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For a company, the move from private to public status through an initial public offering (IPO) is a 

major change. On a national level, high listing activity is a sign of a well functioning public market. 

As an active IPO market facilitates economic growth, nations have an interest in ensuring that their 

companies have unhindered access and a working entry route to the public market. 

The propensity of companies to list varies greatly between countries. Prior related IPO research 

has focused on the IPO decision at the level of an individual company. The literature discussing the 

financial development level of economies has not explicitly focused on the role of IPOs as the key 

foundation of active public markets. To specifically understand one easily measurable aspect of a 

national public market, the aggregate IPO activity, and to craft policy implications for improving 

national IPO markets, new research is needed. 

The contribution of this paper is two-fold. Firstly, a comprehensive framework is presented for 

identifying all the key factors driving national IPO activity. Secondly, the statistical phase of the 

study models the listing patterns of companies across European countries. Financial data from 

600,000 private companies from eight countries over the years 2003-2008 is used to model the 

probability to list. No prior quantitative research on the IPO decision has included private 

companies from multiple countries in a similarly extensive manner. 

The regression shows that the probability of a company to list varies greatly between countries, 

above and beyond the differences in the kind of companies basing from each country. Inter-

country differences are greatest for small companies. Distinct patterns in the characteristics of IPO 

companies are apparent between countries, yielding credence to theories of IPO clustering and 

externalities related to the costs and benefits of listing. 

The number of Finnish IPOs has been notably low between 2003 and 2008. The lack of activity in 

comparison to e.g. Sweden is most apparent in small company IPOs. Negative perceptions among 

company decision-makers on the benefits and risks of public listing and the low liquidity of the 

Finnish stock market for small companies are postulated to be likely reasons for the recent low 

listing activity in the Finnish case. 
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Yritykset listautuvat pörssiin mm. saadakseen rahoitusta toimintaansa ja likviditeettiä 

osakkeillensa. Kansallisella tasolla korkea listautumisaktiivisuus on merkki hyvin toimivasta 

pörssimarkkinasta. Koska toimiva listautumismarkkina edesauttaa talouden kasvua, valtioiden 

intressissä on varmistaa, että listautumismarkkina toimii hyvin. 

Yritysten halukkuus listautua pörssiin eroaa merkittävästi eri maiden välillä. Aikaisempi 

listautumispäätöksen tutkimus on painottunut yksittäisen yrityksen tasolle. Akateeminen 

kirjallisuus pörssimarkkinan toimivuuden merkityksestä kansallistalouksille ei ole keskittynyt 

listautumisten rooliin toimivien markkinoiden perusedellytyksenä. Listautumisaktiivisuutta on 

helppo mitata, mutta jotta aktiivisuutta voidaan tulkita ja sen pohjalta luoda toimenpideohjeita, 

pitää listautumisaktiivisuuteen vaikuttavat tekijät olla tunnistettuja. 

Tässä työssä esitellään kattava malli kansalliseen listautumisaktiivisuuten vaikuttavista tekijöistä. 

Työn tilastollinen osa mallintaa eri Euroopan maista kotoisin olevien yritysten listautumis-

todennäköisyyttä. Perusinformaatiota kahdeksan eri maan 600.000 listaamattomasta yrityksestä 

vuosilta 2003-2008 käytetään tunnistamaan eroja maiden välillä. Mikään aiempi tutkimus ei ole 

mallintanut listautumistodennäköisyyttä yhtä laajalla otoksella yksityisiä yrityksiä ja maita. 

Tilastollinen mallinnus osoittaa että yrityksen todennäköisyys listautua riippuu suurelta osin sen 

kotimaasta. Vain osa maiden välisistä eroista selittyy eroilla maiden yritysrakenteissa. Maiden 

väliset erot ovat kaikkein selvimpiä pienille yrityksille. Joissain maissa ei ole yhtään pienen 

kasvuyrityksen listautumista, kun toisissa maissa enemmistö listautujista kuuluu tähän luokkaan. 

Eri maista näyttää listautuvan erilaisia yrityksiä, mikä tukee teorioita listautumisten 

klusteroitumisesta ja ulkoisuusvaikutuksista: mitä enemmän listautujia, sitä houkuttelevampaa 

listautuminen on. 

Suomalaisten yritysten listautumiset ovat olleet huomattavan harvassa vuosien 2003 ja 2008 

välillä. Erityisesti pienten yritysten listautumisessa on suuri ero verrattuna esimerkiksi Ruotsiin. 

Negatiiviset näkemykset pörssilistautumisen hyödyistä ja riskeistä yritysten päätöksentekijöiden 

keskuudessa ja suomalaisen pörssimarkkinan pienille yrityksille tarjoama heikko likviditeetti ovat 

todennäköisimmät selitykset matalalle listautumisaktiivisuudelle. 

Asiasanat: listautuminen, IPO, julkinen markkina, pörssi, 
pörssiyhtiö 

Julkaisukieli: Englanti 
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1 Introduction  

1.1 Background  

For a company, the move from private to public status through an initial public offering (IPO) is a 

major change. Listed companies can access the public market for financing, their stock has greater 

liquidity, and they have to conform to greater transparency requirements. On a national level, 

high listing activity is a sign of a well functioning public market. A liquid public market and an 

active IPO market improve the incentives and possibilities for company growth, among other 

effects. Nations thus have an interest in ensuring that their companies have unhindered access to 

the public market. 

The propensity of companies to utilize the public market varies greatly between countries (Röell 

1996). This thesis looks into the determinants of national IPO market activity. While there has 

been a considerable amount of research into specific aspects of IPOs, especially the market 

performance of IPO stocks and the go public decision, the research is thin on what factors 

influence national IPO market activity (Ritter 2002). 

La Porta, et al. (1997), for example, discussed one aspect of the question in their study on how 

legal differences between European counties correlated with the size of the public market. 

However, when studying only one group of factors at a a time it is not possible to differentiate 

between correlations and causalities. To be able to even theoretisize about the causalities, a 

comprehensive model is needed to understand the drivers of national IPO activity. No previous 

paper has attempted to exhaustively identify the factors driving national IPO activity. 

The question of national IPO activity lives in the cross-section of two areas of literature, the 

literature on the IPO decision on the one hand and the literature on the importance of public 

ƳŀǊƪŜǘǎ ŦƻǊ ŀ ŎƻǳƴǘǊȅΩǎ ŜŎƻƴƻƳƛŎ ŘŜǾŜƭƻǇƳŜƴǘ on the other. The papers discussing the factors 

underlying active national markets or the market-centricity of economies have not explicitly 

focused on the role of the IPO decision as the key foundation of active public markets. Similarly, 

attempts at formulating frameworks on the IPO decision have generally focused on the individual 

company level (e.g. Subrahmanyam and Titman 1999). To specifically understand one easily 

measurable aspect of a public market, the aggregate IPO activity, new research is needed. 

The contribution of this paper is two-fold. Firstly, a framework is built to help understand the 

dynamics underlying national IPO activity. Secondly, the statistical phase of the study focuses on 

one sub-section of the framework: how the company base in each country determines the IPO 

activity and, on the general level, what the differences in IPO patterns are between countries. 

Data from 600,000 private and public companies from eight European countries over the years 

2003-2008 is used in this paper to identify differences in IPO probability between the countries 

when controlling for generic financial characteristics of those companies. No prior quantitative 

research on the IPO decision has included both public and private companies from multiple 
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countries and no prior dataset has been as extensive, basically including all the public and private 

joint-stock companies from the covered countries bar the very smallest. 

The case of the Finnish Lth ƳŀǊƪŜǘ ƛƴ ǘƘŜ нлллΩǎ ƛǎ ŀ ŘƛǎǘƛƴŎǘ focus of interest and source of 

motivation for this study. The number of Finnish IPOs has been low between 2003 and 2008 in 

comparison to prior periods of high growth and also when compared to the other Nordic 

countries. While most of the contents of this paper are country-agnostic, additional emphasis is 

placed on the Finnish situation. Is the dearth of listings caused by institutional, country-level 

characteristics of the marketplace, regulatory environment and culture or by a lack of potential 

IPO companies? By providing fundamental information on the subject, further research and action 

can be focused on a narrower subset of the problem. 

1.2 Research problem and goals  

The main research problem is: 

What factors drive national IPO activity? 

The research questions are: 

- Why is an active national IPO market important for a country? 

- What factors affect national IPO activity and how can those factors be categorized? 

- How active was the Finnish IPO market in 2003ς2008 in comparison to other European 

countries? 

- To what degree do the differences in the company base of European countries explain 

the differences in national IPO activity? 

Added emphasis is placed on understanding how these questions and the answers relate to the 

case of the Finnish IPO market in the time period and going forward. 

1.3 Method s 

In this paper, a framework that identifies the main drivers of national IPO activity is built based on 

the prior literature in the field. One segment of that framework, the company supply base, is 

taken into a more detailed, quantitative analysis. 

The probability of an individual company going public in a year is modeled using a logit regression 

that takes in basic financial data, as well as industry, year and country dummies. To rise to the 

national level, the coefficients of the country dummies and the differences in the pool of 

companies and the IPO occurrences in each country are compared and analyzed. National in this 

context refers to the nationality of the companies, rather than the host country of an exchange. 

The data is obtained from the Amadeus and Zephyr databases which cover public and private 

companies from all European countries, but the sample is constrained to the countries with the 

highest data quality: Estonia, Finland, France, Hungary, Italy, Norway, Portugal and Sweden. The 

period of observation starts from the aftermath of the IT bubble, covering the years 2003 to 2008. 

The countries included are Estonia, Finland, France, Hungary, Italy, Norway, Portugal and Sweden. 
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The number of companies included is ca. 600,000 and the number of meaningful company-year 

entries is roughly 2.7 million.  

A number of informal discussions with people acting around the Finnish capital market were used 

to augment other sources in compiling the framework and the general understanding around the 

subject, especially as it pertains to the Finnish case. These people included the members of the 

Capital Market Working Group organized in 2009 by the Finnish Foundation for Share Promotion 

and representatives from public and private companies, VC companies, academia, pension funds, 

trade associations and interest groups, supervisory authorities, ministries, and trading venues. 

1.4 Structure  

This paper contains five main content chapters: context, framework building, statistical modeling, 

quantitative results, and discussion. 

The context of recent history and current situation of the European public and IPO markets is 

described in Chapter 2. The recent trends in European IPO activity are described and the IPO 

numbers across Europe are presented, along with a brief discussion on the present structure of 

European public markets. 

Why is IPO activity important in the first place? That question is addressed in Chapter 3.1. The 

literature related to IPOs is dissected in Chapters 3.2 to 3.4, and the relevant concepts and 

dynamics are discussed. The work done in the past in the field is utilized to build a research 

approach pertinent to this particular setting.  

The factors and dynamics identified to influence the go public decision are crafted into a 

framework which identifies the drivers of IPO activity on the national level. That framework can 

be found in Chapter 3.5. For the framework, the literature is combined with anecdotal evidence 

from market actors and experts in Finland. The framework also visualizes which parts of the 

overall question are addressed by the statistical modeling coming next, and which ones are 

omitted from quantitative inspection in the scope of this study. 

In Chapters 4 and 5, the probability to list is examined using statistical analysis covering the 

selected countries. The model, the variables and the data used are explained, and the results are 

presented and analyzed. Because of the problems arising from using limited quality data on 

private companies across country borders, special attention is given to data quality and the biases 

introduced by the identified deficiencies in the data. 

Building on the information of the preceding chapters, the findings and the particular case of the 

Finnish IPO market is discussed in Chapter 6. The same chapter also discusses the wider 

implications of the findings, concluding with a look forward to possibilities of further study in the 

field. 



Juuso Jääskeläinen Determinants of National IPO Activity 4 
 

2 Context  

2.1 European public market  

Changes in technology over the last decade have allowed trading on stocks to become a global 

operation. The changes have also spurred on a transformation of the trading venues, the stock 

exchanges. The European market operators have gone through a consolidation spree and the two 

main American exchanges (NYSE, NASDAQ) have crossed the Atlantic to make acquisitions. 

Alternative listing markets directed at smaller companies have made a resurgence after the 

troubles of the IT bubble burst in the ŜŀǊƭȅ нлллΩǎΦ Listing venues for smaller growth companies 

generally have lower listing requirements than the main exchanges. These venues are often 

geared towards institutional investors (e.g. the London Stock Exchange AIM list), partly because of 

the weaker investor protection that results from the lighter requirements and supervision. The 

lower administrative burden also alleviates the cost barrier to entry into the public market and 

the technological and organizational improvements have decreased the costs associated with 

public status and trading. An IPO is now within the reach of much smaller companies than was the 

ŎŀǎŜ ƛƴ ǘƘŜ флΩǎΣ ŀǘ ƭŜŀǎǘ ŦƻǊ ǘƘƻǎŜ ŎƻƳǇŀƴƛŜǎ ǘƘŀǘ ƘŀǾŜ ŀŎŎŜǎǎ ǘƻ ǘƘŜ Ƴƻǎǘ ŀŎǘƛǾŜ ƳŀǊƪŜǘǎΦ 

The European CommissionΩǎ MiFID directive initiated a change in the European exchange 

landscape when it was implemented in 2007 (Degryse 2009). The directive requires transparency 

and interoperability from all exchanges with each other, as well as the execution of trades in the 

venue offering the best overall results for the client. These requirements eroded the foundations 

on which the monopolistic positions of the traditional national exchanges were built. Part of the 

overall trading activity is migrating to lower cost alternatives of the main exchanges, the 

multilateral trading facilities (MTF). The MTFs compete primarily for the trading of the largest 

companies with the highest trading volumes (Pörssisäätiö 2009). On the other hand, the 

importance of boundaries between individual marketplaces has diminished with the advent of 

standardization and harmonization. 

Stock exchanges benefit from economies of scale both on the cost side as well as in the value 

added to the customers: listed companies and investors. Being infrastructure heavy operations, a 

large part of the costs of a stock exchange is fixed, leading to lower unit costs as the customer 

base widens. The customer base consists of the aforementioned listed companies that pay for the 

listing services and chose the location of their listing. These choices affect where the trading on 

the stocks happens. The traders, brokers and their clients the investors are the main sources of 

revenue for the exchanges. In addition to trading, post-trading and listing service revenues, 

exchanges rely to an increasing extent on revenues generated from ancillary information and ITC 

services (FESE 2009). 

On the value added side, the higher the liquidity, the more reliable the infrastructure and the 

broader the offering of ancillary services, the greater the value of the stock exchange is to their 

customers. Larger stock exchanges can offer access to a wider pool of instruments through a 

single, unified platform. Because of these economies of scale, and as geographical distance and to 



Juuso Jääskeläinen Determinants of National IPO Activity 5 
 

a lesser extent also cultural and regulatory differences have decreased in importance, stock 

exchanges have consolidated. Competition has led to the emergence of large international 

exchanges in the developed world, with NYSE EuroNext, NASDAQ OMX and the London Stock 

Exchange Group being the largest operators. The total number of global stock exchanges has 

decreased from 80 in 1998 to 50 in 2008 (Ernst & Young 2008). On the other hand, small trading 

venues which not included in those figures have also sprung up. 

All non-micro state European countries have an operating stock exchange, even if all the stock 

exchanges are not anymore independent. The NASDAQ OMX group controls exchanges in most of 

the Nordic and Baltic countries. The London Stock Exchange Group owns the main Italian 

exchange, and the New York Stock Exchange group is tied to the Euronext group operating in the 

Low Countries, France and Portugal. The larger countries have some old competing exchanges in 

addition to the market leaders and the newer entrants. 

Most of the currently operating alternative markets across Europe have been started in the post 

IT-boom years, although many are effectively rebrandings, reorganizations or reincarnations of 

similar earlier markets or lists. The alternative markets identified in the FESE έ!ƭǘŜǊƴŀǘƛǾŜέ 

Markets/Segments in equity analysis presentation from September 2008 are listed in Table 1. In 

practice all major European exchanges have an alternative market option within their offering 

portfolio. Alternative markets operated by competitors of the traditional exchanges (which are 

usually not FESE members) are not on the list. Such markets would include e.g. the Swedish NGM 

and AktieTorget, and the London-based PLUS Markets. 

