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Abstract
The class of firms that obtain public equity financing expands dramatically n the 1980s and
1990s. After 1979, the rate at which new firms are listed on magjor U.S. stock exchanges jumps from
about 160 to near 550 per year, and the characteristics of new lists change. The cross-section of new list
profitability becomes progressively more left skewed, and growth becomes more right skewed. The result
isasharp declinein new list survival rates. We suggest that the changes in the characteristics of new lists

are due to a decline in the cost of equity capital that allows weaker firms and firms with more distant

expected payoffs to become viable candidates for public equity financing.
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The market for publicly traded equity is the heart of a modern capitaist system, signaling the
terms on which investors bear residua corporate risks. The market for newly listed firms is in turn a
bellwether for the public equity market. It isthe point of entry that gives firms expanded access to equity
capital, alowing them to emerge and grow. Examining the characteristics of newly listed firms can
provide interesting information about changes through time in the kinds of firms that are viable
candidates for public equity financing.

The issue is important. In a perfect capital market (that is, absent monitoring costs and other
frictions), investment is efficient: All wealth-creating projects are publicly financed, and their risks are
efficiently shared among investors. But when frictions cause some profitable projects to be financed
privately, or not undertaken at al, investment and risk sharing are inefficient relative to the zero-frictions
optimum. If security prices are rational, evidence that the class of publicly traded firms broadens through
time may be evidence that the efficiency of investment and risk sharing improve.

Famaand French (2001) document that the rate of new listings, largely on Nasdag, explodes after
1979, from about 160 to near 550 per year. After 1979, on average about ten percent of listed firms are
new each year. Our earlier paper examines the characteristics (profitability and growth) of new lists only
in the listing year and not in much detail. Here we develop a detailed picture of the profitability and
growth of the NY SE-AMEX-Nasdaqg new lists of 1973-2001 for the first five years after listing. And we
examine how changes in the characteristics of new lists during the sample period affect whether they
survive, disappear in mergers, or are delisted for poor performance.

Our results on the evolving characteristics of new lists are easily summarized. The key word is
skewness. During 1980-2001, when new lists are abundant, the cross-section of new list profitability
drifts down, and the drift is stronger in the left tail, that is, toward lower profitability. In contrast, the
cross-section of new list growth becomes more right skewed, toward more rapid growth. Eventually new
lists become seasoned firms, and the profitability and growth of seasoned firms show subdued versions of
the patterns observed for new lists; profitability becomes more left skewed and growth becomes more

right skewed. And we emphasize that athough the process accelerates after 1994, when internet-related



new lists are abundant, the increasing incidence of low-profitability high-growth firms is long-term,
evolving over the last 20 years.

The drift in profitability and growth has a substantial effect on survival rates. The probability that
a seasoned firm continues to trade beyond the next ten years falls from 60.6% for the cohort of 1973 to
46.9% for the 1991 cohort. The probability that a new list survives its first ten years fals further, from
61.0% for the 1973 cohort to 37.0% for the 1991 cohort. Rates of disappearance in mergers do not trend
much during the sample period; on average, about one-third of the seasoned firms and one-fifth of the
new lists of a given year are absorbed within ten years in mergers. The decline in survival rates is thus
due to delistings for poor performance. The tenyear delist rate rises from 15.6% for the seasoned firms
of 1973 10 23.2% for the 1991 cohort. The ten-year delist rate for new lists rises further, from 16.9% for
the 1973 cohort to 44.1% for the cohorts of 1981-1991. Thus, more than two in five of the new lists of
1981-1991 are delisted within ten years for poor performance.

The changes during 1980-2001 in the cross-sections of profitability and growth for new lists and
seasoned firms primarily trace to small new lists. Since large firms account for the lion's share of most
economic aggregates, one might argue that the characteristics of small new lists are unimportant. They
are, however, important for understanding the market for listed firms, that is, the kinds of firms that are
viable candidates for public equity financing and thus unrestricted risk sharing. In essence, our results say
that changes in demand or supply conditions lead to increased sharing of the risks of firms with low
profitability and high growth, a combination that produces a large dose of unhappy outcomes.

