekoski, 2009), and across share 
series suggesting illiquidity may be a driving feature related to dual-class premium behavior. 

We also consider three major institutional and structural changes that have taken place in 
Finland, which may have had an effect on the premium. In particular, the decision to abolish 
all restrictions on foreign investments from the beginning of 1993 is expected to have a major 
effect on the dual-class premium as it basically lifted all restrictions on foreign ownership of 
voting class stocks. Finally, we also consider the effect of locked-in dual-class premium, which 
often happens when a decision is made to consolidate two series into one or to delist the whole 
company. In both cases, the premium is often fixed before the actual unification of the series 
or delisting.3

We make several contributions to the literature. First, we analyze both the time-series be-
havior of the dual class premium, as well as the cross-sectional structure. The long sample pe-
riod of more than 35 years allows us to observe temporal, institutional, and structural changes 
in the dual-class premium. Second, we connect the premium to all main determinants of in-
terest: differences in share classes’ voting rights and dividend privileges as well as liquidity. We 
utilize daily data in the analysis as it allows us to study the effect of liquidity and thin trading 
in much more detail, as the illiquidity measures typically benefit from daily observations and 
since the illiquidity discount is typically considered to be highly time-varying (Watanabe and 
Watanabe, 2008). Daily data comes with a cost – non-trading may bias the results. Thus, we 
also provide a detailed discussion of the issues in using daily data to estimate the dual-class 
premium. 

Third, we are one of the first ones to report a major decrease in the voting-class price pre-
mium after the restrictions on foreign investments were removed. Ødegaard (2007) finds the 
opposite to happen in the Oslo Stock Exchange in Norway after the 1995 removal of the for-
eigners’ voting cap. We also document a clear shift in trading volume from voting class shares 
to economic class shares at the same time. In Norway, the relative liquidity of share classes 
did not change considerably. In Finland, however, the economic class shares increased their 
share of the combined trading volume from less than 50 percent to more than 80 percent. This 
suggests that foreign investors valued liquidity over corporate control, most likely due to their 

3 For example, if a decision is made at the Annual Meeting to consolidate company’s two share series, say, on 1:1 
basis at the end of the year, the premium will most likely come down to zero almost immediately – often once the 
Board’s proposal is made public.
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restricted ability to monitor the management, which arguably explains the different results for 
Norway and Finland. 

Our results show that the dual-class premium is clearly time-varying, and, that the du-
al-class premium is connected to the number of voting rights, liquidity, and dividend privi-
leges in a way that is mostly consistent with expectations. The average effect of a single voting 
right on the price difference is approximately +0.52%. Thus, with the most prevalent 20 to 1 vot-
ing structure, the average premium for voting shares is +10.4%. Contrary to our expectations, 
we do not find the dual-class premium to be reduced after the new Securities Market Act (SMA) 
came into force in 1989, nor after the IFRS reporting requirement in 2005. However, we do find 
the average premium clearly shifts downward in early 1990, especially after the abolishment of 
the restrictions on foreign ownership in 1993. 

The paper is structured as follows. Section 2 explains the theoretical background and pres-
ents our hypotheses. Section 3 presents the institutional features of the Finnish stock market, 
data, and the model applied to test the hypothesis. Section 4 presents the results and robust-
ness tests. Section 5 concludes.

2 Theoretical background and hypotheses
2.1 Background
It is well known that the value of control is manifested in the market through pricing shares 
with more voting rights higher than shares with less voting rights (see, e.g., Bigelli and Croci, 
2013). The premium4 is due to the anticipated (option) right of the holders of the superior 
voting power class of shares to extract additional benefits through their ability to affect the 
decision making and/or ability to extract more information (for discussion, see e.g. Nenova, 
2003). As a result, companies that want to sell economic shares to investors may be forced to 
offer some sort of dividend “sweetener” to the owners of the economic shares. These privileges 
might include a minimum dividend right, or a first right to the dividend, with or without an 
upper cap (see Bigelli and Croci, 2013, for a list of potential dividend-related rights). 

It is also known that investors price liquidity (see, e.g., Amihud, 2002). If the dual-class 
structure leads to an uneven division of liquidity across the series, one can expect the prices 
to be affected similarly. The concept of liquidity is, however, multifaceted. Trading volume is 
a traditional measure, with a focus on the overall ability to trade the stock. Bid-ask spread, 
another indicator of liquidity can be seen as measuring the cost of trading, including infor-
mation asymmetry between investors. Amihud’s (2002) measure, on the other hand, is widely 
understood to measure the price impact of trading.

Obviously, the value of voting rights and liquidity are indirectly functions of several factors 
that cause time variation in the dual class premium. For example, the value of voting rights is 
influenced by the likelihood of takeovers, changes in ownership structure, legislation, as well 
as other items (see, e.g., Smith and Amoaku-Adu, 1995). At times, it may be that opposing ef-
fects of multiple factors make the relative price difference negative. 

4 Note that we make a difference between premium on value – difference in prices – and premium on required 
return. Higher premium on required return leads to lower price, ceteris paribus. Here, the dual class premium 
refers to the price difference between voting class shares and economic class shares. The term liquidity premium 
typically refers to the higher required rate of return set for illiquid assets. To avoid confusion, we utilize the term 
‘(dual-class) premium’ for the difference in prices.
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Figure 1 shows how the relative price difference has varied for two Finnish companies. Fig-
ure 1a shows the variation for Nokia – once a leader in the mobile phone market – and Figure 
1b for Stockmann – the company behind the largest department store in the Nordic countries. 
Nokia ended its dual-class share structure in 1999 whereas Stockmann still maintains its du-
al-class structure, which was introduced in May 1982. We can easily observe that the dual-class 
premium has varied over time. At times, the premium has been in excess of 40 percent, but 
then there are times when it is clearly less than 10 percent. In addition, a preliminary analysis 
of the graph seems to suggest that the overall trend has been towards smaller premia.

 
 
Figure 1. The daily price difference (percent of the economic share price) for Nokia and 
Stockmann for the periods, when they had both restricted share classes listed. In case price 
observation is missing for either class but bid offers are available for both series, bid offers are 
used. Nokia unified the share classes in 1999. 
  

Figure 1. The daily price difference (percent of the economic share price) for Nokia and Stockmann for the pe-
riods, when they had both restricted share classes listed. In case price observation is missing for either class but 
bid offers are available for both series, bid offers are used. Nokia unified the share classes in 1999.

2.2 Hypothesis development
We argue that the voting premium is a function of the voting rights difference between the 
share series. Since we cannot observe the voting premium directly, we take the price difference 
between voting and economic share classes as an estimate of the dual-class premium. We for-
mulate the following hypothesis.

H1: The dual-class premium is positively related to the number of votes attached to the voting class 
shares.
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Giving dividend privileges to the economic class shares should lower the voting-class pre-
mium. There are two reasons for this. First, economic shares have higher expected cash flows 
(dividends). As a result, investors may require a higher rate of return from their investment 
into voting shares. Higher discount rate results in a lower price. Thus, we form the following 
hypothesis.

H2: The dual-class premium is negatively related to the dividend privilege given to economic class 
shares.

Similarly, research has clearly shown that liquidity is priced by the stock market and as such, 
differences in liquidity may cause prices of dual class shares to diverge (see, e.g., Schultz and 
Shive, 2010). Since higher liquidity should lead to lower liquidity premium, and hence higher 
valuation, ceteris paribus, we form the following testable hypothesis.

H3: The dual-class premium is positively (negatively) related to the higher liquidity (illiquidity) of 
the voting class shares (vis-à-vis economic shares).

We also study whether certain changes in the legislation and institutional setting have had an 
effect of the overall premium. We consider three specific changes. First, the Securities Market 
Act (SMA) that came into force in 1989, made it harder for insiders and majority owners to 
extract private benefits at the expense of the minority owners. For example, it basically made 
trading on insider information illegal, among other things. As a result, the premium attached 
to owning extra votes should decrease. As trading on insider information became less valuable, 
one would expect that the value of control rights became less valuable. Thus, we hypothesize 
that the dual-class premium decreased after 1989.

H4: The dual-class premium is reduced after the introduction of the SMA legislation.

Second, we consider the abolishment of all restrictions on foreign investors from the begin-
ning of 1993. This change can be argued to have opposing effects on the dual-class premium. 
On one hand, foreign investors are often found to be less willing to participate in the actual 
decision-making of the company. If they are not satisfied with management, they vote with 
their feet. Thus, they are less likely to pay up for control rights – they rather pay more for higher 
liquidity. In addition, they are less likely to be able to enjoy private benefits from control, and 
thus they consider voting and economic shares as equivalent. They may even engage in trading 
strategies (e.g. pairs trading) that can eliminate the premium (Schulz and Shive, 2010). Thus, 
having more foreign investors can be argued to lower the premium. On the other hand, once 
the foreign investors are given a chance for a higher level of control, one would expect the 
demand for voting shares to go up vis-à-vis economic shares. This should drive up the value of 
the voting premium. Overall, considering both aspects, we hypothesize that the 1993 change 
had a decreasing effect on the dual-class premium. 

H5: The dual-class premium is reduced after restrictions on foreign investments were abolished.

Finally, we study the requirement that publicly listed companies report financial performance 
according to IFRS, instead of Finnish accounting principles. Hong (2013) suggests that the in-
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troduction of the requirement for the IFRS accounting standards made it harder for insiders 
and majority owners to extract private benefits. The requirement for IFRS statements was initi-
ated in early 2005. Coincidentally the OECD introduced a new corporate governance guidance 
standard that was implemented in Finland beginning July 2004. By the end of 2004, the OECD 
required more information on management options and salaries to be reported. Although the 
changes introduced by the OECD are separate from the IFRS requirement, they all suggest a 
lower dual-class premium. In practice, the effect of these institutional changes do not happen 
overnight, and it is difficult to separate their effect as the effects are intertwined. Thus, we for-
mulate the following hypothesis. 

H6: The dual-class premium is reduced after the introduction of the IFRS requirement.

Even though some companies introduced the IFRS requirements into their financial state-
ments prior to 2005, we study whether the premium is lower after 2005.

3 Data
3.1 Finnish institutional setting
Several interesting institutional features differentiate the Finnish stock market (established in 
1912) from other countries, especially the US, during the sample period analyzed in this paper, 
1982-2018. First, Finnish companies have been able to issue different classes of shares ever since 
the Limited Companies Act went into force in 1895. Companies with dual shares were listed on 
the stock exchange as early as mid-1910, but it was not until the 1960s when Finnish compa-
nies began increasingly to issue common shares with lower voting rights. Figure 2 shows the 
number of companies with two different share classes simultaneously listed in the Main List of 
the Helsinki Stock Exchange. Common shares with lower voting rights are known in Finland 
as preference (class) shares. Note that Finnish ‘preference’ shares differ from ‘preferred’ shares 
issued typically in the USA. Preferred shares typically have a priority over common shares for 
dividends. This may, or may not be the case with the Finnish preference shares. In addition, pre-
ferred shares typically have a cap on dividends, whereas, in Finland, preference shares typically 
receive at least the same dividend as the common shares. Finally, preferred shares quite often 
do not have any voting rights, whereas preferences shares do have.
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Figure 2. The number of companies with two (or more) different share classes simultaneously 
listed on the Main List of the Helsinki Stock Exchange 1960–2018 (year-end figures, 2018 
from April). 
 