Table 1 - Alternative markets in Europe 

Exchange Name Alternative market or segment Start 

Athens SE EN.A Market Q4-2007 

BME MAB Market ï Segment 1 Collective Investment 
companies 

Jan-06 

MAB Market ï Segment 2 Private equity Jul-07 

MAB Market ï Segment 3 SMEs Jan-08 

Borsa Italiana STAR Segment Apr-01 

Mercato Expandi Market 1977 

Mercato Alternativo del Capitale Market Sept-07 

Cyprus SE CSE Alternative Market Market Sept-04 

Deutsche Börse Entry Standard Segment Oct-05 

Irish SE Irish Enterprise Exchange Market Apr-05 

Ljubljana SE Semi-official Market  

London Stock 
Exchange 

AIM Market Jun-05 

Luxembourg SE Euro MTF Market Jul-05 

NYSE Euronext NextPrime Segment Jan-02 

NextEconomy Segment Jan-02 

Alternext Market Apr-05 

NASDAQ OMX First North Market ï Denmark, Sweden, Iceland, Latvia, Finland Dec-05 

Oslo Børs Oslo Axess Market May-07 

Alternative Bond market Market Jun-05 

SWX Local Capa Market May-05 

Warsaw SE NewConnect Market Aug-07 

Wiener Börse Second Regulated Market Market 1989 

Third Market (MTF) Market Jan-02 

{ƻǳǊŎŜΥ !ŘŀǇǘŜŘ ŦǊƻƳ C9{9 έ!ƭǘŜǊƴŀǘƛǾŜέ Markets/Segments in equity analysis Sept 2008 
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2.2 European IPO market  

Companies can freely choose the exchange they list on. As the significance of national boundaries 

has diminished, the allure of multiple listings and non-domestic primary listings has also 

decreased (Hursti 2006). The choice of listing place now depends less on the physical access to 

potential investors, and more on the media coverage, reputational effect and other factors 

affecting the visibility of the company towards the investors. A higher number of investors aware 

of a stock increases the price of that stock (Merton 1987).  

The effects of media visibility are especially potent in accessing household investors, which 

encourages companies to do the primary listing in their home country. The reputational effect 

provided by the venue and the supervisory functions, as carried out by the operator and the 

national supervisory authority, also affect the decision (Fernandes and Giannetti 2009). This may 

explain secondary listings e.g. for East European companies on the better known London Stock 

Exchange. On the other hand, the regulatory and accounting burden imposed by the marketplace 

and the host country has driven some companies away from the US venues weighted down with 

the requirements of the Sarbanes-Oxley act (Saudagaran and Biddle 1995, Piotroski and Srinivasan 

2008). Other aspects affecting listing location choice include support services, analyst coverage, 

size of peer group, taxation, listing costs, trading costs and listing requirements. In practice, the 

marketing done by the exchanges and the availability of information on listing locations also 

affect the venue decision on the level of an individual company (Pagano, Röell and Zechner 2002). 

The global IPO activity has seen a steady rise from the lull after the bubble years. The same trend 

has occurred on the European markets. The London Stock Exchange is the most popular IPO 

choice for cross-border listings in Europe (PriceWaterhouseCoopers 2008). Many companies 

choose to list locally and to offer Global Depository Receipts in London, which are certificate-type 

conduits for owning the underlying shares on the foreign market. 

Because of the complexities involved in the selection of the actual listing location, secondary 

listings, dual listings, depository receipts, the relative prominence of certain exchanges, and the 

decreased importance of actual listings location in general, the questions posed in this study are 

largely agnostic to the listing location in the definition of national IPO markets. What is important 

is the origin of each company moving from private to public status and thus gaining the ability to 

tap the public market, irrespective of the exchange medium chosen in each particular case. With 

the advent of multilateral trading facilities and dark liquidity pools (off-market trading), the listing 

location does not even define the venue where the stock is traded. 

¢ƘŜ ƎŜƴŜǊŀƭ ǘǊŜƴŘ ŦƻǊ Lth ŀŎǘƛǾƛǘȅ ƛƴ 9ǳǊƻǇŜ ƛƴ ǘƘŜ нлллΩǎ ǎǘŀǊǘǎ ǿƛǘƘ ǘƘŜ ƘŜƛƎƘǘǎ ƻŦ ǘƘŜ L¢ ōǳōōƭŜ 

fueled upcycle around the turn of the millennium. After the cycle turned in 2001, the activity level 

was low for 2002 and 2003, starting to rise again in synch with the stock markets and the 

valuation levels. The heights of this IPO cycle occurred during 2006 and 2007, and the number of 

IPOs had already decreased in 2008 by over half. The total value of IPOs decreased even more. 

(See PriceWaterhouseCoopers European IPO Watch series, Ernst & Young Global IPO Trends 

Report series and ECMI Survey of the European IPO Market for more information). 
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Figure 1 - Number of European IPOs by source 

Sources: PriceWaterhouseCoopers IPO Watch Europe 2008, Ernst & Young Global IPO Trend Report 2008, Bureau van 

Dijk Amadeus database (companies still public on 30.10.2009). E&Y 2003 onwards, PWC 2004 onwards. 

Comparing the values between the Ernst & Young and the PriceWaterhouseCoopers reports 

shows a significant discrepancy between the number of deals counted by each, arising e.g. from 

the differences in country and exchange coverage. The IPO identification method used in this 

paper is based on the Amadeus database and is detailed later in Chapter 4.3. Amadeus yields 

numbers similar in magnitude to the other sources, even though in this figure only those 

companies that were still public on 30.10.2009 are covered. 

Apart from London, only a very small minority of listings on the other European exchanges are 

from non-domestic companies, which holds true even for the other large exchanges such as 

Euronext and Deutsche Börse (Ernst & Young 2008).  

Private placements, sometimes also more explicitly called private placements in public entities 

(PIPEs), are transactions where an investor invests money in a public company outside the stock 

exchange. These transactions are governed by EU regulations and more or less explicitly codified 

national rules. The prominence of such transactions has increased over ǘƘŜ нлллΩǎ. Private 

placements can also perform a role in IPO deferrals or be chosen as the means to access non-

domestic institutional investors where a secondary listing would have been used in earlier years 

(Ernst & Young 2008). 

Alternative markets such as the LSE AIM list have seen a large number of new listings during the 

нлллΩǎ. Even in less public market oriented countries the alternative markets have contributed a 

significant share of the total number of IPOsΣ ŜΦƎΦ 5ŜǳǘǎŎƘŜ .ǀǊǎŜΩǎ 9ƴǘǊȅ {ǘŀƴŘŀǊŘ ƘƻǎǘŜŘ ƘŀƭŦ ǘhe 

new German listings in 2007 (Ernst & Young 2008). 

Exchanges have minimum listing requirements that IPO companies must meet. Common 

requirement types include minimum market capitalization (after listing), audited financial data 
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going a number of years back and minimum public float / liquidity. Other requirements are posed 

by the national laws or supervisory authority of the listing location, such as the accounting 

standards to be followed. A comprehensive table of the requirements in 2005 can be found in 

Gajewski and Gresse (2006). In recent years the lower limits of alternative listing markets have 

eroded the hard minimum requirements imposed by such rules on IPO candidates. In effect, many 

of the alternative growth company markets only require procedural compliance and do not have 

hard limits based on accounting figures or other historical data. As investing in a company with 

limited existing business or historical track record requires more in-depth due diligence work, 

many offerings of stock in such companies are targeted mainly or only to institutional investors 

with the capacity to perform that work. At the same time, smaller and smaller companies have 

opted to become public earlier in their growth track, although the patterns vary greatly between 

countries. For example Sweden and UK have very vibrant exchanges geared towards smaller 

growth companies. 

The following charts offer a more detailed view on the IPO landscape by different categorizations. 

Only companies still marked as public at 30.10.2009 are counted (for data extraction reasons from 

Amadeus), which skews the total values downwards, especially for markets with numerous IPOs 

by small and risky companies. 

 

Figure 2 - IPOs by country of domicile 

Source: Amadeus, only companies still public on 30.10.2009 

The values for other countries can be found in Appendix III. Division by national GDP figures offers 

a better way to compare large countries against small ones, although it can be argued that a large 

country would have a more consolidated company landscape, and at least part of the size would 

show more in the market capitalization or other size measure of the companies to have listed, 

rather than in the number of companies. On the other hand, a larger market would provide for 

lower IPO costs and other benefits arising from economies of scale. A chart based on FESE figures 

is also available in Appendix V. 
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Figure 3 - Number of IPOs / GDP by country of domicile 

Sources: Amadeus, only companies still public on 30.10.2009. GDP from IMF WEO in tril. USD at current prices, Oct 

2009. 

Many of the Central and Eastern European markets have had very vigorous IPO markets. Nine out 

of the top ten countries with the highest number of IPOs per GDP in the period of 2003ς2008 are 

from that area. The lack of existing public companies and the possible low availability of bank 

debt may explain that phenomenon to a large degree.  

As for ǘƘŜ ²ŜǎǘŜǊƴ 9ǳǊƻǇŜŀƴ ŎƻǳƴǘǊƛŜǎΣ ǘƘŜ Ƴƻǎǘ ŀŎǘƛǾŜ Lth ƳŀǊƪŜǘǎ ƛƴ ǘƘŜ нлллΩǎ ƘŀǾŜ ōŜŜƴ ƛƴ 

Sweden, UK and Norway (summed values 250+). The main continental countries fall into the 

middle category (100-250): Belgium, France, Germany and so on. The laggards (under 100) include 

a mixed group of small and large economies from all geographical fringes and also from the center 

of Europe: Austria, Finland, the Netherlands, Italy and Spain, to name a few. Thus a comparison of 

Finland to the Nordic economies and to the largest countries gives a somewhat one-sided 

representation of the full picture. Many other European countries in addition to Finland seem to 

have similarly inactive IPO markets. Yet, Finland is 14th out of the 18 Western European countries 

(excl. Monaco). Full data can be found in Appendix IV.  

2.3 Finnish public market and IPO market  

Trading on Finnish companies is primarily done on the NASDAQ OMX Nordic Exchange, the 

successor of the former Helsinki Stock Exchange which was founded in 1912. In 2003, the Helsinki 

Exchange merged with the Swedish OM and at the start of 2008 the new group was acquired by 

NASDAQ, thus forming NASDAQ OMX1. At the end of 2008, 130 Finnish companies were listed on 

the Helsinki Stock Exchange. Just one Finnish company (by domicile) is listed only on a foreign 

exchange. 

                                                           
1
 http://www.porssisaatio.fi/en/articles/development-of-the-finnish-stock-market on 22.10.2009 
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Overall liquidity of the Helsinki exchange trails that of the Swedish Stockholm exchange for mid-

cap and small cap companies (under EUR 1 billion in market capitalization), as measured by 

turnover and average day-end bid-spread (Pörssisäätiö 2009). While the Oslo exchange has found 

a niche in oil technology and shipping related industries, the Helsinki exchange does not have a 

similar clearly identifiable cluster of companies. 

Non-domestic owners possess a relatively large share of the stock in Finnish companies, 52% 

(02/09), if the market value weighted average is used. That can be explained with the small size of 

the country and the disproportionate effect of the largest company on the list: Nokia. Excluding 

Nokia from the calculation yields a lower value, 32%, the median being 10%2. The European 

average is 37% (FESE 2008). The level of foreign ownership in Finnish companies can be seen as 

low in comparison, a sign of the low visibility of the market towards non-domestic investors and 

the low interest of such investors for all but the very largest Finnish companies. The ownership 

share of the public sector is slightly larger in Finland at 10%3 than in Europe on average (5%, 

FESE).  The direct and indirect ownership share of pension funds is also significant at 7%4, but this 

value is not especially high in comparison to the rest of Europe. Direct holdings of Finnish 

households (in domestic stock) are of a level comparable to the European average, although 

indirect and collective ownership (funds, pension funds etc.) make it difficult to compare the 

ƻǾŜǊŀƭƭ ǿŜƛƎƘǘ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎ ƛƴ ŜŀŎƘ ŎƻǳƴǘǊȅΩǎ ƳŀǊƪŜǘΦ 

The Finnish IPO market has been quiet in the нлллΩǎ ŀfter the IT boom, in comparison to the 

major foreign markets and to the prior domestic boom periods. In the number of listings Finland 

has fallen behind Sweden and Denmark, which are the most obvious comparison points in regard 

to market size, listing venues and regulation, and degree of economical development in general. 

Especially the number of small growth companies to have listed is much higher in those markets 

than it has been in Finland. In Finland, the majority of the listings after 2002 have been of more 

mature companies, demergers forming a large part of the numerical volume. Many of the Nordic 

IPOs of recent years have taken place on the First North alternative market. Only 3 companies 

have listed on that exchange from Finland since its inception, compared to 95 from Sweden and 

28 from Denmark (by 2/2009). One important reason for the lack of listings was the taxation 

applicable to the First North in Finland up to late 2007. The 1.6% transaction tax levied on trades 

of private company shares was applied to the alternative market as well, which effectively barred 

Finnish companies from listing on that venue. Even after the rules were changed to allow trading 

of First North stock as public stock, the number of listings from Finland was still low in 

comparison. 

The number of companies listed on the Helsinki Stock Exchange has come down from 158 at the 

end of the year 2000, to 129 companies at the end of 2008 (NASDAQ OMX). Between 1998 and 

2007 22 Finnish listed companies were bought off the list by foreign buyers (Kallunki, Peltoniemi 

and Pyykkö 2009). The following figures show the new listings on the Helsinki Stock Exchange over 

the years, which closely match the number of listings by Finnish companies. When compared to 

the previous periods of high IPO activity on the Finnish market (1988-1989 and 1999-2000, Figure 

                                                           
2
 Euroclear Finland, http://www.ncsd.eu/ on 5.4.2009, using 2008 end values 

3
 www.solidium.fi on 5.11.2009 

4
 http://www.tela.fi/  on 5.11.2009 

http://www.ncsd.eu/
http://www.solidium.fi/
http://www.tela.fi/
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4), the recent increase in IPOs is low in comparison. Same conclusion arises from the comparison 

to the Copenhagen and Stockholm lists (Figure 5 and Figure 6). Based on these figures and the 

wider comparison on the European level presented in the previous chapter, it is justified to state 

that there has been relatively few IPOs of Finnish companies in the years 2003ς2008. 

 

Figure 4 - Listings on the Helsinki main list 1982-2008 

Source: NASDAQ OMX 

 

Figure 5 - Nordic listings, main list 

Source: NASDAQ OMX 
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Figure 6 - Nordic listings, main list and FirstNorth 

Source: NASDAQ OMX 

Only a couple of Finnish companies have done primary listings on foreign exchanges.  

Table 2 below depicts the admission criteria for both the Helsinki main market and the NASDAQ 

OMX First North market. The admission criteria are the same across all the countries covered by 

NASDAQ OMX. In effect, the quantitative criteria for First North entry are close to non-existent. 

Table 2 - Differences in admission criteria, NASDAQ OMX 

Differences in admission criteria for the Main market and NASDAQ OMX First North 

The Main market NASDAQ OMX First North 

A prospectus must be prepared, published and 
approved by the relevant authorities prior to 
listing 

Prospectus is needed only when securities are 
offered to the public 

Legal examination Examination by Certified Adviser 

Listing approval by the Stock Exchange Examination by Certified Adviser and Admission 
approval by the Stock Exchange 

Sufficient operating history, including three 
annual accounts 

Not needed 

Demands on documented profitability or 
sufficient financial resources 

Not needed 

Minimum 25% of shares in public hands Sufficient number of shareholders and at least 
10% of shares in public hands, or an assigned 
Liquidity Provider 

Minimum market value, 1 MEUR No minimum market value 

Demands regarding the administration of the 
company 

Administration of the company supported by the 
Certified Adviser 

Compliance with Corporate Governance code Not needed 

 Certified Adviser required at all times 

Source: NASDAQ OMX website (http://www.nasdaqomx.com/listingcenter/nordicmarket/equities/ ) on 1.4.2009 
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Venture capital and private equity are closely linked to IPOs, as IPOs are one form of exit utilized 

by VC companies. As per Ali-Yrkkö, Hyytinen and Liukkonen (2001)Υ άǘƘŜ Ŏƻ-development of the 

market for exits may be instrumental for the development of the Finnish venture capital 

ƛƴŘǳǎǘǊȅέΣ ŀƴŘ arguably vice versa also. Of the private equity (PE) and venture capital (VC) 

investments done in Finnish companies in 2007, 75% came from Swedish and English PE 

companies according to EVCA data5. 36% of exits happened as trade sales and 40% as sales to 

financial buyers. These two exit options have been favored slightly more in Finland in comparison 

to other European countries such as Sweden6. In relation to GDP, there is less private equity 

activity in Finland than in the neighboring Sweden, which applies to all categories of targets.  