Some of our results appear in earlier work. As noted above, Fama and French (2001) detail the
surge in new lists after 1979, the decline in first-year average profitability, and the increase in first-year
growth. Ritter and Welch (2002, Table 3) present evidence on the percent of the IPOs of 1980-2001 with
negative earnings in the year before listing. Most of our new lists are on Nasdag, and Seguin and Smoller
(1997, Table 3) study the five-year post-listing status (trading, merged, delisted) of the Nasdaq new lists
of 1974-1988. We add to this work by studying the evolution of new list profitability and growth in the

years after listing, looking beyond averages at entire cross-sections. And we link the changing



characteristics of new lists to survival rates. In short, our goal isto provide an overall picture of the life
cycle of new lists and how it changes during the 1973-2001 (Nasdaq) period.

Finally, our results are related to those of Campbell et a (2001). They find that the idiosyncratic
dispersion of individua stock returns increases through time and the increase is largely due to small
firms. Our results suggest that the source of the higher return dispersion is the increased dispersion of
profitability and growth, which is a corollary of increased skewness and largely traces to the post-1979
flood of small rew lists. (Pastor and Verones (2002) also note that the dispersion of the profitability of
listed firms increases through time and that this may explain the return results of Campbell et a (2001).)

The paper proceeds as follows. To provide a theoretical framework for the empirical work,
section | presents a model of supply and demand for equity financing by newly listed firms. Section 1l
briefly summarizes the rate of new listings during 1973-2001. Section |1l discusses dataissues. Section
IV examines the average profitability and growth of new lists in the five years after listing. The central
evidence on the evolution of the cross-sections of new list profitability and growth is in section V.
Section VI examines survival rates, and section VII studies the links between changes in survival rates
and the profitability and growth characteristics of new lists. Section VIII discusses whether it is likely
that there are “hot markets’ before the 1973 start of our sample period that produce new lists with
profitability and growth characteristics like those observed after 1979. Section IX concludes and offers
perspective on whether the expansion of the class of publicly traded firms during 1980-2001 is due to

changes in demand or supply conditions.

I. New Ligts: A Supply-Demand M odel
Figure 1 shows the supply and demand for equity funding by new lists as a function of the cost of
equity capital, E(R). The cost of capital includes compensation to investors for the opportunity cost of
funds, that is, for time and for risk-bearing. (To smplify the discussion, we abstract from differences in
risk). E(R) also includes any monitoring, information, and trading costs borne by investors that increase

the expected return required by investors. And E(R) includes information and monitoring costs firms bear



to lower the required expected return by lowering the holding costs of investors. (As aresult, the cost of
capital to the firm is greater than the expected return to investors.)

The demand curve for public equity funds by new lists Sopes down — at lower levels of E(R) the
equities of weaker firms and firms with expected payoffs further in the future acquire positive present
values that alow them to come to market. The supply curve for public equity funds available to new lists
dopes up. The supply curve may, however, be rather flat (quite elastic) because new lists tend to be small
and even when they are abundant they are tiny (in total value) relative to the overal capital market.

The supply-demand framework of Figure 1 is useful for evauating explanations of the changing
characteristics of new lists. For example, some readers suggest that the surge in relatively unprofitable
fast-growing new lists after 1979 is due to demand effects, specificaly, increased demand by firms for
funding new technologies and industries (e.g., biotech or internet-related firms) that are long in
development and dow in producing payoffs. Figure 1 shows, however, that with an upward sloping
supply curve, shifts of the demand curve to the right result in a higher cutoff E(R) for new lists. This
means that weaker firms and firms with more distant expected payoffs are cut out of the market, a
prediction that seems at odds with higher proportions of unprofitable firms coming to market later in our
sample period. A shift of the demand curve to the left would result in higher proportions of weaker new
lists, but this is at odds with the high rates of new listings observed aong with higher proportions of
relatively unprofitable new lists. Moreover, if the supply curve for new list equity funding is near
horizontal, shifts in the demand curve cannot explain the changing characteristics of new lists.