Figure 2. The number of companies with two (or more) different share classes simultaneously listed on the Main 
List of the Helsinki Stock Exchange 1960–2018 (year-end figures, 2018 from April).

Finnish preference shares (from now on labelled as economic shares) are often labelled as E 
series (labels such as B or II were also commonly used) while ordinary common shares (hence-
forth voting shares) are often known as K series (A and I are also used).5 There were many 
reasons for issuing economic shares. Economic shares were commonly seen at the time as a 
method of raising new capital while keeping company control mostly unchanged. In some 
sense, their usage was a response to restrictions on foreign ownership. Some companies also 
used economic shares as a method to become publicly traded but kept the voting shares pri-
vate (e.g. Kone). 

Second, a number of Finnish companies with a dual-class structure also provide dividend 
privileges to the economic share class. A common privilege is the first right to the dividend. 
For example, Nokia’s preference shares (economic shares) had the first right up to a 10 percent 
dividend. If the dividend was less than ten percent, the right carried over to the next year. In ad-
dition, if the dividend paid to the common shares (voting shares) was more than ten percent, 
the preference shares were entitled to the same dividend.

Third, the Finnish stock market was in many ways underdeveloped and segmented from 
international markets until the 1990s. The first steps in the integration process were taken 
in the early 1980s, e.g. when foreign interest in Finnish stocks started to increase. As a result, 
foreigners started buying Finnish stocks, which led the government to restrict foreign owner-
ship to 20 percent (later raised to 40 percent from the beginning of 1989) of the total equity. 
The shares made available to all investors (including Finnish investors) were labelled as unre-
stricted. Shares only available to Finnish investors were labelled as restricted stocks. Both instru-
ments were traded and priced separately by the stock exchange from 1984 forward.6 Nokia had 
as many as four listed stock instruments (common and preference, both available as restricted 

5 In the USA stocks with higher amount of voting rights are typically titled as common class B shares (e.g., Alpha-
bet’s class A shares have 1 vote, B shares have 10 votes), but there are also examples of the contrary (e.g., UPS’s class 
B shares have 1 vote, A shares have 10 votes).
6 The situation was similar in Norway and Sweden.
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and unrestricted). Unrestricted stocks are traded typically with a premium to the restricted 
ones (Hietala, 1989). The restrictions on foreign ownership were abolished from the beginning 
of 1993, and the number of listed stock series was cut almost by half (see Broussard and Vaihe-
koski, 2012, and Nyberg and Vaihekoski, 2014, for details). 

Finally, liquidity in the Finnish stock market was fairly low, especially in the early 1990s, 
due to an economic crisis. This low level of liquidity generates a substantially thinly-traded 
market, which is manifest by low trading volumes and high bid-ask spreads. At times, the 
cross-sectional value-weighted average spread across all stocks listed on the stock exchange 
approached ten percent (see Vaihekoski, 2009). The median spread in the USA at the time was 
around two to three percent (see, e.g., Chung and Zhang, 2014). Spreads started to decrease, 
partly attributable to the government’s decision to remove the one percent of the value tax 
levied on all trades (i.e., stamp duty) in an effort to increase on-exchange trading. Ultimately, 
spreads declined to less than one percent for many stocks by the early 2000s. However, there 
are still major cross-section differences in liquidity between companies and shares series. 

3.2 Sample data
Our sample period begins in January 1982 and extends to the end of April 2018. Data include 
daily closing prices, returns, bid-ask (closing) offers as well as trading volumes of all stocks 
listed in the Official List (later Main List) of the Nasdaq OMX Helsinki Stock Exchange. Prior 
to 1991, the closing prices were not reported by the Stock Exchange. The closing prices for this 
period are calculated as the average of the highest and lowest prices for the actual trades. After 
1991, the Stock Exchange provides closing prices for each day. Data for 1982 to 2004 are from 
the Department of Finance and Statistics, Hanken School of Economics’ database. The data 
after 2004 are mostly from Datastream.7 Some data were hand-edited or also collected from 
other sources to correct erroneous entries. All prices and bid-ask offers have been converted to 
euros prior to 1999 to keep the liquidity measures consistent around year-end 1998 when stock 
trading in Finnish Markka was replaced with euros. 

We select those companies that have at least two different share classes listed simultane-
ously anytime during the sample period. As a result, we have 52 companies in our sample. We 
utilize data for the time period when the two series have both been listed. In many cases, one 
of the series was listed earlier and/or longer than the other series. If the company had both 
restricted and unrestricted dual-class shares available before 1993, when all shares became un-
restricted, we have used the restricted series, which were typically more actively traded.

Our main variable is the dual-class premium i.e. the relative price difference between the 
prices of shares with more voting rights (voting class shares) and those with less voting rights 
(economic class shares). In practice, we first calculate the difference between the observed 
prices and divide it by the price of economic class shares. This measure is similar to what Bigelli 
and Croci (2013) use, among other measures. 

When we calculate the price difference, we utilize daily closing prices for both series. As is 
always the case working with daily data – especially on a thinly traded market such as Finland – 
one has to be extremely careful in defining and operationalizing the variables. One would like 

7 Hanken database is the best and most commonly used database for Finnish historical stock market data for the 
period covered. Datastream provides stock market time series for Finnish companies from March 1988 onwards. 
However, these time series are well known to have some errors and occasionally ‘dead’ (delisted) series are either 
hard to find or missing.
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to use real traded closing prices in calculating the premium.8 However, if either or both of the 
voting and economic class shares’ closing prices are missing (no trading) for a particular day, 
we have to select from different approaches to calculate the dual-class premium. The first al-
ternative is to delete the whole observation. As a result, time-series contains only real observed 
premiums. The downside is that the number of observations can decrease considerably. More-
over, if one is interested in calculating the cross-sectional average of the voting premium for 
the whole market, the average can show dispersion that is counterintuitive. To illustrate this, 
assume two companies in a cross-section. One company has a constant observed premium of 
10 percent, while the other has 110 percent, but its share series trade only every other day. Thus, 
the market average will be 60 percent and 10 percent on every second day. 

As a remedy to the low number of observations, one can impute either missing price obser-
vation with the previous one. The downside of this alternative is that the premium can become 
systematically biased. Say we have voting and economic class shares with closing prices of 100 
and 90, respectively. The next day, the voting class share’s price goes down to 85, but there 
are no trades on the economic class shares. Using the previous available closing price for the 
economic class shares leads to a premium of -5 (i.e., 85–90). A potential solution to this issue 
is to impute missing transaction prices with bid offers for the same day. This mitigates the 
problem, but one can still observe an unwarranted negative premium. A solution is to avoid 
mixing closing prices and bid offers. If either series’ price is missing, one should impute both 
prices with bid offers, if they are available. Otherwise, one should delete the observation (i.e. 
set it to missing). As a result, the premium is measured as the difference in prices or bid offers.

Another potential approach is to use lagged premium observations to impute missing 
ones, i.e. the premium stays the same until we observe a new value based on actual market 
transactions. The result is convenient when one is interested in the cross-sectional average. 
The downside is, of course, that the observations are not actual, and one has introduced auto-
correlation from smoothing the series. In large samples, the difference between the different 
alternatives is small, but in small samples, the difference can be quite significant. 

We combine several alternative approaches when we create the dependent variable (du-
al-class premium) for the panel regression. We utilize true observed price difference, but if 
either price observation is missing due to illiquidity, we calculate the difference from the bid 
offers if both are available. This creates a balanced trade-off between truly traded premiums 
and the number of observations. For the cross-sectional visual analysis (i.e., Figures 3 and 4), we 
utilize the last approach and impute companies premium series with the last known value for 
the premium when even the bid offers are not available (taking into account delisting dates). 
This reduces unwarranted dispersion in the average cross-sectional premium. 

Our first cross-sectional explanatory variable is the number of voting rights attached to 
the voting class shares divided by the number of voting rights given to economic class shares. 
Typically, the economic class shares have one vote and the voting class shares have either ten 
or twenty. The latter was the upper limit set by law prior to 2006, with some transitional provi-
sions for companies whose bylaws were approved before 1978.9 

Our second cross-sectional explanatory variable is a dummy for those companies that have 
given dividend privileges in one form or another to the economic class shares. Obviously, div-

8 As we are combining databases with different data structure, we harmonize the data before creating our vari-
ables. More details are available upon request.
9 As an example of these older exceptions, Rosenlew (listed until 1987) had A and B shares listed. Voting class 
shares –A shares – had one voting right, whereas class B shares had one vote for each 100 B shares.
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idend privileges vary, but given their nature, one expects them to bring positive value to the 
owners of the economic class shares.10 Of the 52 companies included in our sample, 15 had 
given economic shares these privileges. The most common privilege was the first right to divi-
dend up to a certain level (typically either six or eight percent) and if more was paid, the right 
to at least equal dividend to that of the voting shares. This was the case for ten companies. Of-
ten the right carried over to the next year, i.e., if the dividend did not meet the threshold level, 
the missing part was paid first the next year. The next common privilege was a right to receive 
always two percent higher dividend than the voting shares. 

The dividend rights could also be changed by amending the company bylaws. Interestingly 
there are two opposite examples of this in our sample. Namely, Rosenlew decided to make the 
economic shares more interesting to its shareholders. They called for an extraordinary meeting 
to change the company bylaws in August 1984. As a result, the company promised to pay both 
series the same dividend with the exception that the dividend on economic shares would be 
2–5% higher if the dividend on the voting shares was at least 7%. The opposite took place with 
Ålandsbanken. The board made a proposal in March 2015 to remove the economic shares’ first 
right to dividend up to six percent on the grounds of EU banking regulatory authorities’ sug-
gestion. The proposal, which was later accepted, also stated that no compensation will be given 
to the holders of the economic shares (i.e. B shares) for the removal of the right. This sugges-
tion was justified by the fact that the right had merely a theoretical value as the dividend had 
always been higher than six percent and ``... [we haven’t] been able to see anything in the stock 
market’s pricing of Series B shares indicating that the theoretical preference element in Series B shares 
should be assigned any value compared to Series A shares’’ (Company announcement March 19, 
2015). For these two companies, the values of their dividend dummy variable have been flipped 
after the decision of the Company Meeting (Rosenlew) or the Board’s proposal (Ålandbanken).

Our third variable is both a cross-sectional as well as time-series explanatory variable. 
Namely, we use a variable to measure the relative liquidity difference between the two share 
series. Following the discussion earlier, we create three different measures of liquidity that 
potentially capture its differential aspects. The first one is the traditional bid-ask spread in per-
cent of the midpoint. In the regression analysis, we use the difference between the log bid-ask 
spread for the voting shares and economic shares. If the bid-ask spread is missing for either 
series, the value is set as missing. This variable measures the relative illiquidity of the voting 
shares, and on a daily level. If their bid-ask spread grows wider (i.e., their illiquidity increases) 
vis-a-vis the economic shares, then the values of this variable increase.

The second measure is the difference in the series’ trading volumes. In practice, we oper-
ationalize this variable as the percentage share of trading volume taking place on the voting 
class shares, i.e., the trading volume of the voting shares divided by the sum of trading volume 
of both voting and economic share classes, calculated over the past 30 trading days (pres-
ent-day included).11 If there are no trades taking place during the thirty-day period for either 
share series, the measure is not defined. 