 

Figure 7 - Private equity investment by stage in selected countries 

Source: Eurostat, EVCA. By home country of portfolio company. 

CǊƻƳ ǘƘŜ ƭŀǘŜ флΩǎ ǳǇ ǘƻ нллн ǘƘŜ ǇǳōƭƛŎ ƳŀǊƪŜǘǎ ǿŜǊŜ ǎǘƛƭƭ ŀ ǎƛƎƴƛŦƛŎŀƴǘ ǎƻǳǊŎŜ ŦƻǊ ŜȄǘŜǊƴŀƭ 

funding for Finnish companies according to data from Bank of Finland7.  After the year 2002 the 

aggregate flow of external funding from listed stock has been negative for Finnish companies. 

Listed companies have bought back more of their stock than they have raised from issuing and 

selling stock to the public. The peaks in security emissions in the period after 1990 took place 

during the years 1993ς94 and 1999ς2001. Ali-Yrkkö, Hyytinen and Liukkonen (2001) state that 

έǘƘŜ CƛƴƴƛǎƘ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳ Ƴŀȅ ǇǊƻǾƛŘŜ ƭŜǎǎ ǘƘŀƴ ƻǇǘƛƳŀƭ ŜȄƛǘ ǾŜƴǳŜǎ ŦƻǊ ǘƘŜ CƛƴƴƛǎƘ ǾŜƴǘǳǊŜ 

capitalists. This is because of the strong clustering of initial public offerings (IPOs) and the 

Ǿƻƭŀǘƛƭƛǘȅ ŀƴŘ ŎŜǊǘŀƛƴ ƻǘƘŜǊ ŘƻŎǳƳŜƴǘŜŘ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ƻŦ ǘƘŜ CƛƴƴƛǎƘ ǎǘƻŎƪ ƳŀǊƪŜǘΦέ 

The company taxation regime in Finland offers a tax break for dividends paid out by private 

companies. Under certain absolute and relative limits, dividends paid out by private companies 

                                                           
5
 The subset of EVCA data used here is available from Eurostat 

6
 EVCA Yearbook 2008 

7
 Bank of Finland, Rahoitusmarkkinaraportti 3/2009, figure appendix 
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are tax free8.  The tax break does not apply to dividends from public companies. This discrepancy 

is likely to be one factor affecting the listing decisions of private companies if companies choose 

to stay private to retain their tax benefits.  

On the regulatory side, the Finnish regulations for public companies mostly conform to the EU-

wide minimum requirements. The amount of gold plating, i.e. national additions on top of EU 

requirements is very limited, based on comments from representatives of the Financial 

Supervisory Authority. However, anecdotal evidence suggests that the perception among 

entrepreneurs of the burden imposed by the extra regulations is such that many are loth to carry 

that burden. This may have more to do with the way the regulations are applied by the 

Supervisory Authority or the courts than with the actual content of the regulations. The 

unpredictability of court decisions and the long time taken by the courts also affect the 

perceptions and the listing decisions.  

To give a hypothetical example: Staying private may seem preferable to taking the risk of having 

to spend several years in court arguing about the correct publication time of some piece of 

information. Prevention and mitigation of such legal and publicity risks can also take a large share 

of the managementΩs and boardΩs time. Of course, these same obligations exist for public 

companies in all countries. The general perception of the severity of such risks in a country is what 

matters. Negative views can become widespread, especially if there are only a small number of 

listing cases for decision-makers to take example from. Quality, cost and availability of listing 

services are also part of the picture. 

The Swedish capital market has multiple listing options for a growing company to look for liquidity 

and capital. The competing venues are the FirstNorth alternative market operated by NASDAQ 

OMX, Nordic Growth Market (NGM Equity and Nordic MTF Stockholm) and AktieTorget, with the 

latter two trading venues being independently owned. There is a significant amount of 

competition and moves of listed companies between the venues, evident for example in the late 

2008 events when Nordic Growth Market ran into regulatory problems and a high number of 

companies migrated to the FirstNorth market. FirstNorth operates also in Finland, Denmark, 

Iceland and the Baltics. In Norway Oslo Axxess operated by the Oslo Exchange offers growth 

companies an entry route into the public market. 

Various OTC exchanges can also provide liquidity to the owners of a company, although the 

initiation of trading on such a venue is rarely classified as an IPO. In Finland, Privanet operates a 

trading venue for the trading of private company shares in companies that have registered on 

that exchange. In a regulatory sense, these companies are not publicly traded and the state levies 

the 1.6% tax on private stock transactions from the trades. The role of such exchanges is mainly to 

provide limited liquidity for the owners, rather than to provide for a way for the companies to 

collect significant new capital. 

The wider the variety of trading venues available locally to a company, the more likely it is for the 

company to find a venue matching its specific financing and liquidity needs. Having more than one 

                                                           
8
 Under 9% of book value of company and maximum of 90 000 EUR per recipient for all companies in total.  

 Finnish Tax Administration, http://www.vero.fi/nc/doc/download.asp?id=4783;57704, 6.11.2009 

http://www.vero.fi/nc/doc/download.asp?id=4783;57704
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venue competing for the listings of companies can also be expected to increase the marketing 

efforts done by the exchange operators. 

FirstNorth operates under the regulations of the Swedish Finansinspektion also for Finnish 

companies, which may have at least an image effect on its suitability for Finnish companies. Based 

on anecdotal evidence, one of the main reasons for some Finnish companies to reject FirstNorth 

listing is the low liquidity of the venue for Finnish stock. With so few companies, few investors are 

willing to spend effort on following the list. With few investors, liquidity is low, limiting the 

willingness of companies to enter the list. 
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3 Function and functionality of IPOs  

3.1 Value of a functional IPO market for a national economy  

How does an active IPO market contribute to the success of a national economy? Are there 

reasons for a country to support its IPO market if that market is languishing? IPOs in themselves 

do not create large amounts of value, even as they seemingly enrich individuals buying IPO stock 

or those divesting their ownership through a listing. The value creation has happened in the 

earlier stages of the compaƴȅΩǎ ƎǊƻǿǘƘΣ ƻǊ ƛǎ ȅŜǘ ǘƻ ƘŀǇǇŜƴ ƛƴ ǘƘŜ ƴŜŀǊ ŦǳǘǳǊŜ ŀǎ ǘƘŜ ƎǊƻǿǘƘ 

opportunities inherent in the company are realized. A listing merely makes that value creation 

visible. The value-added of IPOs is a more complex equation. The answer can be divided to four 

primary categories: a) optimal ownership structure, b) cost and availability of capital, c) effects on 

growth companies and the venture capital market, and d) nationality of owners and the resulting 

effects on investment decisions.  

As a steady flow of IPOs is a requirement for the long-term survival of a vibrant public market, the 

benefits of IPOs largely overlap with the benefits of a functional national public market, especially 

over longer periods of time. The question is fundamentally the same as posited by Goldsmith 

όмфсфύΥ άhƴŜ ƻŦ ǘƘŜ Ƴƻǎǘ ƛƳǇƻǊǘŀƴǘ ǇǊƻōƭŜƳǎ ƛƴ ǘƘŜ ŦƛŜƭŘ ƻŦ ŦƛƴŀƴŎŜΣ ƛŦ ƴƻǘ ǘƘŜ ǎƛƴƎƭŜ Ƴƻǎǘ 

important one, almost everyone would agree, is the effect that financial structure and 

ŘŜǾŜƭƻǇƳŜƴǘ ƘŀǾŜ ƻƴ ŜŎƻƴƻƳƛŎ ƎǊƻǿǘƘέΦ While the correlation between economic development 

and market-centric financial systems is clear to a large extent, the causality is more oblique 

(Demirgüç-Kunt and Levine 2004). This chapter does not aim to exhaustively prove the causality, 

but to highlight the most important venues through which an active IPO market would create the 

beneficial economic effects. Identifying the effects is important when actively striving to improve 

the size, activity level and functionality of the public market. That understanding allows one to 

differentiate between actions that do yield the value-added and actions that e.g. simply increase 

the metric describing the market size. 

Optimal ownership structure 

A public market allows companies to meet owners. For some companies, a public, wide-spread 

ownership structure combined with public monitoring is more efficient form of governance than a 

private structure. A market in the ownership of companies allows businesses with high growth 

potential to meet owners with the appetite for such growth. Lack of growth ambitions on the part 

of entrepreneurs can be mitigated with the direct promise of wealth realization in an IPO exit, or 

more reasonably, the indirect effects of VC interest in the company, which would be partly based 

ƻƴ ǘƘŜ Ǉƻǎǎƛōƛƭƛǘȅ ƻŦ ŀƴ Lth ŜȄƛǘΦ Lƴ ǘƘŜ ƭŀǘŜ улΩǎ Finnish IPO boom, unraveling dysfunctional 

ownership structures was an important reason for many companies to list (Jääskeläinen 1991). 

Owners with expertise in the fields a company has use for are willing to pay more for the stock of 

that company. Thus investors who are comparatively most useful for a company will end up as 

owners of the company. On the aggregate level, this results in an overall value creation as per the 

logic of comparative advantage. Additionally, the earlier growth companies can do an IPO, the 
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faster such owners can exit one growth company and move to another in an earlier stage of 

growth. High sǇŜŜŘ ƛƴ ǘƘŜ ŎƛǊŎǳƭŀǘƛƻƴ ƻŦ άƛƴŦƻǊƳŜŘ ŎŀǇƛǘŀƭέ ƛƴŎǊŜŀǎŜǎ ǘƘŜ ƴǳƳōŜǊ ŀƴŘ ƎǊƻǿǘƘ ƻŦ 

startups, which prompts Michelacci and Suarez (2004) to argue that young companies should be 

actively encouraged to go public sooner rather than later. 

A diversified portfolio allows for higher levels of risk in the individual constituent stocks than a 

portfolio consisting of only one company. An owner with all his wealth tied into a single company 

is likely to take on less risk than a group of owners each having only a small share of personal 

wealth wedded to the enterprise (Zingales 1995). Possibilities for diversification allow for higher 

levels of risk to be taken and taking risks is a requirement for growth. Public markets are very 

efficient in this diversification respect compared to the market that exists for the ownership 

stakes in private companies. Thus, functional public markets allow for higher growth on the 

aggregate level (Gilles 1992, Pagano 1993). 

Public listing can release the discounts on the value of a company caused by illiquidity and 

information asymmetries. If companies could move from the private to the public market without 

costs and both ownership structures would be as efficient from the other viewpoints, the release 

of these discounts would increase the national wealth of a country where such a move happens. 

That impact on the wealth would only happen once, and while significant in a short time span, 

would only contribute in a limited magnitude to the economical growth of a nation over a time-

span of decades. Most of the discounts are caused by the inability of illiquid markets of private 

shares to optimally match owners to companies, e.g. in relation to the dynamics described in the 

above three paragraphs. The extent of the discounts is considerable. Koeplin, Sarin and Shapiro 

(2000) calculate the discount to be as high as 40-50% for non-US private companies and 20-30% 

for US companies.  

Cost and availability of capital 

Public companies can receive capital at a lower cost than private companies, ceteris paribus. The 

public market allows for an alternative access route for capital that can be utilized by companies 

when the costs of public market financing are lower than those of debt financing. Moreover, the 

cost of debt is also generally lower for public companies, partly due to the greater transparency 

and also due to the improvement in bargaining power towards banks offered by the additional 

alternative (Rajan 1992; Pagano, Panetta and Zingales 1998). In the Finnish case, Korkeamäki and 

Koskinen (2009) have found that when comparing public companies to similar private peers, the 

sales growth, employment growth and investments of the public companies have been higher. 

The explanations offered for the difference included lower cost of capital, better access to capital 

and the resulting lower threshold of using capital for growth. 

The value of the extra financing option through the public markets is most visible when the debt 

financing becomes systematically more expensive or simply unavailable (Helwege and Packer 

2009). This value has been especially apparent in 2008-2009 (at least in Finland), when the 

availability of debt financing decreased, pushing many listed companies to opt for capital 

infusions from the public market.  
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Effects on growth companies and the venture capital market 

The functionality of the listing market affects the incentives to finance company growth in an 

economy. Black and Gilson (1998) have studied the relationship of the stock market and the 

venture capital market. In general venture capital exits through public listings are more profitable 

for VC firms than exits via other alternative routes. A poorly functioning listing market reduces the 

motivation for venture capital and other risk-intensive investment into growth companies. This is 

due to lower average exit valuations and the lower chances of making a successful exit. Without a 

functional listing market, the activity level of venture financing is bound to be lower, which 

further reduces the functionality of the listing market. 

Owner-entrepreneurs often value the control they have over their companies. If a small growth 

company takes on a venture capital investor, the entrepreneur needs to give away some of that 

control. The eventual exit route chosen will define how much control the entrepreneur will retain 

over his company. In a trade sale, the entrepreneur often becomes mid-level management in the 

buying company or moves aside soon ŀŦǘŜǊ ǘƘŜ ǎŀƭŜΦ Lƴ ŀƴ Lth ƻǊ ǎƻƻƴ ŀŦǘŜǊ ƛǘΣ ǘƘŜ ±/ ƛƴǾŜǎǘƻǊΩǎ 

share of the stock is distributed wide, effectively often making the original entrepreneur the main 

owner. The promise of a return of control in an IPO compensates the entrepreneur for the 

temporary loss of control to the VC investor (Black and Gilson 1998). The inevitable loss of control 

associated to taking VC funding has been cited by at least some Finnish entrepreneurs as a reason 

to shirk VC investments. If IPOs were more common, the opposition to VC involvement might be 

lower. 

Nationality of owners and the resulting effects on investment decisions 

If the owners of a company are mostly from a specific country, those owners are likely to choose 

board members from that same country. This can be explained by the lower information costs 

and lower risks associated with such a choice, as the owners are likely to have more information 

on candidates from their home country. Other factors may also play a part in this home bias. The 

board then chooses the CEO, who chooses the top managers. These collectively decide on the 

investment locations, to which all a similar home bias can be assumed to apply. If the choice is 

between investing abroad or in the home country, and the quantitative analyses are inconclusive, 

the decision is likely to tilt towards the home country. 

While these home biases may be a zero-sum game on a global level, it is quite clear that an 

individual nation stands to gain if its companies have domestic ownership (Puttonen 2004). Full, 

100% ownership may not be required to entice a company to keep investing in its home country, 

but most certainly in the opposite case, when a company has been bought out by a foreign 

financial or trade buyer, the direction of the home bias will change over time. The magnitude of 

the home bias in practice is a point of contention (see e.g. NIFU STEP 2005).  

How is the nationality of owners related to functional IPO markets? Effective public markets will 

offer competitive valuation levels to the stock of the companies listed there. If the public market 

is not effective, the valuation discounts associated with it will drive companies to be bought out 

by foreign corporations with higher valuation levels (multiple arbitrage). While an effective IPO 

market helps in bolstering the wider public market and thus stems the flow of listed companies 
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being bought by non-domestic entities, most of the impact occurs elsewhere. In the absence of a 

viable IPO option, the likelihood of growth company owners to exit via a sale to a non-domestic 

trade or financial buyer will be higher. A functional IPO market has a significant impact on the 

ability of a country to retain domestic ownership of growth companies. 