A downward shift of the supply curve for new list equity funding seems more consistent with our
evidence. It is likely to result in more new lists and larger proportions of weak new lists. And a
downward shift in the supply curve (a lower cost of equity capital) may alow new industries pursuing
technologies with more distant future payoffs to come to market. Or firms may come to market earlier in
their life cycles, before reaching full profitability. We argue in more detail later that our evidence on the
changing characteristics of new lists during 1980-2001 can largely be explained by a downward shift in

the supply curve for new list equity funding.



[l. New Lists: Countsand Size

Figure 2 shows annua counts of combined NY SE, AMEX, and Nasdaq new lists for 1973-2001.
To be in the sample, afirm must be on the files of the Center for Research in Security Prices (CRSP) and
have a share code of 10 or 11 (ordinary common shares), so ADRs and closed end funds are excluded.
We also exclude tracking stocks. We define a new list as the first appearance of a firm (PERMCO) on
CRSP. Thus, our new lists do not include firms that switch from one of the three markets to another. We
aso exclude spin-offs, firms that go public after going private, and dua class stocks of companies with
common equity aready trading on the NY SE, AMEX, or Nasdag. The primary source for spin-offs and
firms going public for a second time is Thomson Financia’s Global New Issues database. We identify a
few others using the CRSP distribution structure and the CRSP/Compudtat link file. Our list of tracking
stocks is from D’ Souza and Jacob (2000) and Billett and Vijh (2001), augmented using the Wall Street
Journal, Securities and Exchange Commission filings, and Google searches. Though arguable, the logic
for excluding spin-offs, dual class and tracking stocks, and firms that go public after going private is that
these firms are more mature (seasoned) and so generically different from the typical new list.

The tests start in 1973, the beginning of the CRSP Nasdaq period. Before Nasdag, newly public
firms typically trade over the counter (OTC, not covered by CRSP), and new listings on the NY SE and
AMEX (covered by CRSP) are mostly seasoned firms. Nasdaqg absorbs most of the OTC market, and for
the post-1972 period, the CRSP files provide a rather complete picture of publicly traded firms.

We examine two types of new lists: initia public offerings (IPOs) and non-1POs. Our IPOs are
the union of samples from Jay Ritter (an updated version of that in Loughran and Ritter (1995)) and
Espen Eckbo (used in Eckbo and Norli (2001)), supplemented with an updated sample from Thomson
Financial’s Global New Issues database. Non-1PO new lists are of three types. (i) Thereisa small set of
firms, on average five per year, that are in the IPO sample but are listed on the NY SE, AMEX, or Nasdaqg
more than ten months after their IPO. (ii) There are an average of 12 IPOs per year that we fail to link to

CRSP because they disappear before listing or because of errors or changes in name or CUSIP that lead



us to treat them as non-1PO new lists. (iii) This leaves an average of at least 157 non-1PO new lists per
year that are (old or new) 1POs missed by our sources. Since our data sources rarely include |POs done
by underwriters on a best efforts basis, we guess that many of the firmsin thislast group of missing IPOs
are best efforts offerings. Others are conversions of financial mutuals to publicly traded corporations.

One can argue that to study the kinds of firms that are viable candidates for public equity
financing, the ideal sample is all IPOs. Many of the IPOs we miss appear (sooner or later) as non-IPO
new lists, and this is why we use IPOs and non-1PO new listsin our tests. There is, however, a survivor
bias in this approach; 1POs that initially trade OTC and are never successful enough to make it to the
NY SE, AMEX or Nasdaq are not included in our tests. It isthus likely that our inferences about the kinds
of firmsthat qualify for public equity financing are conservative.

There is amore aggressive justification for our approach. One can argue that during 1973-2001,
publicly held firms not traded on the NY SE, AMEX, or Nasdag are illiquid and so do not get the benefits
of unrestricted risk-sharing. In thisview, during 1973-2001, alisting on the NY SE, AMEX, or Nasdaq is
agood signal that a firm qualifies for unrestricted risk sharing. Thus, examining new lists (IPOs and non-
IPOs) is a sound approach.