10 During our sample period there was one exception. Namely, forestry company Kaukas Ltd. had three different 
share series. It had two economic share series, B and C, besides the voting shares series A. Series B and C had equal 
voting rights (1 vote for hundred shares owned), but series B did not have any preferential dividend right. Series 
C, on the other hand, had cumulative first right for dividend up to eight percent. Interestingly, if more that 8% was 
paid, C shares were paid one percent less than A and B shares. For the analysis in this paper, series A and B were 
selected to keep the dividend indicators consistent in the analysis.
11 When the series have been simultaneously listed for less than 30 days, the sums are taken over those days that 
are available.
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The last liquidity measure is based on the Amihud (2002) measure of illiquidity. It is ba-
sically the average of the daily absolute return to volume ratio within the selected period. A 
higher value suggests higher illiquidity – a given amount of trades have a bigger price impact 
on more illiquid stocks. Although a good measure as such, the Amihud measure does not work 
well in highly illiquid markets or if measured over short intervals. This is simply caused by the 
fact that if only a few trades take place during the selected time interval, the Amihud values can 
vary extremely. To some degree, the variation can be argued to be driven by issues other than 
the true liquidity (e.g., bid-ask bounce, overall market development, which is finally shown 
in the return, or by some more or less random trade). For this reason, we utilize the modified 
Amihud measure by Kang and Zhang (2014) which is defined as 

 (1)

where Daysi,t is the total number of non-zero trading volume days for stock i within the selected 
measurement interval, Voli,t-d is the trading turnover (euro volume) on day t-d, |Ri,t-d| is the ab-
solute value of daily percentage return for stock i on day t-d, and ZeroVoli,t is the percentage of 
zero-volume days within the selected period.12 If there are no trades taking place during the 
selected interval, the measure is not defined. 

The Amihud measure is often measured on a monthly basis using trading days within each 
month. Thus, the measurement interval is approximately 20 trading days. Here, however, we 
utilize a rolling interval over the last 60 trading days (again less at the beginning of the sample/
listing) i.e. approximately three months. The reason is that on illiquid markets, such as the 
Finnish market, it is not uncommon to have stocks without a single trade every month. As such, 
using only a few trade observations to calculate the Amihud measure, even when modified, can 
lead to major outliers or biased measurement. 

As one can see from the definition, the values of AdjILLIQi,t can be negative or positive and 
a higher value suggests higher illiquidity. For the empirical analysis here, the difference in li-
quidity between the series is calculated as the simple difference between the modified Amihud 
measures for both voting and economic shares.

In addition, we add indicator variables for the securities market act (value one for the 
year 1989 and thereafter), the abolishment of all restrictions on foreign ownership (value one 
for the year 1993 and thereafter), as well as for the adoption of IFRS (value one for the year 
2005 and thereafter). Finally, we also test whether there is month-specific behavior by adding 
monthly indicator variables into the model. In particular, we want to see if there exists some 
sort of turn-of-the year type of behavior or if the premium is higher ahead of the general meet-
ings in the Spring.

12 Since the Hanken database calculates returns using prices augmented with bid offers, we have recalculated 
observations using only price observations. In practice, we have cumulated log returns between trading days to 
the first day with a trade.
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In addition, we add indicator variables for the securities market act (value one for the year 1989 
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where RPDit is the percentage relative price difference between voting class shares over shares 
with fewer votes for company i at time t. 𝛿𝛿𝛿𝛿0 is the common intercept that captures the mean 

 
11 Since the Hanken database calculates returns using prices augmented with bid offers, we have recalculated 
observations using only price observations. In practice, we have cumulated log returns between trading days to 
the first day with a trade. 
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3.3 Testable model and econometric considerations
To test our hypotheses, we form the following linear unbalanced panel model 

 
  (2)

 where RPDit is the percentage relative price difference between voting class shares over shares 

with fewer votes for company i at time t.  is the common intercept that captures the mean risk 
premium across companies and time. VotingDi is a company-specific multiplier defined as the 
voting rights attached to the company’s voting series shares (typically ten or twenty) divided 
by that of the economic shares (in most cases one). DivDit is a dummy that gets a value one if 
economic class shares have some kind of dividend privileges over the voting share class for 
company i at time t (constant for all but two companies). LiqDit is the difference in liquidity 
between voting class shares over economic class shares at time t. TSctrlst includes time series 
control variables (e.g., time-specific fixed effects). Finally,  is the constant (fixed) unobserved 
company-specific effect not captured by other variables.

Since our model includes company-specific fixed effects, one would proceed in estimating 
the model as a fixed effects (FE) model although a random effects (RE) estimator is more effi-
cient if its underlying assumptions hold. However, the RE estimator assumes that the firm-spe-
cific effects are random. This is a usable assumption if one has sampled N companies randomly 
from a large population. However, this is clearly not the case here. Moreover, a Hausman test 
statistic rejects the underlying assumptions behind the RE estimator.

Unfortunately, the FE estimator cannot estimate the effect of any time-invariant variables 
(here: especially VotingDi and to a great extent DivDit) if we include a company-specific constant 
in the model (c.f., Baltagi, 2013). Although recently some advances have been made to circum-
vent this restriction under certain assumptions (see, e.g., Pesaran and Zhou, 2018), one typi-
cally proceeds with a pooled least squares approach which is also the case here. However, in 
our case, the number of individual dummies grows too large and the time-invariant variables 
are spanned by the individual dummies creating multicollinearity (c.f., Baltagi, 2013) which 
forces us to exclude company-specific constants from the full model.13

4 Results
4.1 Descriptive statistics
We have 52 unique cases in our sample. Our sample is cross-sectionally somewhat smaller than 
Bigelli and Croci (2013) with 72 unique firms (the number of firms simultaneously listed varied 
from 28 to 72) although our sample period (1982–2018) spans a longer time period than theirs 
(1999–2008). Similar to Bigelli and Croci (2013) as well as others (e.g., Braggion and Giannetti, 
2019), we observe a negative trend in the number of firms with listed dual-class structures from 
the 1990s forward (c.f., Figure 2). There can also be companies that have a dual-class structure 
where one of the classes is non-listed (typically the voting class). For example, Bessler and Ven-
drasco (2019) note that in 1994, Finland had 85 listed firms and 60 of them had a dual-class 
share structure. 

Table 1 shows descriptive statistics for the variables used in this study. The mean number of 

13 The Fixed-Effects Filter routine used in Pesaran and Zhou (2018) is not suitable for the model employed here as 
it does not estimate or report a common intercept for the model.
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companies over time with a dual-class premium observation is 15.2 with the minimum being 
ten and a maximum of 23. The average voting rights multiplier for the voting class shares is 
19.67 with variation from three to one hundred. On average 26.9 percent of the companies have 
given dividend privileges to the economic share class. 

Table 1. Descriptive statistics
Descriptive statistics for the cross-sectional variables are shown in Panel A and time series average for the 
equally weighted cross-sectional average across the series each day are shown in Panel B. Panel C shows the 
cross-correlation matrix for the variables. Number of companies is the mean number of companies with dual-
listed share classes during the sample period. Voting power multiplier is the number of voting rights given to the 
voting class shares divided by the number voting rights given to the economic class shares. Dividend privilege 
is an indicator variable with value one if economic class shares are given these rights, zero otherwise. Dual-
class premium is the price difference between voting and economic class shares, divided by the economic class 
shares’ price. Trading volume is the fraction of trading volume contributed to the voting class shares (0-100%). 
Bid-ask spread is the log-ratio of bid-ask spreads for voting and economic class shares. Modified Amihud is the 
simple difference between the modified Amihud (Kang and Zheng, 2014) measure of illiquidity for voting and 
economic class shares.

VARIABLE MEAN MIN MAX SD
JARQUE-

BERA
(P-VALUE)

1ST ORDER 
AC

Panel A: Cross-sectional statistics

Voting rights multiplier 19.673 3 100 20.714 n/a n/a

Dividend privilege 0.269 0 1 0.448 n/a n/a

Panel B: Time-series properties of the equally-weighted cross-sectional average

Number of companies  15.218 10 23 3.727 n/a n/a

Dual-class premium 0.307 -0.009 1.691 0.410 <0.001 0.997

Trading volume 0.246 0.024 0.619 0.151 <0.001 0.996

Bid-ask spread 0.853 -0.798 2.629 0.646 <0.001 0.877

Modified Amihud 0.289 -3.132 4.455 1.586 <0.001 0.996

Panel C: Cross-correlation matrix

Dual-class premium 1

Bid-ask spread -0.1131 1

Trading volume 0.1078 -0.4858 1

Modi_ed Amihud -0.2710 0.1434 -0.1708 1

Voting rights multiplier 0.1528 0.0126 -0.0302 -0.2119 1

Dividend privilege 0.0890 -0.1245 0.2098 -0.3646 -0.0078 1

Figure 3 shows the daily time-series evolution of the equally-weighted average as well as 
cross-sectional dispersion of the price difference series for companies with dual-listed voting 
and economic class shares during the sample period. One can easily see that the price differ-
ence has clearly two different regimes – the period before and after 1993. Before 1993, the price 
difference is clearly higher and the cross-sectional dispersion high. From 1993 onwards, the av-
erage price difference is clearly lower and more stable with some short-lived increases. For ex-
ample, the year 2008 brought an increase in the price difference which cannot be contributed 
just to a few individual companies. The situation stabilized after 2009 and the price difference 
has slowly decreased.
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Figure 3. Equally weighted cross-sectional average and standard deviation (dispersion) of the dual class pre-
miums, percent of the preference share price 1982–April 2018. If no trades on either of share classes, bid offers 
are used to impute the price matrix if available for both. If not, the previous premium is used.

Panel B in Table 1 shows the descriptive statistics for the cross-sectional average for the compa-
nies’ dual-class premium time series. The results show a mean premium of 30.7 percent (stand-
ard deviation of 41.0 percent) when calculated over the price of the economic shares, and a 26.6 
percent premium when calculated over the average price of both series. The maximum value 
was 169 percent in 1988 and the minimum minus 0.8 percent in 1997. At the company level, 
the highest premium of 793 percent took place in August 1990, when WSOY A shares traded at 
FIM 2500 whereas B shares traded at FIM 280. The corresponding lowest premium took place 
in December 1989 when Suomen Trikoo’s A series traded at FIM 19 against B series FIM 28. The 
average also shows strong autocorrelation (0.997). At the individual level, the autocorrelation 
is not as strong with an average of 0.904.

Panel C in Table 1 shows the cross-correlation matrix for the variables. In general, the vari-
ables do not show major correlations although, as expected, the liquidity variables show some 
evidence of correlation. The highest coefficient of correlation is between the trading volume 
and bid-ask spread variables. 

 
 
Figure 3. Equally weighted cross-sectional average and standard deviation (dispersion) of the 
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Figure 4 shows the development of our three measures of liquidity (cross-sectional aver-
age). Table 1 shows the descriptive statistics for all three series. In Figure 4a we can see that 
the bid-ask spread of the voting class shares is typically higher than that of the economic class 
shares. On average, the log difference is 85.3 percent with a minimum value of -79.8% and a 
maximum value of 262.9%. We can also see that the difference is highly time-varying. Interest-
ingly, the relative difference in spreads remained quite stable until the early-1990s, after which 
the difference started to grow; the bid-ask spread for voting class shares became higher in-
creasing their illiquidity. This implies that investors increased their liquidity premium for the 
required rate for the voting shares vis-à-vis economic shares, thus implying a lower valuation 
and dual-class premium. 