Many of the rationales for going public to be mentioned later in Chapter 3.4 also tie into the 

benefits accruable to a nation on the aggregate level. Greater corporate transparency can reduce 

the size of the grey sector (Pagano, Panetta and Zingales 1998). More widely dispersed ownership 

of companies could be argued to provide benefits for social cohesion and equality. The more 

listed companies there are in a country, the healthier the ancillary finance sector tied to the 

national public market is likely to be, and the lower the risk of finance jobs being offshored to a 

non-domestic financial center (Claessens, Klingebiel and Schmukler 2002). Benefits from greater 

managerial mobility are noted by Maug (1996), which is in essence similar to the circulation of 

informed capital brought up by Michelacci and Suarez (2004). The aggregate impact of all these 

other effects is here assumed to be of a lower magnitude than that of the four main rationales 

listed earlier. 

All these listed effects contribute to the greater performance of those economies which possess a 

functional listing market. The functionality of the listing market is highly interlinked to the 

functionality of the overall public equity market in general, but it also encompasses separate 

characteristics, as evident above. On the general level, empirical results from Levine and Zervos 

όмффуύ ŀƴŘ wŀƧŀƴ ŀƴŘ ½ƛƴƎŀƭŜǎ όмффуύ ǎǳƎƎŜǎǘ ǘƘŀǘ ǘƘŜ ǎƛȊŜ ŀƴŘ ŀŎǘƛǾƛǘȅ ƻŦ ŀ ƴŀǘƛƻƴΩǎ ǎǘƻŎƪ ƳŀǊƪŜǘ 

are key indicators of economic performance. Levine (2002) finds that the relative level of 

development between the public market and the banking sector in a country does not help in 

explaining economic growth, i.e. the good functionality of both public and private finance helps 

economic growth, but the functionality of either one is not significantly more important than that 

of the other. 

How can a functioning IPO market be identified? The answer from an investment banker might 

revolve around first day price increases, the ease of finding buyers during book-building and 

similar characteristics related to the completion of an individual IPO process. Such 

characterizations would, however, be quite far from the approach of IPO activity as a factor 

contributing to the national economy. From that perspective, and building upon the four category 

framework presented earlier, a functioning IPO market is one that enables and encourages the 

realization of value from those four sources. In practice, when the barriers to go public are low, it 

can be assumed that the owners and management of a company will take the public option if it 

would have a positive value creation effect. The transaction costs of an IPO and the recurring 

costs of public status shift that equilibrium point. In addition, some of the benefits may be 

masked by skewed incentives, moral hazards, and some benefits are accruable to the public in 

general rather than to the individual company in particular. 

The benefits to the public arise largely from the improved environment for growth companies. At 

least in Finland, the state invests large amounts in the fostering of innovation and of growth 

companies. With a viable IPO exit alternative, the incentives to start growth companies, to keep 

them growing and to provide support and financing to them are all higher. If that causality is 
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significant, supporting the public markets would be one of the core tools for increasing company 

growth.  

Due to the path-dependent nature of listing market functionality, the dismantling of obstacles to 

listing may not be profitable for any single private actor, as the benefits accruable from a more 

effective market would be spread wide. If, for example, the lack of IPO service providers in the 

market pushes transaction costs high, few companies will opt to list. The fewer companies 

deciding to list, the higher the costs will become as expertise gets dated and competition 

dissipates.  

All in all, the majority of the costs and private incentives skew the individual decision against 

going public and thus away from the equilibrium point that would otherwise be optimal from the 

aggregate perspective. Therefore, the direction of any exogenous effort intended to maximize 

overall economic benefits should be to increase IPO activity. In other words: the more IPOs the 

better. 

In the light of for example the IT boom it can also be argued that a less exuberant listing market 

would have resulted in a more favorable outcome. Effort of entrepreneurs would have been 

directed more towards building lasting value in a wider number of sectors, instead of a rush to 

build up dot-coms to take public, resulting in a misallocation of effort and a regressive 

redistribution of wealth. At present, there is no significant discussion implying that the 06-07 

market summit would have had a level of excess similar to the dot-com IPOs of the previous 

boom. 

It is important to note that the physical location of the listing place is not very significant from the 

viewpoint of a national economy. While the physical location does to an extent dictate the 

availability of services and the location of finance sector jobs, most of the benefits of public 

markets are tied to the company and where it operates. Therefore, a national IPO market should 

not be tightly coupled with a national marketplace, but rather to the overall listing market 

available to the companies operating in that nation. The definitions country of origin and country 

of domicile generally ǉǳƛǘŜ ǿŜƭƭ ƳŀǘŎƘ ǘƘŜ ŎƻǳƴǘǊȅ ǿƘŜǊŜ Ƴƻǎǘ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ŜƳǇƭƻȅƳŜƴǘ 

occurs. Thus country of domicile can be used as a proxy for the country to which most of the 

earlier identified benefits accrue to. 

To find out whether the listing market is working, the raw number of IPOs may not be the correct 

measure. The most interesting category of IPOs is the ones done by growth companies. The 

effectiveness of the listing market matters the most for those companies, and through growth 

companies the indirect impact of the listing market on the national economy is the greatest. Of 

the earlier listed effects, the two last and parts of the first are exclusive to growth companies. 

When a public company splits itself in two, the value added would be limited in the light of the 

listed effects. Many carve-outs can, however, be likened to listings of independent growth 

companies. A growth venture can be fostered inside a large company and then be listed once 

sufficient size is attained, or a small venture can be bought by a large company and then spun off, 

which basically substitutes the usual private equity route in the path towards a listing. Most 

demergers, however, involve relatively large business operations on both sides of the division. 
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3.2 Company growth and the IPO 

An initial public offering is the first offering of a security to the general public. IPOs can occur for 

both debt and equity securities, but this study uses the term indicating solely equity IPOs. A 

private company becomes a public company when the IPO has been completed and the 

ŎƻƳǇŀƴȅΩǎ ǎǘƻŎƪ ƛǎ ǇǳōƭƛŎƭȅ ǘǊŀŘŜŘΦ wŜƎǳƭŀǘƛǾŜ ǊŜǉǳƛǊŜƳŜƴǘǎ ŦƻǊ ǇǳōƭƛŎ ŎƻƳǇŀƴƛŜǎ ƻŦǘŜƴ ōŜŎƻƳŜ 

binding already prior to that point in time. Becoming public is an important step in a ŎƻƳǇŀƴȅΩǎ 

life and the effects linked to public status often surpass the direct financing implications of the 

initial security offering. 

The most commonly cited function for an IPO for a company is to gain new capital into the 

business and to improve the possibilities for future infusions of financing (Ritter and Welch 2002). 

For prior owners, the IPO also serves as a means of exit, or portfolio diversification (Black and 

Gilson 1998). Similar to the financing needs, the exit may happen in the IPO or later, enabled by 

the increased liquidity provided by the public trading of the stock. The relative motivational 

importance between exit and added financing varies for each individual company. Additional 

considerations may also affect the decision and are discussed later in Chapter 3.4. 

In the US market, the common perception is that all successful companies eventually go public, 

due to the liquidity and diversification benefits of the move (Helwege and Packer 2009). Many 

companies, however, choose to stay private despite being large and profitable. In European 

markets, there are generally fewer public companies than in the US (Ritter 2003). 

Most companies finance their early growth through a variety of instruments and sources of 

funding. The initial outlay can come from the entrepreneur and his close friends and relations. 

Later on growth is funded by other private investors, venture capital sources, and especially in the 

Finnish case by public growth funding. Cash-flow financing is always one option, but rarely fulfills 

all the financing needs for high growth companies. Accessing the public equity markets is one 

method of financing available to a company. An IPO is not only a means to secure more funding at 

the point of the offering, but it also opens the option to do more offerings later on, called 

seasoned equity offerings or SEOs (Ritter 2002). A company can also list and become publicly 

traded without directly offering any new equity at the time of the listing, but that generally 

requires an already wide dispersion of ownership to facilitate liquidity (Derrien and Kecskes 2007). 

The conventional way to go public is to coordinate with an exchange and underwriters to get the 

stock to be publicly traded starting from an IPO, and to implement the changes required to 

comply with the national regulations for publicly listed companies (Gajewski and Gresse 2006). 

The process is described in more detail in the next chapter (3.3). The different methods to go 

public are listed below, under terminology. 

As IPOs differ by motivation, method, location and by other characteristics, counting their number 

is subject to decisions on what categories to exclude. The most common exclusions made are to 

discount secondary listings. Listings to alternative marketplaces, pre-entry lists and similar may 

also be excluded by some data aggregators. Investment fund IPOs, including real estate funds, 

differ in their characteristics and in the role they perform for a national economy. These types of 

IPOs can justifiably be excluded when counting the number of IPOs. 
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A considerable amount of research can be found in the field of IPOs. Most of the academic 

research has been descriptive in nature, observing the intricacies in the emergent behavior of 

IPOs. This prior research can roughly be categorized as follows, linked to the questions why and 

how: 

- IPO process, pricing, performance and cyclicality ς Chapter 3.3 

- Function of IPOs and the IPO decision ς Chapter 3.4 

The value of a functional IPO market for a national economy (covered earlier in Chapter 3.1) and 

the determinants of national IPO market activity (Chapter 3.5) have so far elicited a very limited 

amount of direct research (Ritter 2002). 

3.2.1 Different t ypes of IPOs 

Demerger, spin-off, carve-out 

A demerger is when an established public company splits into multiple separate listed entities or 

sells off one of its subsidiaries by listing it on the public market. These types of public offerings do 

not directly increase the size of the public market per say. Carve-outs provide companies with an 

extra source of cash and can be thought of as financing through divestments (Wagner 2004). In 

spin-offs the shares of the new entity are distributed to the existing shareholders (Michaely and 

Shaw 1995). 

Reverse IPO 

Reverse IPO happens when a private company acquires a public company and thus gains access to 

its public status. Especially if the buying company is much larger than the acquisition target, the 

reverse IPO can be thought of as effectively a new IPO. Often the targets are so called penny-

stocks, companies of low market capitalization. The acquiring company can save on fees and IPO 

valuation discounts by going public via this method. Reverse IPOs are rarely caught when the 

number and volume of IPOs are calculated. 

Secondary listing, depository receipt 

A secondary listing refers to a parallel listing on an exchange other than the initial primary 

exchange of the company. The main effect of a secondary listing is to make the stock available for 

trading in an alternative venue. For example, many companies in developing markets list both in 

their home market exchange, as well as on a better known international exchange, such as the 

London Stock Exchange. This allows the investors interested in such companies to deal in the 

stock on their preferred venue, and gains the company increased publicity (Ernst & Young 2008). 

Depository receipts are an alternative method for organizing such dual listings, giving the receipt 

owners a certificate linked to a stock listed in another country but dealing in the receipts on other 

markets9. The end result for an investor is in most respects the same as in secondary listings. 

                                                           
9
 Source: http://www.londonstockexchange.com/en-gb/products/membershiptrading/securitytypes/ on 

7.9.2009 

http://www.londonstockexchange.com/en-gb/products/membershiptrading/securitytypes/
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A listing, in contrast to an IPO, is assumed in this paper to refer to any new listing of a stock on a 

marketplace. Thus a secondary listing is a listing, but not an IPO, while all IPOs are also listings. 

Privatization 

Privatization as a term refers to the act of a state-owned company being listed publicly as the 

state sells off all or a part ƻŦ ǘƘŜ ǎǘƻŎƪ ƛǘ ƘƻƭŘΩǎ ƛƴ ǘƘŜ ŎƻƳǇŀƴȅΦ tǊƛǾŀǘƛȊŀǘƛƻƴ ƛǎ ǳǎǳŀƭƭȅ ƻƴƭȅ ǳǎŜŘ 

for the initial public offerings of such companies, although as a phenomenon it can also refer to a 

lowering of the remaining stake that a state owns in a company. 

3.3 IPO process and cyclicality  

The IPO process is the same on a general level in all European countries. The firm going public has 

to receive a permission to do so from the national regulatory authority overseeing the market in 

question and/or from the exchange, pursuant to the fulfillment of specific listing criteria (Gajewski 

and Gresse 2006). A financial institution is selected to be the underwriter for the issue, and 

usually helps also with other aspects of the process. For larger issues, a syndicate of banks may be 

built to ensure liquidity and fair pricing. 

A due diligence process is conducted prior to the listing to examine the company. The extent and 

scope of the due diligence varies by marketplace. A prospectus detailing the company is often 

required, albeit not for all alternative markets when the issue is not offered to the public 

(Gajewski and Gresse 2006).  

There are different methods for price-setting and distribution of the stock. The three main types 

of IPO pricing are book building, fixed and auction (Ritter 1998). The price level for the shares is 

eventually set mainly based on the general corporate valuation methods, namely discounted 

cash-flow analysis (DCF) and multiple comparisons, augmented by perceptions on what the 

market would be interested to pay for the stock. In an auction type IPO, the price is found through 

the auction mechanics, i.e. based on the valuations done by the buyers. 

CǊƻƳ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǾƛŜǿǇƻƛƴǘΣ ǘƘŜ IPO process consists of the following steps: Gauging interest, 

possible price level and costs; Making the decision to list; Obtaining approval for the listing; 

Marketing the IPO with road-shows, meeting large investors and publishing a listing prospectus; 

Price setting, depending on the IPO method chosen; Changing the company organization and 

processes to prepare for the public status and the concomitant responsibilities; and finally the 

actual sale of stock handled by the exchange, the underwriters and the brokers (Ritter 1998, 

Jenkinson and Ljungqvist 2001). 

Going through an IPO imposes both direct and indirect costs on the company. The direct costs 

include the legal, auditing and underwriting fees. The indirect costs consist of the management 

time and effort used on the offering, the effort to change e.g. reporting to comply with the 

requirements for public companies, and the dilution associated with the selling of shares at an 

offering price that is, on average, below the price prevailing on the market shortly after the IPO 

(Ritter 1998). In addition to the onetime costs of going public, public status imposes recurring 

costs on the company, mainly related to the reporting requirements borne by public companies. 
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The IPO literature documents three intriguing empirical patterns: i) short-run underpricing; ii) 

long-run underperformance (although this is contentious); and iii) extreme time-series 

fluctuations (cyclicality) in volume and underpricing of IPOs (Ritter 2002).These patterns have 

received the most attention in past research in the field of IPOs, possibly due to the combination 

of them contradicting efficient market theory and the ease of measuring these patterns. 

However, these areas of interest, with exception of cyclicality, offer only limited value for 

understanding the dynamics of national IPO markets. 

The most common explanation offered for underpricing is information asymmetry (Ritter 2002): 

Compensation to the buyers for the adverse selection risk and the risks inherent in the 

information asymmetry between the seller and the buyers. As the seller is likely to know more 

about the company than the buyer, only trades where the company is in a worse state than 

publicly believed would be completed (adverse selection ƻǊ ǿƛƴƴŜǊΩǎ ŎǳǊǎŜ). A built-in discount 

must be offered to the buyers to compensate for this phenomenon. It is important to note that 

the indirect costs arising from information asymmetries can at times be much larger than the 

direct costs of equity issuance (Ritter 2002), and especially so for companies with hard to 

understand businesses (Maksimovic and Pichler 1999). 

The volume of IPOs has been seen to vary historically in cycles between hot and cold IPO markets 

(Ibbotson and Jaffe 1975, Ritter 1984). The periods of high IPO volume by numbers usually match 

periods of high stock market returns and valuations (Ritter 1998, Lowry and Schwert 2002). The 

hot IPO markets also have other common characteristics, including severe underpricing i.e. high 

initial price increase and oversubscriptions of many offerings. Moreover, in some cycles the 

offerings have been concentrated in particular industries, such as the IPO upcycle that coincided 

ǿƛǘƘ ǘƘŜ L¢ ōƻƻƳ ƻŦ ǘƘŜ ƭŀǘŜ флΩǎ ŀƴŘ ŜŀǊƭȅ нлллΩǎ (Doeswijk, Hemmes and Venekamp 2006). Such 

industry cycles are often related to a spurt of technological innovation in that field (Helwege and 

Liang 2004). While the IT boom occurred simultaneously in most developed countries, there are 

numerous examples of other booms specific to individual countries (Ritter 1998). Based on the 

material of (Helwege and Liang 2004), individual industries have not been hot when the overall 

market has been cold. 