Two facts are apparent in Figure 2. First, after moderate increases from 1973 to 1979, new lists
surge — from 220 in 1979 to 434 in 1980 and 601 in 1981. After 1979, only five years have less than 400
new lists. For 1980-2001, new lists average 549 per year (Table 1). There are not many IPOs in the
1973-1979 period (on average 37 per year); most new lists are non-1POs (118 per year). But during 1980-
2001, 1POs are more numerous than non-1PO new lists, averaging 358 per year, versus 191 for non-1PO
new lists. We can also report that more than 90% of the new lists of 1973-2001 are on Nasdag.

Table 1 summarizes the annual size distributions of new lists. For the purposes of Table 1 (where
the new list sample does not require Compustat data), we measure size as market capitaization, ME,
stock price times shares outstanding. The table shows averages of the yearly average NYSE ME
percentile of new lists and the average locdl (listing) market ME percentile. When compared to firms on

their respective markets (NY SE, AMEX, or Nasdaqg), new lists are on average medium sized. For 1973-



2001 the average local market ME percentile of all new lists, 50.8, is a bit above the local market median.
There is only one year, 1976, when the average loca market ME percentile of al new lists is below 40.
IPOs are on average larger than non-IPO new lists. The average local market ME percentile of the IPOs
of 1973-2001 is 55.8, versus 42.7 for non-1PO new lists. In absolute terms, however, new lists are
typicaly small. The average NY SE ME percentile of the new lists of 1973-2001 is 12.2. 1POs are on
average a the 14.8 NY SE ME percentile, versus 8.1 for non-1PO new lists.

The surge in new lists after 1979 is not associated with adeclinein size. The average NY SE and
loca market ME percentiles of new lists (IPOs and non-1POs) increase from 1980-1989 to 1990-2001.
Moreover, there is progressive thinning of the extreme left tails of the size distributions of new lists. For
example, the percent of new lists below the 10" NY SE ME percentile falls from 78.7 for 1973-1979 to
51.7 for 1990-2000. Thus, the evolution of new list fundamentals documented below (increased left
skewness of profitability and right skewness of growth) is not associated with higher frequencies of the
tiniest firms. This point is important later when we discuss whether the broadening in the types of firms
publicly traded during 1980-2001 is due to demand or supply conditions.

The number of new lists drops sharply from 482 in 2000 to 132 in 2001 (Figure 2). And the new
lists of 2001 are a hit larger than those of 1990-2000 (Table 1). It will be interesting to see whether the
small number of new listsin 2001 is associated with a change in profitability and growth characteristics.

Listing requirements may have a role in the lower frequencies of tiny new lists in later years.
Table 2 summarizes the history of Nasdag's listing rules. The way size is defined changes through time,
but size is the main listing requirement, and the trend is toward larger minimums. For example, until
August 22, 1997, the minimum size for a new list is defined in terms of total book assets and equity
capital plus surplus, with the minimums doubling to $2 million for assets and $1 million for capital plus
surplus on August 24, 1981, and doubling again to $4 million and $2 million on August 30, 1991. On
August 30, 1991, minimums for the stock's bid price ($3) and the market value of public float ($1

million) are added. On August 22, 1997, the size minimum changes to a choice between stockholders



equity ($4 million, rising to $5 million on June 29, 2001) or market capitaization ($50 million), the
minimum bid price rises to $4, and the minimum market value of public float rises to $5 million.

For our purposes, the fact that profitability is never a strict Nasdaq listing requirement is
important. A minimum on net income ($750 thousand) is introduced on August 22, 1997, but only as a
third alternative to the stockholders' equity and market capitalization rules. Thus, the changes through
time in the profitability characteristics of new lists documented later cannot be attributed to changes in
listing requirements. Provided they meet a size minimum, the Nasdag door has always been open for
unprofitable firms. Moreover, since Nasdaq is a business, it is reasonable to postulate that its listing
requirements are themselves largely the result of demand and supply conditions in the market for new list
funding. In other words, listing requirements are the result of the kinds of firmsthat are viable candidates
for public equity financing rather than the cause.

Finally, with the high rate of new listings after 1979, on average around ten percent of listed firms
are new each year (Table 1). New lists are mostly small, however, and despite the explosion in their
numbers, the fraction of the aggregate market value of listed firms accounted for by annua rew lists is

aso small, averaging 1.99% for 1980-2001 and never exceeding 3.70%.