Figure 4. Equally weighted cross-sectional average of the log-ratio of bid-ask spreads for voting and economic 
class shares (Fig 4a), voting class shares’ proportion of combined trading volume (Fig 4b) and the simple diffe-
rence between modified Amihud measures (Kang and Zhang, 2014) for voting and economic class shares (Fig 
4c), all from January 1982 to April 2018.

Figure 4b shows the cross-sectional average of the share of trading volume attributable to the 
voting class shares out of the total trading volume for both classes. On average, the voting class 
shares’ trading volumes account for 24.6 percent of the trading with a minimum of 2.4% and a 
maximum of 61.9%. Interestingly, on average, approximately half of the trading took place on 
the voting class shares until the early 1990s, after which the trading moved more and more to-
wards the economic class shares. Of course, the division of trading between the classes reflects 

 
 
Figure 4. Equally weighted cross-sectional average of the log-ratio of bid-ask spreads for 
voting and economic class shares (Fig 4a), voting class shares’ proportion of combined trading 
volume (Fig 4b) and the simple difference between modified Amihud measures (Kang and 
Zhang, 2014) for voting and economic class shares (Fig 4c), all from January 1982 to April 
2018. 
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the number of shares issued to begin with in both classes, but the shift is still highly visible and 
interesting as such. As this variable measures relative liquidity, an increase in its value implies 
a higher valuation for the voting class shares and thus a higher dual-class premium. Since the 
share of trading taking place on voting class shares has been declining, one expects the pre-
mium to be lower towards the end of the sample period, ceteris paribus. 

Figure 4c shows the cross-sectional average of the difference between the modified Ami-
hud (2002) measure for voting and economic class shares. Since it is a measure of illiquidity, 
a positive difference indicates that voting class shares are more illiquid, and a negative value 
the opposite. Somewhat surprisingly, the difference is negative, on average, almost until 2004, 
after which the voting shares became are clearly found to be more illiquid with this measure. 
The time-series average for the difference in the modified Amihud measure is 0.289 with a min-
imum value of -3.132 and a maximum of 4.455.

The results for liquidity warrant a closer look, especially with regards to the situation be-
fore 1993. Similar to Schultz and Shive (2010), our expectation is that voting class shares are 
typically less liquid – they are usually held for longer periods by long-term (controlling) inves-
tors and for many markets, there are often fewer voting class shares issued to begin with. How-
ever, contrary to our expectations, liquidity is rather evenly divided between the classes before 
1993. Bid-ask spreads are also quite similar. Voting class shares have actually lower values for 
modified Amihud measure indicating higher liquidity. To study whether this can be attributed 
to the uneven distribution of the equity capital between the classes, we collected information 
on companies’ equity capital. 

In our sample, there are 32 companies listed before 1993. For these companies, the voting 
class shares represented, on average, 58.4 percent of the equity capital in 1992 (or earlier if 
there were delisted by then). Usually, the capital is quite evenly divided between the classes, 
but there are eight companies for which voting class shares represent more than 70% of the to-
tal equity. If we also take into account that the liquidity for each class could have been divided 
between restricted and unrestricted shares, if listed separately, and compare the same ratio 
for those companies with and without adjustment for this, we can see that the ratio is 53.1% 
without the adjustment and 59.8% with the adjustment.14 As such, voting class shares’ surpris-
ingly high liquidity in Finland before 1993 can be explained by the fact that Finnish companies 
issued a relatively small proportion of economic class shares and, if unrestricted shares were 
listed separately, a larger fraction of them were voting class shares. 

4.2 Regression results from the simplified model
We begin our panel regression analysis by analyzing the relationship between the dual-class 
premium and our three candidate explanatory variables for liquidity sequentially (Models Ia–
Ic). Since none of the explanatory variables is time-invariant, we include a company-specific 
constant into our pooled regression model to control for the company-specific effects. In ad-
dition, as the earlier results clearly indicated that there are two regimes, we decided to control 
also for the period before and after 1993. Table 2 shows the results. Since the daily premium 
series show strong autocorrelation we have also decided to take into account autocorrelation 

14 The adjusted ratio takes into account only restricted shares as they were in most cases selected for our sample 
if unrestricted shares were listed separately. As an example, assume that company has voting A and economic B 
shares which represent book equities of 60 and 40, respectively. For B shares, there are restricted and unrestricted 
subclasses both of which are traded in the stock exchange. Restricted A and B class shares account for 80% and 
70% of the A and B shares, respectively. Now, unadjusted ratio is 60/(60+40)=60% and the adjusted ratio is (60× 
80%)/(60×80%+40×70%)=68.18%.
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and heteroscedasticity using the Newey-West heteroskedasticity and autocorrelation consist-
ent (HAC) covariance matrix. As a result, the reported parameter estimates are not affected, but 
the standard errors are typically, but not always, higher. 

Table 2. Panel regression results for the liquidity measures
Relative voting class shares’ price premium is regressed against a number of explanatory variables. Variables are 
explained in Table 1, expected sign in parenthesis. Unbalanced panel data for 52 companies is used with daily data 
from 1982 to April 2018 (9,072 days). Parameter values from pooled linear regression are reported together with 
the robust heteroscedasticity and autocorrelation consistent Newey-West (1987) standard errors in parenthesis. 
Company specific effects and the period before 1993 are controlled for in all Models. ***, **, and * indicate that the 
parameter estimate is significantly different from zero at the 1%, 5% and 10% level, respectively. 

VARIABLE  
(EXPECTED SIGN) MODEL IA MODEL IB MODEL IC MODEL ID

Constant (+) 0.047*** -0.046*** -0.006 -0.031***

(0.007) (0.011) (0.008) (0.012)

Bid/ask spread (-) -0.068*** -0.053***

(0.003) (0.003)

Trading volume (+) 0.430*** 0.438***

(0.021) (0.025)

Modified Amihud (-) -0.014*** -0.012***

(0.002) (0.002)

N 131,359 137,868 129,630 123,279

Adj. R2 0.411 0.414 0.401 0.422

The results show that all liquidity variables have a significant relationship to the dual-class 
premium. Consistent with our expectation, higher values of the bid/ask spread and modified 
Amihud variables lead to lower dual-class premium (Models Ia and Ic), i.e., both measures are 
negatively associated with the dual-class premium. Thus, the higher illiquidity of voting class 
shares leads to a disproportionally higher required rate of return, and thus lower relative val-
uation and smaller premium. The results also support the hypothesis that if the share of total 
trading volume attributable to the voting class shares increases, the premium becomes higher 
(Model Ib). All parameter coefficients are highly significant. Finally, we combine all liquidity 
variables together and estimate the model again. The results (Model Id) show that all three var-
iables are still statistically significant, and their signs remain consistent with the expectations. 

In the next step, we test a model where we use two (almost fully) time-invariant compa-
ny-specific variables to explain the premium. Our first variable measures the difference in vot-
ing rights between the classes (Model IIa) and the second is an indicator variable for compa-
nies who have granted a dividend privilege to their economic class shares over the voting class 
shares (Model IIb). We also control for the regime before and after 1993. Due to time-invariant 
variables, we no longer have a company-specific coefficients in the model. The results from 
pooled regression models are reported in Table 3. 



NJB Vol. 71 , No. 1 (Spring 2022) John Paul Broussard and Mika Vaihekoski

44

Table 3. Panel regression results
Relative voting class shares’ price premium is regressed against a number of explanatory variables. Variables 
are explained in Table 1. Unbalanced panel data for 52 companies is used with daily data from 1982 to April 
2018 (9,072 days). Parameter values from pooled linear regression are reported together with the robust he-
teroscedasticity and autocorrelation consistent Newey-West (1987) standard errors in parenthesis. Period before 
1993 is controlled for in all models. ***, **, and * indicate that the parameter estimate is significantly different 
from zero at the 1%, 5% and 10% level, respectively. 

VARIABLE (EXPECTED SIGN) MODEL IIA MODEL IIB MODEL IIC MODEL IID

Constant (+) 0.012** 0.073*** 0.016** 0.145***

(0.006) (0.003) (0.007) (0.012)

Voting rights (+) 0.004*** 0.004*** 0.001***

(0.000) (0.000) (0.000)

Dividend privilege (-) -0.016 -0.014 -0.026***

(0.010) (0.010) (0.012)

Bid/ask spread (-) 0.014***

(0.003)

Trading volume (+) -0.482***

(0.026)

Modified Amihud (-) -0.032***

(0.002)

N 137,880 137,880 137,880 123,279

Adj. R2 0.334 0.328 0.334 0.376

The results show that the dual-class premium is positively related to voting rights (0.004, 
t-value of 9.04) and negatively, although not significantly to dividend privileges (-0.016, t-value 
of -1.55). Both results are consistent with the expectations. The result holds even if we have both 
of them as regressors in the model (Model IIc). Next, we add the three measures for liquidity 
to the model (Model IId). Now even the dividend privileges variable becomes statistically sig-
nificant (-0.026, t-value of -2.11). However, the signs for the coefficients for the bid-ask spread, 
and for the trading volume variables, flip and as such, they are no longer consistent with the 
expectation. The coefficient for the modified Amihud is in line with expectation. This result is 
likely to be due to the cross-correlation between the liquidity measures. Specifically, the bid-
ask spread and trading volume variables were found to be highly correlated. Hence, for the 
remainder of the paper, we utilize the modified Amihud variable as our measure of liquidity. 

4.3 Regression results from the full model
To test for the structural changes in the dual-class premium, i.e. our fourth, fifth and sixth hy-
pothesis, we estimate the full model with dummies for periods after 1989 (for the introduction 
of the Securities Market Act), 1993 (foreign ownership freed), and 2005 (the IFRS requirement 
introduced). The results are reported as Model IIIa in Table 4. 
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Table 4. Panel regression results, full model
Relative voting class shares’ price premium is regressed against the main explanatory variables. Variables are 
explained in Table 1. Unbalanced panel data for 52 companies is used with daily data from 1982 to April 2018 
(9,072 days). Model IIIa uses the original data. Model IIIb is similar to IIIa, but now data for the periods after 
locked-up premium have been removed from the sample. Model IIIc is similar to IIIa, but monthly data is used. 
Models IIId is estimated using a subsample after 1993. Parameter values from pooled linear regression are 
reported together with the robust heteroscedasticity and autocorrelation consistent Newey-West (1987) standard 
errors in parenthesis. ***, **, and * indicate that the parameter estimate is significantly different from zero at the 
1%, 5% and 10% level, respectively.