Various signaling and information asymmetry explanations have been brought forward to explain 

the apparent herd behavior that underlies IPO cycles. From the investorsΩ viewpoint, the more 

companies from a single industry to have listed in close temporal proximity, the higher the 

availability of information on that industry. The information production costs for each individual 

firm at the margin are also lower when the IPOs are άōǳƴŘƭŜŘέΦ ²ƘŜƴ ƳǳƭǘƛǇƭŜ ǎƛƳƛƭŀǊ ŦƛǊƳǎ ƭƛǎǘ ŀǘ 

the same time, the companies and the investors need to spend less effort to alleviate the 

information asymmetries, thus lowering the costs to go public (Benveniste, Busaba and Wilhelm 

2002, Alti 2005). 

Success of other recent IPOs reinforces the perceptions of owners and managers in other 

companies that they too could utilize the IPO route successfully. Success gives out the message 

that there is funding available on the market, and since IPO processes are risky and costly 

investments, such information lowers the perceived risks. A cascade of IPOs is initiated by the 

success of the early movers (Ritter 1998). 
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Another explanation for IPO market cyclicality is wild bullishness on the part of irrational investors 

during such hot markets (Lerner 1994, Loughran and Ritter 1995). If that is the case, hot market 

IPOs would be associated with poor returns reflecting their lower quality. The corollary on the 

company side would be that the owners of a company time an IPO to take advantage of a window 

of opportunity when valuations are temporarily high. Helwege and Liang (2004) for one do not 

find evidence that hot and cold market IPO firms would differ in quality, as measured by long-

term returns. Poor longer term returns are not limited to hot market IPOs in their data. The logical 

weakness of the irrationality theory is that it relies on the assumption that the owners of 

companies would be consistently better able to spot mispricing than the investors (Pástor and 

Veronesi 2005). 

Helwege and Liang (2004) conclude based on their results that the hot markets are not caused by 

adverse selection costs, managerial opportunism or technological innovation, but mainly by 

greater investor optimism. This optimism increases the price investors are willing to pay for IPO 

stocks, increasing the salience of that financing and exit option for the owners of private 

companies. Lowry and Schwert (2002) highlight the signaling effects of successful (high initial 

return) IPOs as the main cause of hot markets, and (Pástor and Veronesi 2005) conclude along the 

same lines. 

Markets require critical mass to obtain economies of scale in the process of lowering information 

asymmetry costs. Signaling effects would also be weaker in a market of low absolute volume. To 

what effect signaling and IPO bundling benefits transcend country borders is not known, but a 

major part of the effect can be assumed to be country-specific. I.e. IPOs occurring in neighboring 

countries have only a partial signaling effect on the domestic market, as well as a lower impact on 

reducing IPO costs (direct fees and indirect discounts offered to investors). If hot IPO markets are 

the sole result of hoaxes and investor irrationality, the lack of hot IPO markets could be seen as a 

boon, as discussed earlier in Chapter 3.1. But based on past research, the evidence is thin on hot 

market IPOs being on average of lower quality. 

3.4 Determinants of the go public decision  

3.4.1 Reasons to go public  

The most commonly cited reasons for going public are the need to access a market to raise equity 

capital and to sell the ownership stakes (Ritter and Welch 2002). On the other hand, absent 

financing and liquidity considerations, most entrepreneurs and managers can be assumed to 

prefer running their companies without the restrictions and burdens tied to public status.  

Acquiring financing has generally been found to be of surprisingly low importance as a driver of 

listing (Rydqvist and Högholm 1995; Pagano, Panetta and Zingales 1998). On the other hand, the 

results of Brau, Francis and Kohers (2003) indicate that companies seek an IPO when their 

financing costs through debt have increased. Public status can also improve access to debt 

financing and lower the interest rates charged by banks, hypothetically due to the better 

bargaining position of a publicly listed debtor (more alternatives for financing) and the lower 

effective risk resulting from the added transparency (Rajan 1992). The results of (Fischer 2000) 

differ from the mainstream in that he finds the need for financing to have been an important 
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reason for the IPOs in his sample. That can largely be explained by the composition of his sample: 

technology companies listing on the German Neuer Markt. 

The cashing-out rationale has found more support. Owners in need of an exit or diversification 

will see the public listing as a means to achieve that. The liquidity offered by the listing allows for 

the sale of the ownership stakes without liquidity and transparency discounts. Owners may take 

use of temporary high valuation levels on the market, and be enticed to cash out by those (Black 

and Gilson 1998). 

The interview-based approach of Brau and Fawcett (2006) highlighted the significance of 

ŜǎǘŀōƭƛǎƘƛƴƎ ŀ ƳŀǊƪŜǘ ǾŀƭǳŜ ŦƻǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǎǘƻŎƪ ŀƴŘ ǳǎƛƴƎ ǘƘŜ ǎǘƻŎƪ ƛƴ ŀŎǉǳƛǎƛǘƛƻƴǎΦ ¢ƘƻǎŜ 

reasons surpassed financing concerns in the thinking of the CFOs. Additionally, market value acts 

as a performance measure and allows for incentives schemes (Zingales 1995; Mello and Parsons 

1998; Subrahmanyam and Titman 1999; Brau, Francis and Kohers 2003). 

The media attention tied to the public listing and the increased coverage offered to public 

companies can entice some to go public partly to receive free marketing (Yosha 1995, Ellingsen 

and Rydqvist 1997). Public status is seen by many corporate customers and partners as a signal of 

trustworthiness (Diamond 1991). A public company will also receive feedback from the market 

e.g. on its strategy, which can be seen as a benefit by some (Subrahmanyam and Titman 1999; 

Bradley, Jordan and Ritter 2003). 

Many of the costs of an IPO ς marketing, legal and auditing work etc. ς are fixed and thus offer 

high economies of scale both on the company level (Jenkinson and Ljungqvist 2001) and also on 

the service provider side, benefiting all other companies listing at around the same time. Costs 

coming from reporting requirements and the time used by the board and managers to meet the 

transparency requirements are recurring in nature. The type of business done by the company 

affects the size of the discounts needed to overcome information asymmetry and adverse 

selection. The simpler the ŎƻƳǇŀƴȅΩǎ ōǳǎƛƴŜǎǎΣ ǘƘŜ ƭƻǿŜǊ the discounts are likely to be; and the 

larger the company, the lower the fixed costs are in comparison ǘƻ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǊŜǎƻǳǊŎŜǎ. 

Jääskeläinen (1991) interviewed the management of 20 companies that listed during the Finnish 

IPO boom of the late мфулΩǎΦ ¢ƘŜ ŦƛƴŀƴŎƛƴƎ ŀǎǇŜŎǘ ǿŜǊŜ in most of the cases of similar importance 

as the other benefits, most notably sale of company by the owners, extension of ownership base, 

and binding in personnel. The financing rationale, however, was almost always the most 

prominent reason given in the publicized material of the companies. 

The effect of the self-reinforcing publicity cycle was seen to be important in marketing the IPO 

option towards company decision-makers during ǘƘŜ CƛƴƴƛǎƘ ƭŀǘŜ улΩǎ ǎǇǊŜŜ ƻŦ ƭƛǎǘings. The low 

flexibility of the Finnish banking system in those days was one driver for companies to go public. 

High dependence on a small number of banks that enforced fixed limits on leverage pushed 

companies towards alternative financing methods to increase their own freedom. In the late 

1фулΩǎΣ ōŜŎƻƳƛƴƎ ǇǳōƭƛŎ ǿŀǎ seen to be associated with a positive publicity impact. The personal 

ambitions of the top management were an important part of the listing decision in many of the 

researched companies. At the extreme, listing could be seen as a way to access ǘƘŜ άŦǊŜŜέ 

shareholder money to gain higher private benefits for the manager. 
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The ability to finance acquisitions with stock was seen as a significant advantage for being public, 

but mostly only after the fact, when that possibility had been utilized by many of the newly listed 

companies. One of the most important reasons to go public for the Finnish sample was the 

reformation of ownership base. Many companies had over the years acquired a dysfunctional 

ownership structure. Large owners were not acting based on financial motivations, were not 

interested in providing new funding and either did not participate in the governance or were 

overtly active in making even operational decisions, overriding the company management. Public 

listing was seen as a method to alleviate these problems. 

Helwege and Packer (2009) argue that private benefits of control accruable to the owners are the 

main incentive for staying private. They find that family-controlled firms have a significantly lower 

probability to file an IPO, and that board structures granting high autonomy to the manager have 

a similar effect. Prestige can be a big factor in the preferences of individuals, and the cultural 

values of a country play a role in how IPOs affect that prestige.  

Aggregated factors affecting the go public decision are listed below and split into two categories. 

The first contains the abstract factors where the benefits or costs accrue to the company, and the 

second one consists of the personal-level, often psychological factors that are no less important in 

the go public decision in practice. The correct categorization is not obvious for every factor, but 

the distinction is still of value. 
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Table 3 - Reasons to go public 

Reasons to go public or to stay private on the company level 

Acquiring new financing, adjusting capital structure  

Lowering the cost of debt financing Rajan 1992 

Decreasing liquidity and transparency discounts  

Credibility for being a public company, signal of company quality Diamond 1991 

Marketing effect of the free visibility from the public status Yosha 1995, Ellingsen and 
Rydqvist 1997 

Free, diverse (serendipitous) information received by a public company, 
e.g. from analysts 

Subrahmanyam and Titman 
1999; Bradley, Jordan and Ritter 
2003 

Market value for the company acts as a measure of performance Zingales 1995, Mello and 
Parsons 1998, Subrahmanyam 
and Titman 1999 

Using listed shares as incentives for employees or to bind in employees Röell 1996 

Ability to use equity when making acquisitions Brau, Francis and Kohers 2003 

Changing the ownership structure: dispersion, buying out unwanted, 
generational change, privatization 

Jääskeläinen 1991 

One-time costs of listing Chemmanur and Fulghieri 1999, 
Bartlett and Shulman 2003 

Recurring costs of public status  

Factors affecting the go public decision on a personal level: managers, owners, board 

Realizing owner value and gaining liquidity, diversifying ownerôs portfolio Black and Gilson 1998 

Easier management of an already wide ownership-base Jääskeläinen 1991 

Making use of a high valuation on the market, ñwindow-of-opportunityò and 
other perceptions on the current valuation 

 

Loss or accrual of private benefits and prestige Helwege and Packer 2009 

Fear of the risks and effort for owners, board and management in regard to 
trading and decision-making 

 

Time taken by the listing process  

Loss of control  

Gaining independence from banks  

Loss of confidentiality Yosha 1995, Maksimovic and 
Pichler 2001 

Fear of negative publicity  

Peer pressure or example  

Tax benefits or disadvantages of being publicly listed  

 

3.4.2 Alternatives to  going public  

The availability and cost of alternative financing and exit methods also affects the IPO decision. 

Only if the IPO offers a better price will it be chosen over the alternative routes. Alternative 

financing methods include debt financing and equity, debt or hybrid forms of financing by venture 

capitalists, private equity companies and other sources of private placements. Alternative exit 

routes include trade sale to an operational company and selling to a financial buyer such as a 

private equity company. Of course, the status quo is also always an alternative. The company can 

choose to avoid investment-based growth in excess of operational cash flow if the cost level or 

other characteristics of the additional financing are unattractive. Similarly, owners can choose to 

delay liquidation or diversification of their ownership in the absence of a tempting offer. 
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A trade sale is the main alternative for implementing a full exit without going directly to the public 

market. A trade sale ς acquisition of the company by another operational entity ς can bring 

additional benefits due to the synergies between the two companies. Trade sales generally have 

lower transaction costs than public listings (due to lower information asymmetry and other 

reasons) and can be a low risk alternative favored especially by financial sellers, such as venture 

capital investors. Owner-entrepreneurs may shirk the option due to the likely loss of control 

associated with the option. 

A private company can effectively gain access to the public market by being sold to a public 

company, which offers a way to avoid the transaction costs and some of the valuation discounts 

associated with IPOs (Poulsen and Stegemoller 2008). Research into the share of economic 

activity being done under public ownership and the non-organic growth of public companies 

within a country could allow for alternative measures for weighing the extent of public equity 

access in a country, and the routes taken to obtain that access. 

Factors related to these alternatives, especially the price and availability of debt financing, have a 

major impact on the activity levels of the listing market (Brau, Francis and Kohers 2003). Ready 

availability and low cost of debt to do trade sales and leveraged financial purchases (e.g. LBOs, 

leveraged buy-outs) has increased the relative attractiveness of the trade and financial sale 

alternatives in the years leading up to 2008 (Ernst & Young 2008). In the same vein, the limited 

availability of leverage during the subsequent crisis could lead to a strengthening in the 

attractiveness of the IPO exit route. Availability and cost of debt can be assumed to have followed 

roughly the same cycle over all European countries during the observation period of 2003-2008. If 

so, cost of debt cannot be used to explain the differences in IPO activity between countries. 

If IPO activity is low only because trade sale opportunities are good, the signal provided by low 

IPO activity may be of low importance from the national economy viewpoint. If IPO activity is low 

because of institutional problems in the IPO market, but the effect on the overall exit market is 

temporarily masked by a boom in other alternative routes, the impact on exit possibilities may be 

striking when that trade sale boom ends. Executing an exit at a reasonable price would be hard if 

neither the national IPO route nor the international trade sale route is functioning. Measuring all 

sections of the exit and financing markets in parallel would offer a more comprehensive 

resolution on these matters than simply measuring the activity level in only one alternative at a 

time, but is not done within the scope of this study. 

3.4.3 Prior quantitative research  

Access to data on private companies has been a central problem in the prior quantitative research 

on the go public decision. Different approaches have been taken around it. Some authors have 

limited their scope to IPO companies only or observed companies that have signaled interest to 

do an IPO (Boehmer and Ljungqvist 2004). Others have used limited datasets e.g. VC portfolio 

companies and compared IPO outcomes against other end results (Giot and Schwienbacher 2006). 

Yet others have had access to national databases of private companies. Many of the raw results 

are thus heavily biased by the selection bias inherent in the used data source and sample. 
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Giot and Schwienbacher (2006) studied the factors affecting the method and timing of VC exits. 

They modeled the question of exit choice with a competing risk model with the possible exit 

routes categorized as IPO, trade sale, liquidation and other routes. The results thus explained 

both the factors affecting the relative probability of the different exits, as well as the time 

distribution of an exit in general, and of the different exit routes in relation to each other. The IPO 

time distribution was heavily hump-shaped, i.e. IPO exit probability was high at around 3 years 

from entry, and decreased sharply when going far from that mid-point in either direction.  

Companies with venture capital or private equity backing are generally more likely to go public 

than other comparable firms (Helwege and Packer 2009). The drive for an exit by such owners 

lowers the probability of the no growth and no change in ownership scenarios, increasing the 

probability of a trade sale or an IPO. IPOs have been found to result on average in more profitable 

exits for VC firms than trade sales (Giot and Schwienbacher 2006). 

Jeng and Wells (2000) researched the determinants of national venture capital activity on the 

aggregated country-level with a sample of 21 European countries and using the number of IPOs as 

one of the independent variables. A large share of the cyclicality in venture capital investing can 

be explained by IPO cycles. The link between IPOs and venture capital activity is strongest for late 

stage investments. Gompers et al (2007) also find evidence that VC companies time their 

investments so that they can exit during hot IPO markets. The timing is more prevalent for VC 

firms with higher industry experience than for those with lower experience. 

Jeng and Wells make attempts to find out the directionality of the VC to IPO link by examining 

shorter time panels, during which VC investments cannot yet have matured into IPOs, and the 

correlation still stands. IPOs correlate with VC activity over and above the amount of exits that 

directly result from the higher VC involvement. It is reasonable to argue that the link between VC 

activity and IPOs works in both directions. A functional and active IPO market offers better exit 

opportunities for VC companies, and higher VC activity results in more exits of growth-oriented 

companies, one exit route being an IPO. 