I11. Data | ssues

Much of the rest of the paper studies the behavior of fundamentals (profitability and asset growth)
for the non-financial new lists of 1973-2001. The data are from Compustat, which means we lose some
CRSP new lists because they are missing Compustat data. Table 3 provides perspective.

The full Compustat sample of CRSP new lists averages 477 firms per year during 1973-2001.
Only 22 per year (about 5%) are tracking stocks, spinoffs, or prior LBOs (all excluded from all our tests).
Financials (excluded in all the tests on fundamentals) are more common, averaging about 20% of new
lists. Only about 10% of 1POs are financials, versus 35% for non-1PO new lists. This suggests that the

IPO sample excludes lots of financia |POs that show up as non-1PO new lists.



Compustat’ s coverage of key dataitems for new lists improves through time, and this presents a
bit of a problem for our tests. The most important fundamental is profitability, E/A, the ratio of earnings
before interest, E, to assets, A. (See Table 4 for precise definitions of profitability and our other key
variable, growth.) During 1973-1979, on average 16.2% (21 out of 130) of non-financia new lists have
no data on E/A in any of thefirst five years after listing. The average annual fraction of new lists missing
E/A drops to about 10.1% (43 of 427) for 1980-1989, and then to 2.1% (10 of 477) during 1990-2000.

Firms that do not have profitability data on Compustat during the first five years after listing are
likely to be either firms that disappear in mergers or weak firms that get delisted for cause. Table 3
confirms that about half the firms missing E/A are delisted for cause within five years after listing and
about one-quarter merge into other firms. And we can report that most of those that do survive five years
eventudly delist or merge. The problem for our purposes is that the incidence of missing data declines
through time as Compustat’s coverage improves. Thus, more weak new lists are missing from the
profitability samples early in the 1973-2001 period. This biases the evidence presented below toward the
conclusion that there are more weak new lists later in the period.

Fortunately, the missing data problem is not serious, for severa reasons. Firdt, after about 1985
we have profitability data for most new lists, so the behavior of new list profitability after 1985 cannot be
attributed to missing data. Second, only firms missing E/A that are delisted for cause are a problem, and
they are never numerous enough to explain our results on new list profitability. Third, Table 3 shows that
though the five-year delist rate is higher among firms missing E/A, the ddlist rate is also high among new
lists that have E/A, so simply looking at the proportion of delists among firms missing E/A overstates the
missing data bias. Finally, and perhaps most important, the missing data problem is largely specia to
non-IPO new lists. Compustat’s coverage d IPOs is fairly complete throughout 1973-2001. During
1973-1979 on average only 11.8% (4 of 34) of non-financial 1POs have no E/A data, faling to 7.9% (22
of 278) for 1980-1989, and about 1.3% (5 of 378) for 1990-2000. Thus, for IPOs Compustat provides a

rather complete picture of the behavior of fundamentals.



V. Average Profitability and Growth

Table 4 summarizes the evolution of fundamentals for the non-financial new lists of 1973-2001.
The table shows average profitability and growth for new lists in the first five years after listing and for
matched cohorts of seasoned non-financial firms. Seasoned firms are defined as NY SE, AMEX, and
Nasdag firms listed more than five years, and firms aready on Nasdag at the end of the CRSP startup
period, April 1973, that are not in our |IPO database between December 1972 and April 1973.
Fundamentals for all firms (not shown) are similar to those of seasoned firms.

The fundamental variables in Table 4 are ratios of aggregates. For example, the profitability in
year t+t of the new lists of year t, Eq.. /A, iStheratio of aggregate earnings before interest but after tax
for t+t of the new lists of year t divided by their aggregate t+t assets. In effect, then, we measure
fundamentals as if the new lists of year t are a single firm. Equivalently, ratios of aggregates are size-
weighted averages of the ratios for individual firms. For example, the estimate of new list profitability
weights the profitability of an individual year t new list by the ratio of itst+t assetsto the total t+t assets
of dl year t new lisgts.