VARIABLE 
(EXPECTED SIGN) MODEL IIIA MODEL IIIB MODEL IIIC MODEL IIID

Constant (+) 0.726*** 0.723*** 0.731*** 0.053***

(0.020) (0.020) (0.062) (0.006)

Voting rights (+) 0.003*** 0.003*** 0.003*** 0.002***

(0.000) (0.000) (0.001) (0.000)

Dividend privilege (-) -0.080*** -0.083*** -0.079*** -0.014***

(0.013) (0.014) (0.041) (0.004)

Modified Amihud (-) -0.038*** -0.039*** -0.040*** -0.007***

(0.002) (0.002) (0.006) (0.001)

Post 1989 (-) 0.254*** 0.259*** 0.242***

(SMA legislation) (0.027) (0.027) (0.082)

Post 1993 (-) -0.964*** -0.965*** -0.955***

(Foreign ownership) (0.022) (0.022) (0.066)

Post 2005 (-) 0.126*** 0.127*** 0.132***

(IFRS) (0.006) (0.006) (0.016)

N 129,630 127,680 6,244 82,019

Adj. R2 0.360 0.360 0.358 0.024

The results are at odds with our fourth and sixth hypotheses. Namely, the premium has in-
creased on average after 1989 and 2005. These results are significant and contrary to our expec-
tation that the Securities Market Act and the IFRS requirement would reduce the premium. To 
analyze this in more detail, we re-estimate the model while controlling for year-specific effects. 
The results reveal interesting insight into how the premium began to decrease after 1989, more 
so especially in 1993 (see Figure 5). In particular, the graph raises the question of why was the 
premium especially high in 1986-1991. Comparing the period with that in Figure 3, one can see 
that at the same time there was record cross-section dispersion between the companies in their 
dual-class premia. Hence, it is evident that the premium is driven by a handful of companies. 
Therefore, one has to be careful before making any generalizations, but based on the historical 
analysis of the time period, we argue that the high premium at the end of the 1980s reflects two 
(or even three) main banking groups’ fight for control in the Finnish economy.15 Namely, at the 
time, Finland’s financial system had a main-bank structure and as such, the biggest companies 
were typically considered to belong to one of the bank’s spheres of influence, at times through 
the bank’s partial equity stake in the company. As the liberalization of the financial markets 
began in the early 1980s, the market for corporate control also started to take shape in Finland 
increasing the value of the voting (control) premium. 

15 Hyytinen et al. (2003) provide a detailed review of the historical development taking place in Finland. Wahlroos 
(2021) provides an eloquent first-hand view on the development during that time.
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Figure 5. Fixed year effect from Model IVa. Values significantly different from the effect for the year 1982 are with 
a darker shade.

The results in Table 4 give strong support for the fifth hypothesis, i.e. abolishment of the restric-
tions on foreign ownership decreases the premium. In fact, the results reveal a clear structural 
shift in the market dynamics. As the trading began to move more and more into the economic 
class shares (c.f. Figure 4b) increasing its liquidity, the net dual class premium collapsed. The 
same phenomenon took also place in Sweden (c.f., Holmén, 2011).16

Next, we re-estimate the model by taking into account locked premia in the sample. 
Namely, the sample includes companies where the two share classes have been unified or 
where the company has become delisted. In unification, voting class shares are converted into 
economic shares or the other way around. In our sample, we can find eighteen companies 
for which this has happened (c.f., Maury and Pajuste, 2011, who find six such unifications in 
Finland during 1996–2002). In all cases, the conversion ratio has been announced before the 
actual consolidation and eventual delisting of the consolidated share class.17 Similarly, when a 
company is delisted, we often face a situation where the voting class premium is locked prior to 
the delisting. A typical situation is a merger, where the buyer pays the shareholders of the tar-
get company either with cash or with its own shares, locking the premium paid on the voting 
class. In our sample, there are thirteen cases like this and, in almost all cases, a premium is paid 
on the voting shares. There is also one company where the owners of the target company were 
offered voting and economic shares in the buyer company. In this case, the premium – after the 
merger has been announced to the public – reflects the conversion ratio, and the prevailing 
dual-class premium of the target company. In all of these cases, the dual-class premium has 

16 Holmén (2011) finds the premium to be higher also in Sweden before 1993. He finds the mean premium to be 
10.7 percent (11.3 % when calculated over the price of economic shares) during the 1985-1992 period and 4.1 (4.2 %) 
percent during the 1993–2000 period. The seemingly large difference between the average premium in Sweden 
and Finland can be attributed, at least to some degree, to differences in legislation, e.g., with respect to allowable 
premium paid to voting class shares in a takeover (see Ilmonen, 2016, for more information on the differences).
17 The consolidation decisions are made after the fact – there were no companies with pre-set sunset provisions 
for the unification.
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been locked-in after the information became public. Naturally, the observed premium on the 
market is not always strictly locked-in – the merger plan could be cancelled or the board’s sug-
gestion for the series consolidation could backfire. The observed prices vary within their bid-
ask bounds creating small variation in the premium indicating that the observed dual-class 
premium is no longer determined by the market. 

To take into account the locked-in periods, we go through the announcements made by 
the companies to find the earliest date where the lock-in was made publicly. Due to our long 
sample span, there is no known repository of announcements that covers the whole sample. 
Thus one has to painstakingly hand-collect them from various sources. Ultimately, we could 
find announcement dates for 26 cases. After this, we re-run the panel estimations with the data 
for lock-in period removed. 

The results are reported in Table 4 as Model IIIb. For this analysis, we lose 2022 observations 
(1.6 percent of all) which is a quite small fraction of the observations. Therefore, it comes as no 
surprise that the results are almost identical to the ones before for Model IIIa. Although the 
locked up premiums can potentially bias the results, the effect seems to be minor since the 
period for which the lock-up took place is typically relatively short. 

One can also raise the issue of whether our results are driven by the fact that we are using 
daily data. We acknowledge that daily data may include noise outside our control. Thus, we 
re-estimate Model IIIa using monthly data. We use month-end values for all variables. The re-
sults are reported as Model IIIc in Table 4. It is immediately clear that the results do not differ 
much from those estimated with the daily data. The number of observations is 6,244 and the 
adjusted R-square is 0.358. The biggest difference is that the dividend privilege indicator is 
significant only at the 5.5 percent level (-0.079, t-value of -1.91). Overall, although the results 
with the monthly data differ slightly from those with the daily data, we argue that it is due to 
fewer observations in the monthly analysis.18

Finally, we want to study whether the main results change if we estimate the model using 
only data after 1993 as the descriptive statistics show that there was a clear structural shift in 
the dual-class premium. The results are reported as Model IIId in Table 4. Again, the results are 
consistent with the earlier ones. There are a few differences, though. The main difference is that 
the average premium is clearly lower (5.3%) than for the full sample as suggested in Figure 3. In 
addition, we can observe that the value of voting rights, as well as dividend privilege, are lower 
than before. 

4.4 Additional analysis and robustness checks
To calculate the time-series average value (premium) for one additional voting right, we esti-
mate Model IIIa while controlling for annual effects. The results (not reported) show that the 
average voting premium of 31.7 percent is increased by 0.52 percent for every voting right (in-
dicating that 20 voting rights add premium by 10.4 percentage points). On the other hand, if 
the economic class shares have dividend privileges, it decreases the premium by 8.3 percentage 
points. Both results can be considered economically meaningful.

We also conduct additional tests to check the robustness of our results. First, we re-run 
Model IIIa with daily data based purely on observed closing prices. This naturally decreases the 
number of usable observations (here from 129,630 to 90,262). The results (not reported) are in 
line with previous results with the exception that the dividend privileges dummy is statistically 

18 We also test the model using modified Amihud measure and trading volume variables calculated using the 
trading days within the month in question. The results do not differ materially.
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significant only at the ten percent level (p-value of 5.44%). 
Second, we estimate a dynamic version of the panel model. In practice, we estimate our 

model IIIa with the lagged dependent variable RPDit-1 among the regressors reflecting serial 
correlation in the premium. The results (not reported) show expectedly that the lagged pre-
mium is highly significant. The voting rights are still found positively related to the premium, 
and the dividend privilege negatively, although the latter relationship is significant only at the 
ten percent level (p-value of 6.90%). 

5 Summary and conclusions
We analyze dual-class share prices in a low-liquidity market environment using daily and 
monthly data from Finland over a long horizon from January 1982 to April 2018. Finnish pub-
licly listed companies proved to be excellent cases for the analysis providing a rich variation 
in all variables considered. Our country-specific analysis with a smaller sample size also high-
lights the fact that one has to be extremely careful in collecting data on corporate policies, as 
parts of the data have to be hand-collected from various, often historical, archives. 

The results show that the dual-class premium varies across time and cross-section. We 
found support for the two main components of the dual-class premium, namely the voting 
premium and the cash-flow premium. The dual-class premium – the price difference between 
voting and economic class shares – is positively related to the voting rights difference between 
the voting class and economic class shares. On the other hand, the premium is negatively re-
lated to the dividend privileges given to the economic class shares. 

Our third hypothesis argued that the time-series variation of the premium is related to 
the differences in the series’ liquidity. More specifically, higher liquidity for voting class shares 
vis-a-vis economic shares should lead to a lower (relative) liquidity premium driving the price 
difference higher. Similar to earlier studies, our results show clear support for the liquidity ex-
planation with the modified Amihud measure. This result has a clear implication for practice: 
Using the dual-class premium as a proxy for the value of voting rights is biased – one has to take 
into account differences in liquidity and dividend rights.

Interestingly, we also found a strong overall shift in the trading volumes from voting shares 
to economic shares that began in the early 1990s, around the same time as the foreign own-
ership restrictions were abolished. This clearly contributed to the decrease in the dual class 
premia. It remains to be seen if this rather novel finding can be generalized and found in other 
countries, where similar development has taken place or is about to take place. As such, the ob-
served pattern is important information for portfolio managers as well as for different trading 
strategies (e.g., pairs trading), among others.

Finally, we also studied the connection between the dual-class premium and changes in 
both legal and institutional structures. We found a clear reduction in the premium after the 
remaining restrictions on foreign ownership were lifted from the beginning of 1993. On the 
other hand, we did not find evidence that the Securities Market Act or the IFRS adoption, both 
of which made the extraction of private benefits from controlling ownership harder, decreased 
the premium. On the contrary, the dual-class premium remained surprisingly high for several 
years especially after the Act became effective. We argue that this reflects the prevailing birth 
of the market for corporate control in the late 1980s/early 1990s and Finland’s largest banking 
groups’ well-known fight for enlarging their economic sphere at the time. 

As an extension of this study, it would also be interesting to study the company-specific 
drivers of the different parts of the dual-class premium as well as differences in trading vol-
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umes using more detailed information. However, these analyses would require a larger sample 
to get meaningful results. 
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1. Introduction
This study investigates whether the use of external investment property appraisers or Big 4 
auditors by real estate companies reduces information asymmetry across market participants 
when financial statements are made under IAS 40 (International Accounting Standards, Invest-
ment Property). The literature has addressed two high-level specialists, asset appraisers and 
Big 4 auditors, in a different way. While previous studies have examined the effect of the audi-
tor on information asymmetry (e.g., Hakim & Omri, 2010; Lawrence, Minutti-Meza, & Zhang, 
2011), the role of the external appraisal has been largely neglected in the literature. 

The implementation of IAS 40 offers an interesting opportunity to examine whether the 
adoption of the fair value method potentially affects the quality of financial reporting and 
information asymmetries. This study focuses on the real estate industry and uses the annual 
reports of publicly traded real estate companies in the European Union over the period from 
2007 to 2016. 

In recent decades, one of the most investigated topics in accounting research has been in-
formation asymmetries and the consequences of these asymmetries for investors and other 
stakeholders of the firm. Financial reporting is important for the functioning of an efficient 
capital market, and interested parties obtain information via financial reports (e.g., financial 
statements, management reports, and reports of audit committees) in addition to other infor-
mation sources and disclosure such as voluntary management forecasts, press releases, and 
analysts’ forecasts. Hence, investors may use both regulated and unregulated information to 
support their decision-making.