In addition to their studies into the legal determinants of external finance, La Porta et al. (1997) 

analyze the legal determinants of IPO finance. They find that rule of law, as per their definition, 

has a large positive effect on the number of IPOs in a country. Moreover, a higher level of anti-

director rights correlates especially strongly with more IPOs. On a general level, civil law 

countries, especially ones of German and French origin, have a lower level of IPO activity. Jeng 

and Wells find that these same legal characteristics, or the national cultures linked to the legal 

aspects, drove VC activity in the same way as with IPOs, and stateΥ άLǘ ŀǇǇŜŀǊǎ ǘƘŀǘ ǎǘǊǳŎǘǳǊŀƭ 

factors are driving the positive relationship between the two, and that we are not just observing 

ǘƘŜ ƳƻǾŜΣ ƻǾŜǊ ǘƛƳŜΣ ƻŦ ǾŜƴǘǳǊŜ ŎŀǇƛǘŀƭ Ŧƭƻǿǎ ƛƴǘƻ Lth ŦƭƻǿǎέΦ 

One further notable observation from Jeng and Wells is the lesser relationship of IPOs to 

government-backed VC activity. High IPO numbers are linked mainly to high private VC activity, 

but there it could also be that governments take a greater role in growth funding in countries with 

sparse private VC activity. 
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The variables used in the quantitative modeling of earlier papers on the go public decision are 

listed in Table 4 below. Most have used logit or probit models, with some opting for multivariate 

and survival analysis variations. In addition to ex ante (before the IPO) characteristics and 

behavior, some papers have also taken into account company behavior after the fact (ex post). 

Table 4 - Determinants of the go public decision in prior research 

Research Variable Operationalization Effect 
(+/0/ï) 

Helwege and 
Packer (2003)  

Which companies go public? (US) 

Size Log of sales + 

Growth Last year sales growth % 0 

Growth opportunities CAPEX / assets 0 

Age Log of years product has been sold / 
incorporated 

ï 

Profitability EBITDA/Sales ï 

Leverage Long-term debt/assets or EBITDA/int. expense 0 

Debt overhang 1 if Investment grade by Moodyôs 0 

Bad news / distress 1 if significant bad news or neg. prof. & growth ï 

R&D reporting dummy 1 if reports R&D expenditure 0 

Shareholder base Number of shareholders 0 

Multiple classes of stock 1 if yes 0 

VC exit need 1 if 25%+ VC/PE ownership + 

Information serendipity 1 if retail sector + 

Desire for control 1 if 100% of ownership for non-VC mgmt/family ï 

Cycle Industry MTB + 

De Albornoz 
and Pope 
(2004) 

Why did companies go public? (UK) 

Size Log of sales or log of total assets + 

Growth Last year sales growth % + 

Investment opportunities CAPEX / assets + 

Profitability EBITDA/Total assets or Operating profit/Total 
assets 

+ 

Leverage Total debt / Total assets 0 

Stock price levels Median MTB in same industry ï 

Company risk Intangible assets / Total assets ï 

Width of customer base Dummy for being in retail + 

Pagano, 
Panetta and 
Zingales (1998) 

Why did companies go public? (IT) 

Size Log of sales + 

Growth Rate of growth in sales + 

Investment rate CAPEX / assets 0 

Profitability Lagged ROA + 

Leverage Lagged equity ratio 0 

Investment opportunities / 
Buoyancy of market 

Median MTB in same industry + 

Relative cost of credit Cost relative to average that year 0 

Availability of credit Herfindahl-index of credit lines 0 

Fischer (2000)  Why did companies go public? (GE) 

Investment intensity CAPEX / PPE & Intangible assets 0 

Growth Rate of growth in sales + 

Leverage Leverage in year 1 or year 2 before flotation 0 

Intangibles  Intang. assets / total long-term assets + 

Innovation R&D expenditure / sales (3 categories) + 

Profitability ROA + 
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Research Variable Operationalization Effect 
(+/0/ï) 

Boehmer and 
Ljungqvist 
(2004)  

IPO hazard rate 
after showing 
interest for an IPO 

When do companies go public? (GE) 

Firm-level value drivers Industry-adjusted sales growth + 

Industry-adjusted earnings growth + 

Industry-adjusted return on sales + 

Market conditions and 
investment opportunities 

Intention to sell secondary shares, 1 if yes ï 

Median industry mtb 0 

Median industry index return + 

Uncertainty about future 
profitability 

Log of age at IPO announcement 0 

Industry index volatility 0 

Private benefits 1 if family firm ï 

Macroecon. conditions Consumer confidence index + 

Debt & IPO cycle Corporate bond yield premium over FIBOR 0 

Trailing average 4Q IPO initial return 0 

Log number of IPOs ï 

Giot and 
Schwienbacher 
(2006)  
Probability and 
time to an IPO for 
VC-backed 

Which exit decision and when? (VC exits) 

Investment size Amount invested by VCs + 

Industry Biotech > Internet > Medical > Others N/A 

IPO cycle # of IPOs in given year + 

Syndicate size # of VCs in syndicate + 

VC experience Age of oldest VC company 0 

Geographical proximity 1 if company and VC from same state 0 

Brau, Francis 
and Kohers  
(2003)  

Only significant 
ones listed,  
+ = IPO more 
likely, 
ï = takeover more 
likely 

IPO vs trade sale decision (trade sales to public companies) 

Concentration of industry Herfindahl-index + 

High-tech industry 1 if yes + 

IPO market hotness # of IPOs vs number of takeovers + 

Current cost of debt 3 month T-bill rate + 

Inside ownership % after the transaction + 

Size Assets or transaction size + 

Industry valuation High industry market-to-book ï 

Financial services industry 1 if yes ï 

High debt industry Mean of industry leverage ratio ï 

Liquid for insiders % of deal value paid in cash to owners ï 

Categorization of effect relates to the statistical significance and degree of impact found, and is based primarily on 

the interpretations of the original authors, when those were explicitly stated. Thus 0 refers mainly to statistical 

insignificance, but in some cases in addition to the magnitude of the impact. Many of the results were borderline 

cases, and depended on the choice between alternative panels of data. 

3.5 Determinants of national IPO activity  

έhƴŜ ƻŦ ǘƘŜ Ƴƻǎǘ ǎǘǊƛƪƛƴƎ ŎƻƴǘǊŀǎǘǎ ŀƳƻƴƎ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳǎ ƻŦ ƳŀƧƻǊ ŘŜǾŜƭƻǇŜŘ ŜŎƻƴƻƳƛŜǎ ƛǎ 

the difference in the propensity of firms to use publicly traded forms of financeΦέ (Röell 1996) 

έThe number of companies going public also varies dramatically from country to country. 

Differences in corporate governance, laws and their enforcement, and culture explain much of the 

differences, but study of ǘƘƛǎ ƛƳǇƻǊǘŀƴǘ ǘƻǇƛŎ ƛǎ ǎǘƛƭƭ ƛƴ ƛǘǎ ƛƴŦŀƴŎȅΦέ (Ritter 2002) 

There is an apparent lack of academic research on the differences in national IPO activity levels 

and the causes of those differences. Partly this is a result of the US centricity of the research, and 

secondarily of the complexity of the question, including the inherent endogeneities and the poor 
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availability of uniform quantitative data on private companies across country borders. In this 

chapter, a framework for understanding the drivers of national IPO activity is presented.  

In 2007, The Finnish Foundation for Share Promotion ordered an interview study from HSE 

Executive Education on the factors affecting the scarcity of stock market listings in Finland, 

focused on the recent years (Selosmaa 2007). The study pointed out some global trends, namely 

the move towards stricter regulation and supervision, changes from public to private status by 

many companies, and the lower cost of debt financing due to low interest rates and low risk 

margins. Using readily available leverage, private equity players may have been able to offer 

better prices for companies that might otherwise have listed. Regulation within the OMX Nordic 

Exchange and the small differences between the largely similar national supervision authorities 

were not seen to offer a likely explanation for the differences in IPO activity between the Finnish 

and the Swedish market.  

More likely reasons for the lack of activity in the Finnish market were seen to be the homogeneity 

of the investor base, the low number of growth companies and the discontinuities in taxation 

along the company growth track. Finland was seen to have a limited supply of at least larger 

growth companies. 

Carpentier, L'Her and Suret (2008) find evidence that early access to public markets for growth 

companies works well as a financing method in comparison to off-market venture capital 

financing. Moreover, micro-cap publicly listed companies are seven times more likely to list on the 

main exchanges compared to other VC backed companies. This would imply that the existence or 

lack of a functional micro-cap marketplace would have a high impact on the number of national 

listings, even if counting only the listings to the main exchanges. On the other hand, companies 

aiming for eventual public status may simply opt to list earlier, with no net effect on the eventual 

number of companies entering main lists. 

Based on their dataset of IPO markets in selected European countries between 1988 and 1998 

Schuster (2003) ǎǘŀǘŜΥ άThere is tentative evidence to suggest that changes in tax regimes (in the 

case of Sweden and France), the regulatory framework (in the case of Spain) or the IPO 

mechanism (in the case of France) have had a significant impŀŎǘ ƻƴ ǇǊƛŎƛƴƎ ŀƴŘ Lth ŀŎǘƛǾƛǘȅΦέ 

Röell (1996) provides a list of factors possibly explaining the differences in the size and activity of 

puōƭƛŎ ƳŀǊƪŜǘǎ ōŜǘǿŜŜƴ ŎƻǳƴǘǊƛŜǎΥ [ŀŎƪ ƻŦ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƛƴǾŜǎǘƻǊǎ ό±/ύΣ ŘŜŦƛŎƛŜƴŎƛŜǎ ƛƴ ŜȄŎƘŀƴƎŜǎΩ 

rules and regulations, inadequate shareholder protection (La Porta et al. 1997; Cumming, Fleming 

and Schwienbacher 2006) and differences in taxation between listed and non-listed companies. 

Most of these factors affect both IPO activity and the vitality of the wider public market, but the 

directionality of the effect varies. For example, flexible listing criteria increases IPO activity, which 

then adds to the size of the public market, while low trading costs affects the health of the public 

market, which then makes listing more attractive an option. 

Subrahmanyam and Titman (1999) state that public financing is most advantageous and most 

often chosen over private financing forms when information is cheap to acquire. They also 

highlight the externalities associated with the cost of information. Active markets of high absolute 

size are likely to yield low information costs, which then result in high liquidity and valuation 
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levels. In addition to the externalities associated with investor demand, there are obviously also 

externalities arising from other areas, such as the cost of IPO services and the level of VC activity 

in a country, as explored earlier. 

Other explanations for national IPO activity variation can be inferred from institutional differences 

in the company-level factors listed earlier in Chapter 3.4. A few points on the Finnish situation on 

taxation, regulatory differences and the availability and vitality of marketplaces oriented at 

growth companies were already presented in Chapter 2.3. The following figure depicts the 

framework that is built here on top of these observations. 

 

 

Figure 8 - Determinants of national IPO activity 

The framework proposed here for categorizing the determinants of national IPO activity (Figure 8) 

consists of three main parts. The supply section covers the company base in each country, i.e. 

what kind of private companies are available in the country to potentially list. The probability of 

an individual company to go public varies, so the company-mix of a country affects the aggregate 

IPO activity. The base can be further divided to growth companies and existing large companies. 

Growth companies are looking for new financing or for an exit through one method or another. 

Existing large private companies may choose to list for other reasons. The differences in the 

rationales and characteristics of the two categories make the distinction meaningful. 

Most of the company-level factors that affect the probability to list can be assumed to have 

roughly the same effects irrespective of the country in question. A large company is more likely to 

go public than a small one in all countries, and high-tech companies likewise, regardless of 

whether the country is Germany or the US. Most of the factors quantitatively studied in the 

earlier research fall under this category: company-specific characteristics such as profitability that 

either increase or decrease the probability to list. 

The company base renews itself over time, especially so for growth companies. This is depicted in 

the lower left corner of the framework above. In the end, the company base in a country is a 



Juuso Jääskeläinen Determinants of National IPO Activity 35 
 

result of the growth environment, including for example cultural growth ambitions, VC activity, 

entrepreneur friendliness of laws and regulations, and other such factors. 

The demand side on the right sets the valuation level available to the companies that might be 

willing to list. If there is low demand, the IPO company would have to lure in investors by further 

lowering the pricing of the IPO, and thus increasing the indirect costs borne by the company and 

its owners. An IPO is especially dependant on the liquidity of the market, as it happens over a 

limited period of time. The lower the pool of investors that would be interested in participating in 

IPOs, the higher the effective costs for the company being listed, including the value lost due to a 

lower price obtained for the stock. Various sources of valuation discounts, such as poor legal 

protection for minority owners, affect the valuation level available to IPO companies. The 

additional liquidity attained through a listing is also lower in less vibrant markets. 

IPOs of growth companies rely mainly on domestic investors partly due to the lower information 

asymmetry costs associated with such investors, and partly due to the higher visibility of domestic 

investors towards small companies (Pörssisäätiö 2001). International investors are rarely 

interested in the stock of small-cap and micro-cap companies (e.g. under EUR 100 million in 

market capitalization). Therefore, a healthy domestic investor base can be assumed to be a 

requirement for the success of small company IPOs, as the liquidity discounts may otherwise push 

the price of going public too high. If small company IPOs result in failures or small listed 

companies systematically have low liquidity and poor valuations, then those signs can be used to 

diagnose problems on the demand side of the framework. 

If there are good country-level possibilities for companies to tap a foreign market (say Israel to US 

as described in Loughran, Ritter and Rydqvist 1994) those can offer for a way to substitute the 

poor valuation offered by the local market with the better one abroad. Generally foreign investors 

are not likely to participate in the IPOs of small companies, especially if a company already has 

trouble attracting enough domestic interest. Close VC or cultural links between the countries may 

increase the interest of foreign investors in small IPOs. Listing on a non-domestic equity market is 

often linked to the company having foreign venture capital owners (Hursti and Maula 2007). 

Institutional country-level factors further affect the decision of companies to go public. If public 

status is tied with added tax or regulatory burdens, the decision will be tilted against going public. 

Low cost level for the support services for equity offerings lower the barrier to list. Such 

institutional factors are the ones that might be most easily improved by a state wishing to 

improve the functionality of its public market.  

Media environment and cultural factors may affect the consequences and perceptions of public 

listing. If financial reporting on companies is largely negative and if the vast majority of reporting 

is focused on the public companies that are easier for reporters to follow, the aggregate effect 

following from public status may be a dredging of the public perception of the company. The 

direction of the prestige effect of public status on the personal and company level may vary 

significantly between countries. 

Differences in the structure of the banking sectors between countries affect the availability of 

debt financing for growth companies. If banks are loth to lend to small, risky companies, such 
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companies would be pushed towards public markets. For trade sales and other forms of exits, it is 

difficult to come up with an example where national conditions would significantly differ between 

countries. China in earlier years, where foreign companies want to buy out domestic firms simply 

to gain access to the market might be one such example, but that is quite farfetched. 

Large absolute size of a country generally lowers many of the cost obstacles by allowing 

economies of scale to form. High absolute market size also increases liquidity as the investor base 

is larger and less homogenous. Small countries, on the other hand, can end up in an equilibrium 

where too few firms go public (Subrahmanyam and Titman 1999). 

Finally, there are cyclical factors to be taken into account if inspecting the number of IPOs 

occurring over a short period of time. For example, temporary high valuation levels on the market 

can induce cashing-out and a low cost of debt can temporarily increase the relative attractiveness 

of IPO alternatives and thus lower IPO activity. The attractiveness of the alternative forms of 

financing and exit can also mostly be categorized as a cyclical factor. 
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Table 5 - Determinants of national IPO activity 

Supply of companies with IPO potential 

 Pool of existing large companies 

  State owned 

  Spin-off candidates 

  Family owned 

  Co-operatives and similar 

  Other 

 Continuous supply of growth companies 

  Venture capital activity 

  National environment for growth companies 

 Ownership patterns 

 Other characteristics of the companies in a country (industries, asset-intensity, growth etc.) 