Size-weighted averages give more weight to larger firms and so might not provide a picture of
fundamentals for the “typical” firm. But Table 4 is just an introduction to salient characteristics d new
lists and seasoned firms. We later examine time-series of cross-sections of profitability and growth,
which are the core of our story. Finally, our estimates of fundamentals for t+t can cover only the firms of

year t that have Compustat data for t+t. In effect, we can only measure fundamentals for survivors.

A. Growth
We measure growth as the growth rate of total assets, dA/A = (A-Ac1)/Ac1. This means assets
acquired via mergers are included, as are investments in short-term assets. At the level of the firm (the

perspective of this paper), all assets, including those acquired in mergers, must be financed and so can be
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treated as investments. (Precise definitions of growth and profitability, including the timing of the
variables, arein Table 4.)

New lists grow faster than seasoned firms. The growth rate of assets for the seasoned firms of
1973-2001 averages 9.9% per year. The first-year growth of 1POs averages 82.3%, declining rapidly to
19.4% in the fifth listed year. Most of the high first-year growth is probably financed with the proceeds
of the IPO itself. The first-year growth of non-1PO new lists is 18.5%, with only moderate decline in
subsequent years. Thus, IPOs initially grow faster but their growth rates eventually converge toward
those of non-1PO new lists, which in turn grow much faster than seasoned firms. These results suggest
that non-IPO new lists come into the sample while still in a high growth phase but after the period of

extreme initial growth typical of IPOs.

B. Profitability

In the listing year, IPOs are on average more profitable than non-1PO new lists. This is true for
the full sample period and al subperiods in Table 4, until 2001. For the full sample period, PO
profitability declines in the years after listing, but E/A rises for non-1PO new lists. As a result, the two
groups have roughly similar average profitability after the second listed year. Thus, as they age, the
profitability and growth of 1POs come to look more like those of non-1PO new lists. More interesting, for
the full 1973-2001 period, IPOs are on average a bit more profitable in the listing year than seasoned
firms. But after the listing year, PO profitability falls below the profitability of seasoned firms.

Figures 3a and 3b give year-by-year details on the average profitability of new lists and seasoned
firmsin the first and third listed years. In the two figures, the year on the horizontal axisisthe listing or
cohort year. For example, plotted at 1973 in Figures 3a and 3b are the 1973 and 1975 average
profitability of the new lists of 1973 and the seasoned firms of 1973. The figures thus compare the
evolution of average profitability for cohorts of new lists and seasoned firms.

The average profitability of new lists in Figures 3a and 3b varies more than the profitability of

seasoned firms. There are nevertheless clear patterns in the relation between the profitability of new lists
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and seasoned firms. The first-year profitability of IPOs (Figure 3a) is higher than for seasoned firms in
all but three of the 22 years from 1973 to 1994. But the first-year profitability of non-1PO new lists tends
to be below that of both 1POs and seasoned firms throughout the sample period. After 1994 the first-year
profitability of new lists (IPOs and non-1POs) falls progressively further below that of seasoned firms,
until 2001. The first-year profitability of 1POs goes negative in 1999, for the first time in the sample
period, and is also negative in 2000. The first-year profitability of non-1PO new lists is negative in 2000,
but the highly volatile first-year profitability of these firmsis negative in four earlier years.

The sharp decline in the number of new lists in 2001 (Figure 2) is associated with improved
profitability, at least relative to immediately preceding years. The first-year profitability of the IPOs of
2001 is close to that of seasoned firms (E/A = 2.8%, versus 3.0% for seasoned firms), and the non-1PO
new lists (E/A = 4.3%) are more profitable than seasoned firms. In absolute terms, however, profitability
in 2001 (a recession year) is low for seasoned firms and new lists. And for IPOs, the improved
profitability of 2001 is till far below the high first-year profitability of pre-1995 IPOs. The average first-
year growth rate for the non-1PO new lists of 2001, 19.8%, is similar to the 1973-2001 average. In
contrast, the low first-year asset growth rate of the IPOs of 2001 suggests that these new lists are unusual.
The average growth rate for the IPOs of 2001, 6.4%, is far below ot only the average for 1973-2001,
82.3%, but aso the average rate for every other year in the 1973-2001 period.