Accounting information has two significant roles in the economy. First, it allows capital 
providers (shareholders and creditors) to evaluate the prospects of the firm. Second, account-
ing information allows capital providers to monitor the use of their committed capital (Beyer, 
Cohen, Lys, & Walther, 2010). Theoretical accounting research (e.g., DeAngelo, 1981) shows 
that quality differences should occur across different types of external monitors. The study 
of Dietrich, Harris, and Muller (2000) finds support for this theory within the UK investment 
property sector. They document that external property appraisals are less biased and produce 
more accurate estimates for market prices than internal appraisals. The need for accounting 
information produced by outsiders (“third parties”) occurs because managers typically have 
more exact information about the expected financial status of the company. This information 
asymmetry may cause the outside stakeholders to make wrong financial decisions because in-
siders may have their own incentives (Beyer et al., 2010). 

The European Parliament and the Council required public companies to apply the Inter-
national Financial Reporting Standards (IFRS) from the fiscal year 2005 onwards. The interna-
tional accounting standard (IAS) 40 permits companies to use two alternative ways to valuate 
investment properties: cost and revaluation. However, IAS 40 requires companies using the 
cost model to disclose the fair value of investment property in the notes (Muller, Riedl, & Sell-
horn, 2011). Since the beginning of 2013, real estate companies have followed the IFRS 13 (Fair 
Value Measurement) standard, which provides a framework for measuring fair value and re-
porting on fair value measurement (IASB, 2018).

The mandatory adoption of the IFRS is relevant for both investors and managers. There 
are relatively few studies on the interactions of management with company specialists such 
as appraisers and auditors (Messier, 2018) who can play a considerable role in a process of 
producing financial statements. Especially in real estate companies, where the valuation of in-
vestment properties is marked by so many uncertain factors, the type of specialist employed by 
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companies is important. This study adds to the debate on fair value accounting by document-
ing that the choice of high-level specialists (appraisers or auditors) can reduce information 
asymmetry differences across companies.

This paper investigates whether the level of information asymmetry is related to the type of 
appraisal of investment properties, or the auditing firms involved. The information asymmetry 
measures used in the empirical analysis are the firm’s stock price bid-ask spread and the stand-
ard deviation of analyst recommendations.

The empirical tests provide evidence that information asymmetry is affected by the choice 
of the form of investment property appraisal. The use of internal appraisals increases infor-
mation asymmetries. The difference is most clearly seen in comparison to firms that use large, 
well-known external appraisers. Also, the adoption of a Big 4 auditor is documented to de-
crease information asymmetries in the real estate industry.

The main contribution of this paper is to establish that appraisals of investment property 
conducted either by large, well-known or other external appraisal firms have a similar effect in 
terms of reducing information asymmetry, but the effect is stronger in the case of more well-
known appraisal firms. The empirical findings contribute to the debate over the recognition of 
fair value estimates for investment properties by demonstrating that monitoring by external 
experts such as appraisers and auditors can decrease information asymmetries. 

The remainder of the paper is organized as follows. Section 2 discusses the prior literature 
and presents the hypotheses. Section 3 introduces the methodology used to measure infor-
mation asymmetry and describes the data used in the study. Section 4 presents the empirical 
results and Section 5 concludes.

2. Prior literature and hypotheses
Information asymmetry among corporate stakeholders appears when some of them have pri-
vate information about the firm’s value and business predictions while other less-informed 
stakeholders depend only on public information. Healy, Hutton, and Palepu (1999) find that 
there is a negative connection between disclosure quality and the bid-ask-based measure-
ment of information asymmetry (normally calculated as the average amounts over the fourth 
months after the end of the fiscal year). In other words, the quality of a firm’s disclosure is re-
lated to the average level of information asymmetry among equity investors (e.g., Daske, 2006; 
Li, 2010; He, Lepone, & Leung, 2013). This asymmetry leads to an imbalance of knowledge in 
transactions, which can sometimes cause a significant distraction in the market. Almost all 
transactions have at least some amount of information asymmetry. 

Lang and Lundholm (1993) document that companies that produce financial reporting 
on the basis of quality information have more accurate earnings forecasts, a larger group of 
analysts following them, and less deviation between the analysts’ forecasts. This suggests that 
a more informative reporting policy reduces information asymmetry. Lang and Lundholm 
(1993) also show that the issue of information asymmetry can differ for investors and man-
agers. Managers having access to performance information can foster even greater informa-
tion asymmetry. For example, Francis and Wang (2008) and Roychowdhury, Shroff, and Verdi 
(2019) suggest that a high-quality reporting policy reduces information asymmetry between 
the firm’s various stakeholders. Glosten and Milgrom (1985) develop a model to establish that 
information asymmetry within a firm increases when the amount and quality of financial re-
porting decrease.

Brown and Hillegeist (2007) offer two main reasons for the negative association between 
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information asymmetry and financial reporting quality: Although information asymmetry is 
positively associated with the absolute amount of trading by uninformed and informed trad-
ers, it is negatively associated with the relative amount of informed trading and is negatively 
associated with the frequency with which informed investors discover and trade on private 
information. Byard and Shaw (2003) conclude that analysts use publicly available financial 
data more than they rely on liaisons with the management of their client companies. Property 
valuations with sensitivity analyses, for instance, are more valuable when analysts produce the 
relevant forecasts (Laakso, 2017).

Kim and Verrecchia (1994) document that bid-ask spreads may increase around earnings 
announcements when information asymmetry between informed and less-informed mar-
ket-makers increases. Some market-makers try to protect themselves by manipulating quoted 
bid and ask prices and the quoted depths associated with those prices in the presence of a great 
deal of noisy information. Kim and Verrecchia (1994) highlight that a contrast between earn-
ings announcements and management earnings forecasts versus analyst earnings forecasts is 
temporary. According to their findings, all three information release types lead to a reduction 
in information asymmetry after the short-window announcement period.

Amiram, Owens, and Rozenbaum (2016) report that an analyst forecast is an information 
release by a well-informed producer who processes public and private information. Overall, 
financial analysts are often considered to proxy for well-informed stakeholders in the capi-
tal markets (e.g., Allee, Bhattacharya, Black, & Christensen, 2007; Ramnath, Rock, & Shane, 
2008). In other words, information from analyst forecasts—unlike information from earnings 
announcements and management forecasts—will be new only to unsophisticated investors 
(Amiram et al., 2016). While both earnings announcements and management forecasts in-
crease information asymmetry within the announcement, analyst forecasts have the oppo-
site effect. Nevertheless, only a very small proportion of investors consider that information 
useful (Brown, Call, Clement, & Sharp, 2015). Kadan, Michaely, and Moulton (2014) report ev-
idence suggesting that sophisticated investors may get information from analysts before an 
announcement because institutions trade before analyst information is released, while unso-
phisticated investors mostly trade after such releases.

The earnings forecasts of analysts are more precise than time-series models of earnings 
because analysts are able to monitor companies and economic news affecting their forecasts 
more intensively than is possible with time-series models (e.g., Fried & Givoly, 1982). Moreover, 
analysts’ earnings forecasts and recommendations affect stock prices (e.g., Francis & Soffer, 
1997). Early studies on bias indicated that analysts’ earnings forecasts tended to be optimistic 
and that their recommendations too often favored buys (Brown, Foster, & Noreen, 1985), albeit 
recent research shows a change in that level of optimism of analysts’ earnings forecasts (e.g., 
Matsumoto, 2000).

Hodgdon, Tondkar, Harless, and Adhikari (2008) suggest that the adoption of the IFRS 
reduces information asymmetry and makes it easier for analysts to produce more precise fore-
casts. In the European context, Jiao, Koning, Mertens, and Roosenboom (2012) argue that  fore-
casts have become more precise since the adoption of the IFRS. At the same time, the dispersion 
of forecasts seems to decrease.

Financial reporting made under the IFRS standards and strict regulation is more informa-
tive and reduces information asymmetry (Healy & Palepu, 2001; Houqe, 2018). Conaway, Liang, 
& Riedl (2018) study the likelihood of US adoption of fair value reporting for investment prop-
erties and find a significantly positive market reaction to fair value reporting. The standard 
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provides a hierarchy of methods for arriving at the fair value: Level 1; unadjusted quoted prices 
for identical assets and liabilities in active markets (preferable), Level 2; other observable in-
puts for the asset or liability such as quoted prices in active markets for similar assets or liabili-
ties or quoted prices for identical assets or liabilities in markets which are not active, and Level 
3; unobservable inputs to the asset or liability (IASB, 2018). 

The study of Muller & Riedl (2002) indicates that in the UK the use of external appraisals in 
the valuation of investment properties affects the level of information asymmetry. On the other 
hand, they did not find a significant connection between information asymmetry and Big 6 
auditors. Overall, earlier studies offer somewhat contradictory results on the relation between 
information asymmetry and auditing by the Big 4 audit firms. Hakim et al. (2010), for instance, 
argue that the bid-ask spread is lower for companies audited by the Big 4. Lawrence et al. (2011) 
suggest that differences in proxies between Big 4 and non-Big 4 auditors largely reflect client 
characteristics such as the size of a company. This last study suggests that propensity score 
matching (PSM) on client characteristics eliminates the Big 4 effect. A recent study by DeFond, 
Erkens, and Zhang (2016) suggests that this result may be affected by PSM’s sensitivity to its 
design choices and by the validity of the audit quality measures. The study concludes that it is 
too early to suggest that PSM eliminates the Big 4 effect.

Almutairi, Dunn, and Skantz (2009) argued that a high-quality audit reduces information 
asymmetry and increases the amount of special information for investors. Dunn and Mayhew 
(2004), for example, find that high-quality auditing decreases information asymmetry in an 
open market situation. La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1998) found different 
legal and enforcement qualities among the countries included in their sample; in Europe, the 
UK generally has the strongest legal protection for investors, and Central European civil law 
countries the weakest, with Germany and the Scandinavian countries located in the middle.

Under IAS 40.75, firms’ annual reports must document the extent to which the fair value 
allocated to investment property is based on a valuation by a qualified independent appraiser. 
Property valuation can also be an internal process. Nellessen and Zuelch (2010), for example, 
argue that there is understandable doubt that fair values can be imprecise. They argue that the 
process of how investment property fair values are derived is unclear and the reliability of real 
estate appraisals within stakeholders is low. They show that the human nature of the appraiser, 
the process itself, the incentives of appraisers, auditors, and managers, such as litigation risk 
or conservatism, likewise the property market situation increases the likelihood of biased fair 
values (e.g., Liu & Elayan, 2015). That can be one reason why Muller et al. (2002) report that the 
use of external appraisals affects the level of information asymmetry in the UK. 

Given the background discussed above, this paper proposes the following hypotheses:

H1: External appraisal of investment properties decreases informational asymmetries in the 
real estate industry.

H2: The adoption of either a specialist external property appraisal firm or a Big 4 audit firm 
has a similar decreasing effect on information asymmetries in the real estate industry. 
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3. Methodology and data
3.1 Real estate companies and information asymmetry
The European Union has a commercial real estate market value of approximately EUR 6.5 tril-
lion (2017). The value of the listed real estate companies is estimated at EUR 350 billion (EPRA, 
2017). The number of EPRA (European Public Real Estate Association) member companies in 
Europe was 104 at the end of 2017. The main investment properties consist of office buildings, 
shopping centers, and industrial buildings. Real estate companies purchase, lease, develop, 
sell, and manage investment property to generate profit through rents or transactions.