Institutional factors ï Factors affecting the attractiveness of going public 

 Taxation 
  Differences in the taxation of equity ownership and other asset classes 

  Differences in the taxation of individual vs. institutional equity ownership 

  Differences in the taxation of ownership in private and public companies  

  Differences in the taxation of private and public companies 

  Taxation of equity trading and ownership in general 

 Laws, regulation and oversight 
  Characteristics of the national regulatory environment for public companies: requirements, burdens, risks etc. 

  Perceptions on the above held by the company decision-makers 

 Marketplaces 
  Availability of listing venues and intensity of competition between them 
  Fee-related listings costs, availability and cost of listing services 
  Listing requirements in marketplaces, alternatives available 
  Trading costs in main marketplaces 

 IPO services 
  Availability and competition, cost levels 

 Cultural factors 
  Publicity effects of public status 
  Status effect of public status for owners and managers 

 Willingness of banks to offer debt financing to growth companies 

Demand side ï Investor interest for IPOs defining liquidity and the valuation level 

 Liquidity provided by the market 
  Investor base composition, interest for growth company stock 

 Generic valuation level of the market, market-specific relative discounts applied by the investors 

 
Attractiveness of the legal and regulatory environment (e.g. enforcement of minority property rights 
and rule of law in general) 

 Connections to other markets, possibilities for tapping demand in a foreign marketplace 

Cyclical factors 

 Attractiveness of alternative financing and exit methods: trade sales, financial sales and debt 

 Relative valuation levels on the market 

 Industry IPO cycles and national importance of those industries 

 Economic growth 
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4 Modeling the IPO decision 

The first section of the framework presented in Chapter 3.5 is statistically investigated next. To 

what degree does the company base in a country explain the national IPO activity? Basic data on 

private companies from eight European countries is used as the sample. The countries included 

are Finland, Sweden, Norway, Estonia, Hungary, France, Italy and Portugal. Other countries were 

excluded due to poor data availability. The data quality and availability are described in Chapter 

4.3, along with the identified biases. The smallest companies are also excluded to limit the size of 

the sample: Only companies with at least 2 mil. in assets or at least 3 mil. in revenue. In addition, 

most of the IPOs of companies falling under those limits are caught when entries with losses 

higher than 200 thousand EUR are included, but to ensure robustness the results are also 

calculated without companies sampled by this criterion only. The time period covered is 2003-

2008. The number of companies included in the sample by country is presented below. 

Table 6 - Sample size, companies 

 Frequency Percentage 

Estonia 5,983 1.01 

Finland 18,823 3.16 

France 162,802 27.37 

Hungary 14,616 2.46 

Italy 249,776 41.99 

Norway 56,170 9.44 

Portugal 37,174 6.25 

Sweden 49,472 8.32 

Total 594,816 100.00 

 

The regression methodology is described in Chapter 4.1 and the variables included in the model 

are explained in Chapter 4.2. A logit regression model is used to estimate the probability of a 

company to list in a given year based on the used variables. Results and analysis are presented in 

Chapter 5. 

4.1 Methodology  

It is important to find where in the path from small seed companies to listed companies the 

dearth or abundance of eventual listed companies occurs. In some countries, the high number of 

listed companies can be explained by the high supply of potential candidates for IPOs. The likely 

explanations for IPO activity depend on the company structure of a country. Too few large 

companies, large companies are already listed, or large companies choose to stay private? No 

growth companies, or companies focused on sectors with generally low IPO activity? 

The probability to list is calculated for each year based on data in that or the preceding year, 

depending on the data point. A logistic regression model is used to estimate the probability for 

the binary question of whether a company will list in that year, given the characteristics of the 

company. A logistic model differs from a probit model by its use of the logistic curve to fit the 
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probabilities instead of the normal distribution curve of the probit approach, thus yielding slightly 

thicker tails. The regression model is specified as: 
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Sub-index c above refers to the company and t to the year in question. Some of the independent 

variables are dummies, namely year, industry and country. VC activity is used separately from 

country dummies in some secondary runs of the model. The variables are explained in the next 

chapter, which also describes the modifications made to the base values to increase the 

explanatory power of the regression. The entries are clustered by company to account for the 

panel nature of the data. 

As the data is derived from private companies, a large part of the data fields are missing for many 

of the companies. To achieve the full panels of data necessary for a logit regression and to control 

for sampling error, a number of regression models are used to match different samples of the 

data. 

The contents of the Stata .do-file used to manipulate the data and run the regressions are shown 

in Appendix XV. 

4.2 Variables  

The variables and their operationalization used in the modeling are described below. The sign 

after each variable denotes the direction of the correlation that the prior research predicts for the 

variable (Table 4, Chapter 3.4). The Amadeus support documentation can be referred to for the 

mapping of Amadeus values to national accounting standards and terminology.  

Dependent variable 

IPO decision ς ipo : Binary decision to go public (1) or not to go public (0) in year t 

An IPO decision in a given year is identified based on the IPO date in the Amadeus database or by 

the year of the completion date of Zephyr database IPO events. Demerger type listings (as 

identified by Zephyr) are excluded from most regression runs (see 4.3.7). Analysis on IPO coverage 

can be found under 4.3.6. 

Company-level variables 

Size ς lnrevenue / lnassets (+) : Revenue and total assets at t 

The value for assets is available for more companies in the database than that for revenue, 

especially so for small firms. ¢ƘŜ !ƳŀŘŜǳǎ ŦƛŜƭŘ άhǇŜǊŀǘƛƴƎ ǊŜǾŜƴǳŜ κ ¢ǳǊƴƻǾŜǊέ ƛǎ ǳǎŜŘ ŦƻǊ 

revenues. Sales and number of employees are available in much fewer cases than these two 

values, so they are not used as additional or alternative size proxies. Depending on the regression, 

the modeling includes either revenue and assets, or only assets. 
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If neither revenue nor assets exists for an entry, that entry is excluded from the sample. Many of 

the cases thus dropped are indeed years when a company had not yet been active, or after it has 

went inactive. See 4.3.4 for more on the subject. 

Negative assets are modified to 0 (errors or country-specific special cases, e.g. government aid 

credits taken into account in national accounting rules10). The natural logarithm of the base values 

is used for best results, except with 0 mapping to 0. 

Size is expected to have a strong positive effect on the listing probability. 

Age ς lnage (-?) : Years since the company inception 

The exact formula for age is: ln(yearnow ς incorporationyear +1). Age is expected to have a 

negative effect on IPO likelihood, especially as age is in this case calculated from the incorporation 

year of the final entity that Amadeus has identified as being listed, which may or may not be the 

primary operational entity. This increases the number of IPOs by seemingly very young 

companies, yielding a more linear relationship than might be otherwise expected. 

Growth ς sqrtgrowth (+?) : Growth in revenues (%) from t-1 to t 

The IPO is assumed not to have an overwhelming effect on the growth rate in the IPO year, and 

since using the growth rate from t-1 to t allows for greater data availability than a value from the 

earlier years, that value is used. 

The actual growth is first capped at 300% to cut off extreme cases. Best results (highest pseudo 

R2) were obtained with a signed square root (square root of the absolute value, yet retaining the 

original sign), effectively reducing the impact of the extremes. 

Most previous research has found that high growth leads to higher listing probability on the 

company level. 

Profitability ς roa (+?) : Return on assets at t, % 

Return on assets is used instead of return on sales or revenue, as it is assumed to be more 

uniform across different industries and it also has a much better availability. 

The Amadeus value for ROA is already capped at 100 on the upper bound and -100 on the lower 

bound. Other than that, the raw value is used in the regressions. 

Most of the earlier research has concluded that higher profitability increases the chance to go 

public, although the results are not quite unanimous on this. 

Leverage ς sqrtlgearing (0) : Gearing-% at t-1, max 200% 

The gearing percentage (Net debt to equity) available directly from Amadeus is used as a proxy for 

ŀ ŎƻƳǇŀƴȅΩǎ ƭŜǾŜǊŀƎŜ ƭŜǾŜƭ. 

                                                           
10

 Amadeus support documents 
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As the IPO event is likely to significantly affect gearing, the value from the year preceding the 

event is used. The expectation of the IPO may still affect the value even in the previous year, but 

at least the effect will be somewhat muted by time. 

Quite a few companies in the sample have gearing-ratios in excess of 200%, sometimes rising to 

the thousands. This is especially common for smaller companies. To reduce the impact of 

extremes, gearing is capped at 200% and a square root of the percentage value is taken, retaining 

the original sign. 

Based on prior research, the hypothesis is that indebtedness has only a limited effect on the 

likelihood of accessing the public market. 

Industry ς nace : NACE rev. 2 primary industry main category, grouped dummies 

The 4 digit primary business activity classification as per NACE rev. 2 is mapped to the appropriate 

main category. Some of the categories are grouped together. The grouped categories are listed at 

the start of Chapter 5. Grouping was done when the number of companies and IPOs per category 

was low, and when the categories seemed to have roughly similar IPO behavior. 

The primary industry code is only available at the time of data extraction, so changes over time 

are not covered. Listing itself may affect the classification, e.g. through a change to άƻǇŜǊŀǘƛƻƴǎ ƻŦ 

ƘŜŀŘ ƻŦŦƛŎŜǎέΦ For other intricacies, see Chapter 4.3.4. 

Yearly variables 

IPO market, stock market and economy cyclicality ς year : Year dummies 

Yearly dummies are used to account for the expected strong cyclicality in IPO probability. The 

dummies are the same for all countries. The assumption is that IPO cycles move roughly in parallel 

for all countries, as seems likely when looking at the IPO count curves from the period. While the 

economic cycles may have lags between countries over the time period, the IPO and stock 

markets are expected to be more closely linked across borders. 

Country-level variables 

VC activity ς lvcearly /  lvclate (+) : % of GDP 

Relative VC activity level is used on the annual, country level. The data is obtained from Eurostat 

and is originally collected by the European Venture Capital Association (EVCA). The hypothesis is 

that VC activity correlates strongly with IPO activity. Causality is, however, more complex an issue. 

Two different values are used, seed & start-up stage (early) and expansion & replacement stage 

(late) investments. Based on Jeng and Wells (2000), the coefficient of late stage VC activity is 

expected to be higher than that of early stage. Different lag periods are tested, from 0 to 3 years. 

From Eurostat11:  

ά±ŜƴǘǳǊŜ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ƛǎ ŘŜŦƛƴŜŘ ŀǎ ǇǊƛǾŀǘŜ Ŝǉǳƛǘȅ ǊŀƛǎŜŘ ŦƻǊ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ŎƻƳǇŀƴƛŜǎΦ 

                                                           
11

 http://epp.eurostat.ec.europa.eu/cache/ITY_SDDS/EN/htec_vci_sm1.htm on 26.11.2009 

http://epp.eurostat.ec.europa.eu/cache/ITY_SDDS/EN/htec_vci_sm1.htm
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Management buy-outs, management buy-ins, and venture purchase of quoted shares are 

excluded. 

Data are broken down into two investment stages:  

- Early stage (seed + start-up) and 

- 9ȄǇŀƴǎƛƻƴ ŀƴŘ ǊŜǇƭŀŎŜƳŜƴǘ όŜȄǇŀƴǎƛƻƴ ŀƴŘ ǊŜǇƭŀŎŜƳŜƴǘ ŎŀǇƛǘŀƭύά 

VC data was not available for Estonia and that country is thus excluded from the regressions 

where this data is used. VC data is not used in conjunction with country dummies as the effects of 

the two overlap heavily. 

All country-level fixed effects ς country : Country dummies 

Country dummies are used in most of the regression runs to identify all the country level factors 

affecting IPO probability. In relation to the framework presented in Chapter 3.5, these dummies 

mainly cover the institutional and demand side factors. However, as many company-level 

characteristics are not included in the modeled variables, differences in the composition and 

ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ƻŦ ŜŀŎƘ ŎƻǳƴǘǊȅΩǎ ŎƻƳǇŀƴƛŜǎ ŀǊŜ ŀƭǎƻ ǇŀǊǘƛŀƭƭȅ ŎƻǾŜǊŜd by these dummies. For 

example, systemic differences in ownership structures would also be caught by the country 

dummies. The Amadeus database does have an ownership independence indicator, but it could 

not be used in the modeling here as only the present value is provided. That value would have 

been heavily affected by the IPO decision. 

 

If the data had permitted it, at least the following characteristics could also have been included on 

the company level: 

- Ownership structure: Subsidiary of domestic/foreign owner, concentration, VC 

involvement, years since entry and other VC characteristics, etc. 

- R&D intensity (% R&D spending), investment intensity (% CAPEX), proxies for risk level 

(e.g. intangible assets/assets) 

4.3 Data 

It is advised to skip this chapter and to proceed with the results unless the reader is interested in 

the details on how the statistical research was done. 

4.3.1 Data sources 

The main data for identifying which companies have underwent IPOs and in what years those 

IPOs happened was obtained from the Amadeus database operated by Bureau van Dijk Electronic 

Publishing (BvDEP), a private data consolidator. The Zephyr deal database from the same 

company was used to augment that IPO data. 

The source for generic company data was also the Amadeus database. The Amadeus database 

covers financial information on over 11 million European public and private companies from 41 
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countries. The data is sourced from 30 mainly national information providers and follows a 

uniform data structure, to which ǘƘŜ ƴŀǘƛƻƴŀƭ Řŀǘŀ ƛǎ ǘǊŀƴǎŦƻǊƳŜŘΦ ¢ƘŜ ǇǊƻǾƛŘŜǊ ǎǘŀǘŜǎΥ άLƴŎƭǳǎƛƻƴ 

criteria are applied to prevent any bias in coverage towards countries where information is more 

ǊŜŀŘƛƭȅ ŀǾŀƛƭŀōƭŜΦέ The different practices of reporting in each country do, however, create such 

biases which are investigated later. The database also contains ownership information researched 

by BvDEP.12 

The ZEPHYR database contains data on M&A, IPO and venture capital deals and rumors. No 

minimum deal value is used and the scope of the database is global.  

The Thomson SDC Platinum database is operated by Thomson-Reuters and contains deal 

information similar to the ZEPHYR database.13 This database was used for validating the IPO data 

provided by Amadeus, as described later under 4.3.6. 

Data on national venture capital activity was obtained from the European Venture Capital 

Associations (EVCA) data sets mirrored for public access by Eurostat. 

4.3.2 Time scope 

In selecting the years to be covered, the limiting factor was the 10 year time limit imposed by the 

Amadeus database. Thus, the earliest year that could be accessed in the database was 2000. The 

period of interest for this study is the years after the IT boom. The years 2000 and 2001 fall in the 

IT bubble period, and 2002 is a borderline case. To simplify the data analysis and remove the need 

for corrections and checks, the time range is selected to be 2003ς2008. Data availability and 

quality was weaker for years earlier than 2004, which also affected the decision. 

4.3.3 Company coverage 

The comparison shown in Table 7 depicts the ability of the Amadeus database to cover companies 

in the different European countries. The comparison includes total number of companies for each 

country in NACE sections C-K but not J, a grouping characterized by Eurostat as business economy 

(industry, construction and services). This selection of NACE sections is based on the availability of 

data from Eurostat. The year 2006 is used for the same reason. The Amadeus figures are for the 

same selection of sectors, but are taken on 21.10.2009 based on the availability of companies in 

the database at that point in time. This difference in inspection points slightly overstates the 

coverage and gives some values that are over 100%, but the comparison should still give a good 

estimate of both the total coverage and especially of the relative coverage between countries. 

The differences in coverage arise from national reporting requirements (only public companies 

required to file vs. all joint stock companies required to file), data collection differences linked to 

the data provider in each country, as well as differences in the legal forms and other 

characteristics of companies in each country (share of joint stock companies out of all companies). 

                                                           
12

 Amadeus brochure - http://www.bvdep.com/pdf/brochure/Amadeus.pdf on 23.10.2009, 

http://www.bvdep.com/en/amadeus.html on 23.10.2009 
13

 Zephyr brochure - http://www.bvdep.com/en/ZEPHYR.html on 23.10.2009, 

http://www.bvdep.com/pdf/brochure/Zephyr.pdf on 23.10.2009 
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The share of joint stock companies in the table is from Eurostat, based on the numbers from the 

last available year for each country (on 23.10.2009). 

Table 7 - Estimation of Amadeus coverage 

Eurostat Amadeus Coverage % joint stock

 Austria 283,054 108,508 38.33 % 22 %

 Belgium 401,993 246,563 61.34 % 42 %

 Switzerland N/A 135,576 N/A 45 %

 Czech Republic 856,559 77,668 9.07 % 17 %

 Germany 1,773,704 673,525 37.97 % 19 %

 Denmark 207,336 144,982 69.93 % 39 %

 Estonia 43,138 47,130 109.25 % 65 %

 Spain 2,631,698 733,775 27.88 % 37 %

 Finland 203,538 87,084 42.79 % 44 %

 France 2,332,407 814,831 34.94 % 45 %

 Greece 829,025 25,140 3.03 % N/A

 Hungary 543,135 160,246 29.50 % 27 %

 Ireland 92,669 97,952 105.70 % N/A

 Italy 3,847,233 616,024 16.01 % 17 %

 Netherlands 516,880 314,339 60.81 % 33 %

 Norway 247,149 134,985 54.62 % 50 %

 Poland 1,446,120 54,255 3.75 % N/A

 Portugal 861,471 232,824 27.03 % 35 %

 Sweden 542,395 152,470 28.11 % 41 %

 United Kingdom 1,621,360 1,094,351 67.50 % 62 %  
Countries included in the final sample are bolded and highlighted 

Of note in the table is the low coverage for Poland, the Czech Republic and Greece, at under 20%. 

Companies not covered can be assumed to be on average small, recently incorporated or to have 

legal forms requiring less transparency. These same characteristics would make it unlikely that 

they would list. Therefore, the share of IPO companies missed is likely to be small. As only some 

of the smaller companies are included, the probability to list estimated for the remainder may be 

higher than with a full sample. The coefficients would yield an overstated probability to list when 

applied to a company selected with no bias. As the very smallest companies are excluded by the 

sampling criteria (described later), this bias is alleviated to some degree.  

If the above bias holds equally for all countries, it will not significantly affect the country 

dummies. However, the coverage ratio and implicit sampling differs between countries, especially 

for small companies. If the probability for small companies to list is calculated based on an 

aggregate sample that includes sampling error, but that sampling error differs between countries, 

those countries with a fuller sample will end up with lower country dummy coefficients. 

In most countries, unlimited companies are not required to file their data in a way that would 

allow the data collectors that BvDEP sources from to gain that information. Companies that are 

marked as unlimited in the database, i.e. that are currently unlimited or were unlimited when 

they went inactive, are not likely to have undergone an IPO. While partnerships, co-ops and 

companies of similar legal forms can go public, it can be assumed to be rare for public companies 

to revert back into those legal forms. Therefore, the focus of the databases on joint stock 

companies can be assumed not to reduce the number of IPOs caught, but it does limit the base of 
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companies from which IPOs could come (same bias as mentioned earlier). The focus on limited 

companies also means that legal form cannot be used as an extra factor to restrict the number of 

companies pulled from the database. 

There is no foolproof way to exclude small companies based on financial information and not to 

lose any possible IPO candidates, as the rise of the alternative markets has pushed the boundary 

of potential listing to the minimum. In addition, the data structure used by Amadeus does not 

always e.g. notice employees in all subsidiaries or other related entities, due to lack of 

consolidated statements or other characteristics of corporate structure and reporting. A company 

with 3 employees or 100 thousand euros in revenue may still list, and in the most active national 

markets there are many such cases. 

Best way to restrict the pool of companies while still including as many potential IPO companies 

as possible is to combine different data points. The problematic IPOs tend to be R&D heavy, e.g. 

medical research companies. High absolute amount of losses disproportionate to revenue may 

indicate a high level of investments. This profitability criterion catches 68% of the IPOs (of 

companies still public) that would otherwise be lost in the sampling, and only marginally increases 

sample size. However, using profitability as an additional sampling criterion can skew the results 

since companies thus sampled are likely to have a higher IPO probability than the excluded size 

peers. For this reason, robustness checks are done without the companies that are sampled only 

due to low profitability. 

Based on testing, the following mix of limits can catch around 95% of all IPO companies. 

!ƴȅ ƻŦΧ 

- Revenues > 3 million EUR 

- Assets > 2 million EUR 

- Profit /loss < -200 thousand EUR (losing 200 th. or more in a year) 

Χƛn any of the years 2005, 2006, 2007 or 2008, separately for each criterion (due to the 

limitations of Amadeus search criteria). 

Using number of employees as an additional criterion did not add to the value to the restrictions 

(measured as public companies included / size of sample). Revenue was generally the most 

sensitive to sample size and least sensitive to number of public companies caught. For other 

selections of countries, the findings can be different. These criteria reduce sample size by 84% and 

the number of public companies covered by 2.8%. Of the 59 public companies missed, 24 had 

IPOs falling within the 2003ς2008 period, constituting 3.5% of all the identified IPOs. 

Taking out investment funds, trusts and similar (NACE category 6430) could be justified, as funds 

exhibit different characteristics than operational companies as to how their profits and assets 

work. A fund IPO also does not add to the national economy in the same way as an IPO of an 

operational company, especially when one operational company can have a litany of funds listed 

in parallel. However, very few pure funds were covered by Amadeus. Fund-type entities were 

Ƴƻǎǘƭȅ ŎƭŀǎǎƛŦƛŜŘ ǳƴŘŜǊ унфф άhǘƘŜǊ ōǳǎƛƴŜǎǎ ǎǳǇǇƻǊǘ ŀŎǘƛǾƛǘƛŜǎέΣ ōǳǘ ǘƘŀǘ ŎŀǘŜƎƻǊȅ ŀƭǎƻ Ŏƻƴǘŀƛƴǎ 

companies performing a wide variety of other functions. In any case, it is hard to differentiate 
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between low-value added άǇǳǊŜ ŦǳƴŘέ ƛƴǾŜǎǘƳŜƴt conduits and high-value asset-heavy 

operations, e.g. venture capital, forestry management or oil exploration companies. 

Table 8 - Screened entries by country and year in the sample 

 2003 2004 2005 2006 2007 2008 Total 

Estonia 4,364 4,732 5,170 5,436 5,474 3,950 29,126  
 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 1.1%  

Finland 3,887 11,320 12,389 14,192 15,987 15,730 73,505  
 0.1% 0.4% 0.5% 0.5% 0.6% 0.6% 2.7%  

France 124,261 131,422 139,257 143,391 142,928 99,358 780,617  
 4.6% 4.8% 5.1% 5.3% 5.3% 3.7% 28.7%  

Hungary 6,461 12,331 12,923 11,640 12,686 8,114 64,155  
 0.2% 0.5% 0.5% 0.4% 0.5% 0.3% 2.4%  

Italy 121,576 184,010 196,257 199,224 225,614 188,733 1,115,414  
 4.5% 6.8% 7.2% 7.3% 8.3% 6.9% 41.0%  

Norway 28,477 35,332 43,492 47,757 49,706 48,205 252,969  
 1.1% 1.3% 1.6% 1.8% 1.8% 1.8% 9.3%  

Portugal 15,250 16,777 34,352 34,997 34,398 30,739 166,513  
 0.6% 0.6% 1.3% 1.3% 1.3% 1.1% 6.1%  

Sweden 33,663 36,257 39,683 42,254 42,965 42,326 237,148  
 1.2% 1.3% 1.5% 1.6% 1.6% 1.6% 8.7%  

Total 337,939 432,181 483,523 498,891 529,758 437,155 2,719,447  
 12.4% 15.9% 17.8% 18.4% 19.5% 16.1% 100.0%  

 

4.3.4 Company data coverage 

The Amadeus values use data from consolidated reports when those are available, otherwise 

unconsolidated data is used. This reduces the quality of the data when the consolidated data 

ǿƻǳƭŘ ōŜ ƳƻǊŜ ǊŜǇǊŜǎŜƴǘŀǘƛǾŜ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ ŀǎǎŜǘǎΣ ōǳǘ ƛǎ ƴƻǘ ŀǾŀƛƭŀōƭŜ 

through Amadeus. Based on testing, the lack of consolidated data seems to be related to the 

company not filing that data rather than the data being missed out during the aggregation 

process. 

Currency conversion (Norway, Sweden and Hungary; Estonia is pegged) is done based on the 

market rate on 29.11.2009, the date of data extractionΦ !ƭƭ ȅŜŀǊΩǎ ǾŀƭǳŜǎ ŀǊŜ converted using this 

rate to avoid mixing growth figures with currency fluctuations. 

A closer look into the national reporting requirements and Amadeus data aggregation methods 

reveals differences in data coverage between countries. Table 9 below depicts data coverage for 

the revenue field. For example, Austria has a low coverage, with 93% of the companies missing 

the revenue value. The Netherlands have a similarly high share of entries missing the value, but 

the share of companies with below 10 million EUR in revenue is also abnormally low. Obviously 

this is not because all Dutch companies have high turnover, but because the companies with 

revenue value missing are concentrated in the lower end of the spectrum, which is evidently not 

the case for Austria. 
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Table 9 - Amadeus data coverage example 

Country Below 10 10 to 20 20 to 50 50 to 200

200 to 

1000

1000 to 

5000 over 5000 Not avail.  TOTAL

 Austria 93.7 % 2.5 % 2.1 % 1.3 % 0.4 % 0.1 % 0.0 % 92.9 % 189,785

 Belgium 90.7 % 3.9 % 3.0 % 1.8 % 0.4 % 0.1 % 0.0 % 77.8 % 406,722

 Czech Republic 95.6 % 2.1 % 1.4 % 0.7 % 0.2 % 0.0 % 0.0 % 22.4 % 132,239

 Denmark 92.3 % 2.3 % 2.5 % 2.3 % 0.5 % 0.1 % 0.0 % 83.8 % 223,615

 Eire (Ireland) 83.9 % 4.1 % 5.9 % 3.8 % 1.6 % 0.5 % 0.2 % 90.4 % 169,018

 Estonia 98.8 % 0.6 % 0.4 % 0.2 % 0.0 % 0.0 % 0.0 % 21.9 % 84,139

 Finland 97.2 % 1.3 % 0.9 % 0.5 % 0.2 % 0.0 % 0.0 % 9.5 % 144,235

 France 96.8 % 1.5 % 1.0 % 0.5 % 0.1 % 0.0 % 0.0 % 8.9 % 1,153,231

 Germany 81.4 % 5.6 % 5.9 % 5.1 % 1.5 % 0.3 % 0.1 % 87.3 % 1,181,064

 Greece 90.1 % 4.8 % 3.1 % 1.6 % 0.4 % 0.0 % 0.0 % 4.9 % 30,361

 Hungary 98.9 % 0.5 % 0.3 % 0.2 % 0.0 % 0.0 % 0.0 % 11.4 % 265,899

 Italy 96.2 % 1.9 % 1.2 % 0.6 % 0.1 % 0.0 % 0.0 % 15.8 % 1,049,567

 Netherlands 49.7 % 10.7 % 14.3 % 17.5 % 5.8 % 1.4 % 0.5 % 96.1 % 405,852

 Poland 89.3 % 5.0 % 3.5 % 1.7 % 0.4 % 0.1 % 0.0 % 6.6 % 85,044

 Portugal 98.5 % 0.7 % 0.5 % 0.2 % 0.0 % 0.0 % 0.0 % 12.7 % 324,581

 Spain 97.0 % 1.5 % 0.9 % 0.4 % 0.1 % 0.0 % 0.0 % 22.1 % 1,027,591

 Sweden 97.2 % 1.3 % 0.8 % 0.4 % 0.1 % 0.0 % 0.0 % 14.4 % 292,018

 United Kingdom 91.7 % 2.8 % 2.7 % 2.0 % 0.7 % 0.1 % 0.0 % 85.0 % 2,675,172

 Norway 97.2 % 1.3 % 0.8 % 0.5 % 0.1 % 0.0 % 0.0 % 27.1 % 269,828

 Switzerland 41.2 % 18.6 % 19.0 % 13.2 % 5.7 % 1.7 % 0.5 % 96.7 % 200,787

 Breakdown of the companies according to country and operating revenue/turnover

AMADEUS, September 2009

Figures used to construct this table are based on the consolidated statement, when available

Operating Revenue/Turnover in Million EUR

Not avail. refers to percentage of all companies not having a revenue/turnover value. The other percentage columns 

state the share of companies with revenue value falling into that size category. Countries in final sample highlighted. 

The primary business sector marked for many companies in the sample is 7010 - Operations of 

head offices (0.51% of total sample) or 6420 - Activities of holding companies (4%). Many of the 

companies bearing the public tag have one of these or a similar categorization instead of an 

operational one that would match the primary business activity performed under the parent 

company.  

The 20 classifications with the highest prevalence are listed below in Table 10. Overall, these 

types of non-operational classifications do not constitute a large share of the sample. However, 

the IPOs are heavily concentrated in a much smaller number of industry classifications, as can be 

seen later in Table 20, under Chapter 5. The activities of head offices and activities of holding 

companies have a strong presence among the group of IPO companies, presumably due to the 

fact that many companies use a shell entity as the actual listed company. These two classifications 

are split into their own dummy to separate their influence from the other more operational 

classifications. 
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Table 10 - TOP20 NACE 2 primary industry classifications in the sample 

Code Description Freq. % Cum. % 

6820 Renting and operating of own or leased real estate 40,995 7.18 7.18 

6810 Buying and selling of own real estate 36,110 6.33 13.51 

4120 Construction of residential and non-residential buildings 34,674 6.08 19.59 

6420 Activities of holding companies 22,822 4.00 23.59 

4110 Development of building projects 13,215 2.32 25.90 

4511 Sale of cars and light motor vehicles 11,328 1.98 27.89 

4711 Retail sale in non-specialized stores with food, beverages or tobacco 
predominating 

10,392 1.82 29.71 

7022 Business and other management consultancy activities 9,260 1.62 31.33 

6430 Trusts, funds and similar financial entities 8,688 1.52 32.85 

4941 Freight transport by road 8,449 1.48 34.33 

5510 Hotels and similar accommodation 7,035 1.23 35.57 

4669 Wholesale of other machinery and equipment 6,565 1.15 36.72 

4673 Wholesale of wood, construction materials and sanitary equipment 6,347 1.11 37.83 

7112 Engineering activities and related technical consultancy 5,435 0.95 38.78 

4649 Wholesale of other household goods 5,311 0.93 39.71 

2562 Machining 5,121 0.90 40.61 

8299 Other business support service activities n.e.c. 4,667 0.82 41.43 

4321 Electrical installation 4,587 0.80 42.23 

5229 Other transportation support activities 3,930 0.69 42.92 

5610 Restaurants and mobile food service activities 3,919 0.69 43.61 

 

The most common years missing for companies are the first and the last, 2003 and 2008 (Table 

11). Only 39% of the companies have all of the years covered. There are also some differences in 

the yearly coverage between countries, arising mainly from deficiencies in the data collection 

rather than from the actual characteristics of the companies in the countries. For example, most 

Finnish companies are missing values for 2003. France and Estonia have a significant share of their 

companies missing values for 2008, supposedly due to those values not yet being entered into the 

database. 
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Table 11 - Patterns of yearly coverage 

Cell filled if year is covered. For example, 39% of companies have all years covered in the data, while 12% are missing 

year 2003. Year is missing if no revenue and no asset values found or if company no longer private. Finland is missing 

all 2003 values, Portugal has poor coverage for 2003-2004 values and France has many companies still missing their 

2008 values. 

Table 12 and Table 13 show the patterns of values missing for all entries and for IPO entries. The 

most common values missing are gearing and growth. Together they account for 19% of all 

missing entries and an even higher share, 31% of missing IPO entries. Companies missing their 

revenue values, and ipso facto also their growth figure, form the next largest grouping, at roughly 

5% of all entries and 6% of the IPO entries. Other gaps in data coverage are of a much lower 

magnitude in importance. 

  