The business of the real estate industry under IAS 40 (and IFRS 13) has some specific fea-
tures: a long-life cycle for properties, considerable uncertainty over the values of real estate 
portfolios (see Level 2 and Level 3 above), and a notable significance of the chosen valuation 
procedure to both the income statement and balance sheet.

3.2 Methodology development
The information asymmetry of accounting has been measured in several ways. It has been 
proxied by the stock price bid-ask spread, dispersion or standard deviation of analyst forecasts, 
the number of analysts monitoring companies, forecast errors, the proportion of intangible 
assets in company value, the probability of the informed trading measure  (Eastley, Hvidkjaer, 
& O’Hara, 2002), the drop in stock price at the moment of an IPO, the lack of information on 
planned changes in R&D budgets, and even a lack of liquidity. The degree of information asym-
metry is not directly observable, and therefore, empirical studies rely on proxy variables (Healy 
et al., 2001). For the same reason, it is difficult to empirically test the adequacy of the alternative 
proxies.

The stock price bid-ask spread is often used if it is available or if the trade is large enough. 
It is a popular choice among many noisy measures although it also suffers from many inter-
pretation difficulties (e.g., Callahan, Lee, & Lombardi Yohn, 1997; Heflin & Shaw, 2005). This 
study follows the studies of Muller et al. (2002) and Muller et al. (2011) when developing the 
model supplemented by control variables describing the company. A considerable volume 
of research suggests that analysts and their coverage play a significant role in regard to the 
information asymmetry within firms. Many results indicate that minor coverage by analysts 
with larger spreads and smaller trading (e.g., Amiram et al., 2016; Eleswarapu, Thompson, & 
Venkataraman, 2004) increases information asymmetry.

Liao, Kang, Morris, and Tang (2013) show that using fair value estimates for the valuation 
of net assets would increase the transparency of financial reporting and decrease information 
asymmetry among equity investors. They also argued that bid-ask spreads are the lowest for 
Level 1 (the most transparent valuation inputs) and highest for Level 3 (the least observable). 
The investment property valuations of the real estate industry are normally categorized as 
Level 2 or Level 3 valuations (PWC, 2017). 

As mentioned above, all information asymmetry measures incorporate some inaccuracy. 
Thus, this study uses two alternative measures, the firm’s percentage bid-ask spread (LNSPREA-
Dit) and the standard deviation of recommendations given by analysts (STDDEVit), as the de-
pendent variables.

This study examines if the type of the property appraiser affects the level of information 
asymmetry. The appraisal types examined are an internal appraiser (NOVALEXT), a large, well-
known external appraiser (VALEXTL), and a less well-known external appraiser (VALEXTO)—. 
In this study, VALEXTL is defined as an appraiser that has been used at the beginning of a re-
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search period three or more times per year by the real estate companies within the sample. 
Six different appraisers meet the criterion for a large, well-known appraiser: Allsop LLP, CBRE, 
DTZ (from 2015 together with Cushman & Wakefield following the merger of the two firms), 
Forum Fastighetsekonomi Ab, Jones Lang LaSalle, and Lambert Smith Hampton.1 Allsop LLP, 
Forum Fastighetsekonomi Ab, and Lambert Smith Hampton are local market-leaders and the 
others are global property consultants. The sample used in this study includes 26 firms that 
valuate investment properties and the abovementioned large appraisal firms have a market 
share of about 48 percent. The number of valuation firms that conducted only one real estate 
company valuation during the first year was 13, and seven appraisal firms valuated two real 
estate companies. Muller et al. (2002) report that market-makers perceive less information 
asymmetry across traders for companies commissioning external appraisals in the UK instead 
of conducting an internal valuation. In this study, the external valuation is differentiated from 
those conducted by the large, well-known appraisers and other appraisal firms.

The outcome can also be affected by the processes of appraisal smoothing in the private 
market. Appraisals of investment properties have to make the best estimation of value based 
on uncertain variables. This process involves an optimal combination of past and current in-
formation and could lead to appraisal smoothing and a lag in the true level of values (Baum, 
Crosby, & McAllister, 2002).

Information asymmetry is reduced when the information level increases and reliable 
information is produced (e.g., Leuz & Verrecchia, 2000). There are many studies examining 
the relationship between auditing and the quality of accounting in firms that show a linear 
relationship between the increase in the quality of disclosed information and the decrease in 
information asymmetry (e.g. Krishnan & Visvanathan, 2008). 

However, Muller et al. (2002) did not find a significant connection between information 
asymmetry and the use of a Big 6 auditor. Overall, prior studies have documented contradic-
tory findings on the relation between information asymmetry and Big 4 auditing (e.g. Lang & 
Lundholm, 1996). In this study, a BIG4 dummy variable is included in models as an independ-
ent variable. Both asset appraisers and auditors are important experts and the study will com-
pare them and their effect on information asymmetry. The logarithm of the number of analysts 
following the firms (LNANALYST) is also included as a control variable (see, e.g., Muller et al., 
2011) because despite removing the least monitored firm-years, there seems to be a connection 
between the standard deviation of recommendations given by analysts and the number of an-
alysts following the firm.

Other control variables included in the regressions are company-specific indicator varia-
bles for the United Kingdom and Central European origin (ORI1, ORI2). Companies of Scandi-
navian origin, according to the La Porta et al. (1998) classification, are in the reference group 
(Denmark, Finland, and Sweden).

Information asymmetry can be negatively related to the presence of a controlling share-
holder (e.g., Petersen & Plenborg, 2006). One controlling shareholder can attempt to advance 
their own purposes by manipulating reported performance (Hope, 2013). The dummy variable 
OSHIP is included in the regressions and is assigned a value of one if one shareholder has more 
than 50 percent of the shares. The control variables LNVOLAT (the logarithm of the standard 
1 Revenues of large valuation companies: International companies CBRE 14,2 billion $ (2017), Cushman & Wake-
field (DTZ) 6,9 billion $ (2017), Jones Lang LaSalle 6,8 billion € (2016) and local market-leaders Allsop LLP 52 
million $ (2017), Forum Fastighetsekonomi Ab 59 million SEK (2016) and Lambert Smith Hampton 113 million 
$ (2017). Especially in international companies they have also many other activities like consulting and auctions 
included in revenues.



NJB Vol. 71 , No. 1 (Spring 2022) Juha Mäki

58

deviation of daily stock returns) and LNTURN (the logarithm of the number of shares traded 
daily divided by the number of shares outstanding) are included to control for market-makers’ 
costs and risk. 

With regard to information asymmetry in the accounting context, it is also important to 
choose the right point to monitor connections. Kim et al. (1994) noted that different kinds of 
reports and forecasts can affect information asymmetry differently over a short period. Man-
agerial and annual reports for example can increase information asymmetry around the day 
they are published. Some studies have applied a four-month lag after the end of the fiscal year 
when selecting the monitoring point (e.g., Muller et al., 2011). Most of the firms in this sample 
publish their annual report in March if the fiscal year ends in December, and often offer some 
income information even sooner on their websites. Therefore, in this study, the monitoring 
point for variables LNSPREAD and STDDEV are four months after the end of the fiscal year.

It can be expected that the choice of the appraisal is an endogenous process. It is possible 
that real estate firms with better performance are more interested to choose large and well-
known property appraisers whose estimations are not resulting in over- or under-valuations. 
Firms, owners, and managers, who have an important role in choosing the appraiser, can have 
their own incentives depending, for example, on the firm’s profitability or leverage. In this 
study, it is assumed that the stakeholders make their decisions on the basis of the big picture 
in the company. In this case, the causality means the company will hire important specialists, 
such as appraisers and auditors, who best help to achieve the goals of the firm in the future.

The following regression specifications are estimated to empirically examine whether the 
use of external investment property appraisers or Big 4 auditors reduces information asym-
metries:

LNSPREADit = b0 + b1VALUERTYPEit + b2BIG4it + b3ORIXit + b4OSHIPit + b5LNVOLATit + b6LNTURNit 

+  + ε it

(1)

STDDEVit = b0 + b1LNANALYSTit + b2VALUERTYPEit + b3BIG4it + b4ORI1it + b5ORI2it + b6O-

SHIPit + b7LNVOLATit + b8LNTURNit +  + ε it

(2)
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The data used in the empirical analysis consist of publicly traded real estate companies in the 
EU countries (Table 1) and cover the period from 2007 to 2016. The sample and all companies 
in the sample conduct accounting under IAS 40 showing fair values and investment property 
had to make up more than half of the total property plant and equipment in 2007 (the first 
year studied). After omitting defective data, depending on the model, between 307 to706 firm-
years observations are used in the regressions. The continuous variables are winsorized by one 
percent. Within the regressions, both years and companies are clustered and the models have 
year fixed effects. The data are collected from Bureau van Dijk Orbis, Thomson Reuters World-
scope, and the annual reports of the real estate firms. Most of the dummy variables (NOVALEXT, 
VALEXTO, VALEXTL, BIG4, ORI1, and ORI2) are collected manually from annual reports, the own-
ership data is drawn from Orbis, and the financial ratios from Worldscope.

Table 1. Sample firms by country and year

COUNTRY 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 TOTAL

UK 16 18 18 15 15 14 14 14 13 13 150

Netherland 2 2 2 2 2 2 1 1 2 2 18

Belgium 5 5 5 5 5 5 5 4 5 5 49

France 10 13 15 14 15 12 11 11 10 10 121

Greece 2 3 3 2 2 3 3 3 1 1 23

Italy 3 3 3 3 3 3 2 3 3 1 27

Spain 2 2 2 2 2 1 2 2 2 1 18

Austria 2 2 2 2 2 2 2 2 2 2 20

Germany 14 14 14 16 14 11 9 9 8 8 117

Denmark 3 3 5 5 5 5 3 4 3 4 40

Finland 3 3 3 3 3 3 3 3 3 3 30

Sweden 10 10 10 10 10 9 9 9 8 8 93

Total 72 78 82 79 78 70 64 65 60 58 706

4. Empirical results
4.1 Descriptive statistics
Table 1 shows that the three distinctly largest countries in the data in terms of observation 
availability are the UK, Germany, and France. Three Scandinavian countries (Denmark, Sweden, 
and Finland) constitute the same size group together. 21 percent of the sample firms are from 
the United Kingdom and close to 55 percent are from Central European EU countries. It is also 
noteworthy that the number of the firms has diminished clearly through consolidations and 
bankruptcies during the sample period.

The variables used in this study are presented in Table 2. The mean of the dependent var-
iable LNSPREAD is -4,302 and the average of STDEV is 0,935 while the maximum value is 2,00.
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Table 2. Descriptive statistic

 N MEAN STD MIN QUARTILE MEDIAN QUARTILE MAX

     25 %  75 %  

LNSPREAD 706 -4,302 1,438 -7,708 -5,287 -4,320 -3,355 0,338

STDDEV 307 0,935 0,336 0 0,740 0,945 1,120 2,000

LNANALYST 307 2,106 0,583 1,099 0,693 1,609 2,398 3,296

NOVALEXT 706 0,101 0,301 0 0 0 0 1

VALEXTO 706 0,421 0,494 0 0 0 1 1

VALEXTL 706 0,478 0,500 0 0 0 1 1

BIG4 706 0,719 0,45 0 0 1 1 1

ORI1 706 0,210 0,408 0 0 0 0 1

ORI2 706 0,549 0,498 0 0 1 1 1

OSHIP 706 0,376 0,485 0 0 0 1 1

LNVOLAT 706 0,912 1,855 -3,537 -0,338 0,947 1,955 6,006

LNTURN 706 4,171 2,185 -3,507 2,940 4,487 5,816 8,050

Variables are defined in the text.

The mean of LNANALYST corresponds to 8,2 analysts and the largest number of analysts moni-
toring a firm is 27. The number of firms using an external appraiser is close to 90 percent of all 
firm-year observations in the sample and the proportion of large external appraisers is approx-
imately 48 percent. One major shareholder (OSHIP) is evident in about 38 percent of firm-year 
observations while approximately 72 percent of firms adopt a Big 4 auditors.  The control varia-
ble LNVOLAT has a mean of 0,91. The total assets of the real estate firms included in the sample 
vary from EUR 4,8 to EUR 18255,9 million, and the mean is approximately EUR 700 million.

Table 3 presents the Pearson correlations of the variables used in this research. The highest 
correlation of 0,73 is between VALEXTO and VALEXTL. Thus, models that include VALEXTO and 
VALEXTL simultaneously should be interpreted with caution.2  

2 VALEXTO and VALEXTL are simultaneosly included in Models 13 and 17. The variance inflation factors of these 
models are 3,6 and 7,3, respectively.
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4.2 Information asymmetry regressions
Tables 4 and 5 show the estimation results of regressing LNSPREAD and STDDEV on the property appraiser dummies and the control variables. The R2’s of the 17 different regressions vary from 17,5 to 45,3 
percent. In all regressions, the standard errors are clustered both by firm and year. 

LNSPREAD STDDEV LNANALYST NOVALEXT VALEXTO VALEXTL BIG4 ORI1 ORI2 OSHIP LNVOLAT LNTURN

LNSPREAD 1,00

STDDEV 0,09 1,00

LNANALYST -0,69*** 0,18*** 1,00

NOVALEXT 0,20*** 0,01 -0,27*** 1,00

VALEXTO 0,21*** -0,07 -0,03 -0,37*** 1,00

VALEXTL -0,35*** 0,06 -0,18*** -0,36*** -0,73*** 1,00

BIG4 -0,42*** 0,09 0,17*** -0,04 -0,26*** 0,28*** 1,00

ORI1 -0,01 -0,02 0,04 -0,07** -0,14*** 0,19*** -0,09*** 1,00

ORI2 0,13*** 0,14*** -0,05 -0,03 0,18*** -0,16*** -0,13*** -0,60*** 1,00

OSHIP 0,17*** -0,01 -0,23*** 0,16*** 0,04 -0,15*** -0,16*** -0,17*** 0,31*** 1,00

LNVOLAT -0,19*** -0,10* 0,02 0,05 -0,18*** 0,15*** -0,01 0,52*** -0,39*** -0,13*** 1,00

LNTURN -0,52*** -0,05 0,33*** -0,18*** -0,13*** 0,26*** 0,26*** 0,26*** -0,45*** -0,35*** 0,21*** 1,00

  

Table 3. Pearson correlations

Notes: *, **, *** denote significance of the Pearson correlations at the 0,10, 0,05 and 0,01 levels, respectively. Variables are defined in the text.

Table 4. Information asymmetry regressions when LNSPREAD is the dependent variable

LNSPREAD MODEL 1 MODEL 2 MODEL 3 MODEL 4 MODEL 5 MODEL 6 MODEL 7 MODEL 8 MODEL 9 MODEL 10 MODEL 11 MODEL 12 MODEL 13

NOVALEXT 0,401*** 0,513*** 0,289** 0,393***

(3,05) (3,90) (2,20) (2,95)

VALEXTO 0,163* 0,195** 0,183** 0,199** -0,261*

(1,84) (2,19) (2,10) (2,28) (-1,88)

VALEXTL -0,328*** -0,413*** -0,298*** -0,366*** -0,581***

(-3,73) (-4,61) (-3,47) (-4,11) (-4,12)

BIG4 -0,789*** -0,750*** -0,712*** -0,734*** -0,842*** -0,792*** -0,693*** -0,803*** -0,759*** -0,633*** -0,774*** -0,703*** -0,706***

(-7,35) (-6,82) (-6,52) (-7,04) (-8,10) (-7,60) (-6,54) (-7,73) (-7,28) (-5,95) (-7,36) (-6,64) (-6,66)

ORI1 0,613*** 0,418*** 0,554*** 0,343*** 0,648*** 0,454*** 0,502***

(4,58) (3,05) (4,12) (2,56) (4,85) (3,34) (3,66)

ORI2 -0,540*** -0,404*** -0,585*** -0,486*** -0,553*** -0,415*** -0,371***

(-5,21) (-3,83) (-5,66) (-4,62) (-5,40) (-3,97) (-3,55)

OSHIP -0,170* -0,124 -0,135 -0,152* -0,099 -0,105 -0,097 -0,055 -0,05 -0,106 -0,072 -0,068 -0,091

(-1,85) (-1,34) (-1,46) (-1,71) (-1,06) (-1,15) (-1,08) (-0,59) (-0,55) (-1,20) (-0,76) (-0,74) (-1,01)

LNVOLAT -0,105*** -0,089*** -0,085*** -0,186*** -0,163*** -0,208*** -0,159*** -0,153*** -0,185*** -0,165*** -0,147*** -0,188*** -0,195***

(-4,39) (-3,64) (-3,54) (-6,12) (-5,88) (-6,45) (-5,27) (-5,36) (-5,83) (-5,66) (-5,25) (-6,07) (-6,26)

LNTURN -0,287*** -0,288*** -0,281*** -0,308*** -0,332*** -0,334*** -0,307*** -0,335*** -0,338*** -0,301*** -0,326*** -0,329*** -0,326***

(-11,48) (-11,62) (-11,34) (-12,17) (-12,38) (-12,52) (-12,21) (-12,74) (-12,85) (-12,02) (-12,49) (-12,61) (-12,44)

Observations                  706 706 706 706 706 706 706 706 706 706 706 706 706

 R-squared 0,417 0,413 0,422 0,435 0,437 0,444 0,428 0,437 0,442 0,441 0,443 0,451 0,453

F 29,75 27,37 29,13 29,43 29,89 28,79 26,89 28,54 27,11 30,12 30,07 29,49 29,15



NJB Vol. 71 , No. 1 (Spring 2022) External Appraisal, Auditing, and Information Asymmetries in the Real Estate Industry:

63

Table 4 shows that when LNSPREAD is used as the dependent variable, the coefficient for inter-
nal valuation (NOVALEXT) is significant and positive, indicating a larger degree of information 
asymmetry. In other words, the use of external appraisals seems to decrease information asym-
metry. Model 13 shows that the impact of the external large well-known property appraiser 
is more effective to information asymmetry compared with the use of an external but not a 
large appraiser, more than double in magnitude. For example, in Model 2 VALEXTO gets a pos-
itive significant coefficient which strengthens the same conclusion when the structure of the 
control group (the portion of NOVALEXT approximately 10 % and the dominant VALEXTL 48 
% of the total) is taken into consideration. In addition, the coefficient for BIG4 is negative and 
significant at the 1 percent level and reports an even stronger decreasing effect on information 
asymmetry. The result indicates that when the firm will hire these two important experts, the 
external (and even the external large well-known property appraiser) and the Big 4 auditor, 
it leads to smaller information asymmetry in this firm. Therefore, Hypotheses 1 and 2 can be 
accepted in the case of bid-ask spreads as the dependent variable.

The coefficient estimate for the control variable OSHIP is negative and significant at the 
10 percent level in some models, indicating slightly that concentrated ownership can lead 
to lower information asymmetry. The statistically significant coefficients for the firm origin 
dummy variables indicate that firms located in the UK are associated with larger and firms 
located in central European EU countries with lower information asymmetries than the refer-
ence group. The coefficients for the control variables LNVOLAT and LNTURN are negative and 
significant at the 1 percent level. 
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Table 5. Information asymmetry regressions when STDDEV is the dependent variable

STDDEV MODEL 14 MODEL 15 MODEL 16 MODEL 17

LNANALYST 0,121*** 0,116*** 0,114*** 0,120***

(3,24) (3,18) (3,10) (3,25)

NOVALEXT -0,125

(-1,07)

VALEXTO -0,073* -0,163

(-1,89) (-1,37)

VALEXTL 0,050 -0,097

(1,25) (-0,81)

BIG4 0,217*** 0,201*** 0,205*** 0,204***

(3,84) (3,57) (3,65) (3,62)

ORI1 0,192*** 0,165*** 0,162*** 0,178***

(3,18) (2,66) (2,67) (2,99)

ORI2 0,146*** 0,126** 0,123** 0,137***

(2,88) (2,42) (2,36) (2,66)

OSHIP -0,023 -0,020 -0,009 -0,031

(-0,47) (-0,40) (-0,18) (-0,63)

LNVOLAT -0,051*** -0,051*** -0,050*** -0,053***

(-3,86) (-3,87) (-3,76) (-3,96)

LNTURN -0,115 -0,017 -0,016 -0,015

(-0,82) (-1,15) (-1,07) (-1,06)

Observations                  307 307 307 307

 R-squared 0,175 0,179 0,175 0,182

F 4,12 3,80 3,63 3,93

Notes: Coefficient estimates and standard errors for regressions are reported. The standard errors are robust 
errors clustered by year and company. The models have also year fixed effects. *, **, *** denote two-tailed sta-
tistical significance at the 0,10, 0,05 and 0,01 levels, respectively. The continuous variables are winsorized one 
percent in each tail. Variables are defined in the text.

The results reported in Table 5 indicate that the type of external appraisal does not influence 
the standard deviation of analysts’ recommendations. Only in Model 15, the estimated coeffi-
cient for VALEXTO is negative and statistically significant, suggesting that external appraisal 
may decrease information asymmetries. Surprisingly, the coefficients for LNANALYST and BIG4 
are positive and highly significant. Counterintuitively these results suggest that information 
asymmetries are more prevalent for firms that are followed by more analysts and are audited 
by the Big 4 audit firms.
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5. Conclusions
This paper examines whether the use of external investment property appraisers or the adop-
tion of Big 4 auditors reduces information asymmetry across market participants in the real 
estate industry. The data used in the empirical analysis comprises publicly traded real estate 
firms in the European Union over the period 2007–2016. The degree of information asymmetry 
is measured with the firm’s percentage bid-ask spread and the standard deviation of analyst 
recommendations.

The analysis was motivated by the need to monitor seldom-measured factors and the in-
formation asymmetry of financial reporting. The main finding of this study is that the choice 
of external valuation for investment properties may result in less information asymmetries, 
especially if the external valuation is performed by a large, well-known appraisal firm. With 
regard to the effect of involving a Big 4 auditor, the effect seems to be similar but stronger in 
magnitude.

Because systematic differences in property valuations may materialize between the differ-
ent types of appraisers, regulators could still sharpen the recording demands: for example, 
how often and what percentage of the whole investment property should be valued by an ex-
ternal appraisal. It would also be important to consider whether mandatory external property 
valuations should be requested because the difference between internal and external valua-
tions seems to trigger information asymmetries. The main conclusion of this study is consist-
ent with Ghosh, Liang and Petrova (2020), who document the importance of the availability of 
appraisal data for real estate investors in reducing information asymmetries.
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