The decline in IPO profitability in the years after listing is evident in Figure 3b. In contrast to the
higher listing-year profitability of IPOs in the years up to 1994, 1PO profitability in the third listed year
tends to be below that of seasoned firms for cohorts after 1979. And after the listing year, post-1979 IPOs
are not systematically more or less profitable than non-1PO new lists. Inshort, the new lists of 1980-1999
(IPOs and non-1POs) are on average less profitable after their second listed year than seasoned firms.

Finaly, Jain and Kini (1994) examine the profitability of the IPOs of 1976-1988. They find that
when firms go public, profitability is higher than the median for firms in the same industry. After the
IPO, profitability falls toward the industry median, but investment remains above the industry median.

Mikkelson, Partch, and Shah (1997) report similar results for the IPOs of 1980 to 1983. This earlier
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evidence is roughly similar to our results for the IPOs of the late 1970s and early 1980s, but it does not
describe PO performance later in our sample. In the 1990s, post-listing 1PO profitability deteriorates to
levels far below that of seasoned firms. Moreover, after 1994, even the first-year profitability of IPOsis
lower than for seasoned firms. We aso show that the new lists of 1980-2001 that are not recent 1POs
look much like aging IPOs; that is, they are typically less profitable but grow faster than seasoned firms.
And the evidence presented next on the dramatic changes through time in the cross-sections of new list

profitability and growth is novel.

V. Cross-Sections of Profitability and Growth
The average profitability and growth of new lists are not surprising, at least before the plunge in
profitability after 1994. Thus, it is not surprising that firms have initia public offerings when profitability
is high and they have strong demand for equity capital to finance rapid growth. And if profitability is
unusudly high, it is not surprising that it falls in the years after listing, as growth causes firms to deplete
their most profitable investment options. The interesting surprises, and the core of our story, are in the
changes through time in the dispersion and skewness of profitability and growth for new lists and

seasoned firms.

A. Profitability

Figure 4a shows time series of the cross-sections (10", 25", 50", 75", and 90™ percentiles) of
profitability, E/A, for IPOs of the last five years (i.e., IPOs in their first five listed years). Until 1978, the
10™ to 90" percentiles of 1PO profitability cover arather narrow range (relative to subsequent years) and
unprofitable firms are rare. Thereafter, all percentiles of profitability fall. For example, median E/A for
1978 is 11.0%; it declines to 3.6% in 1985, declines again after 1996, and drops below 0.0 after 1998.
Thus, during 1999-2001 more than half of the IPOs of the last five years are unprofitable. But the
dominant trait of Figure 4a is the increasing dispersion in IPO profitability, due to increasing left
skewness. The 25" percentile of E/A falls from 2.7% in 1978 to -21.8% in 1985 and -61.4% in 2001.

The decline in the 10™ percentile is more extreme, from -24.8% in 1978 to -67.7% in 1985 and -142.5%
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in 2001. Though extremely left skewed, the cross-section of IPO profitability is fairly stable between
1985 and 1998. After 1998, dl percentiles of E/A again decline and left skewness becomes even more
extreme.

The patterns in E/A for non-1PO new ligts of the last five years (Figure 4b) are smilar. Indeed,
the left skewness of E/A for non-1PO new lists is more extreme than for IPOs. And without showing the
details, we can report that downward drift and increasing left skewness are also typical of cross-sections
of profitability in the listing year. In short, after 1979, when new lists are consistently abundant, firms
with low (often severely negative) profitability become acceptable candidates for public equity financing.

Typically, more than 95% of new lists are small (assets below the median for NY SE firms'), so
small firms dominate the distributions of profitability in Figures 4aand 4b. Figure 4c shows that big new
lists do not share the extreme profitability traits of their small counterparts. Though the percentiles of
E/A for big new lists of the previous five years decline a bit through time, the cross-sections are rather
compact and do not show the strong left skewness observed for al new lists. Some left skewness does,
however, show up in the cross-sections of profitability for big new lists after 1998.

Averaging over 1980-2001, about ten percent of listed firms are new each year. How does this
flood of new lists affect the cross-sections of profitability for seasoned firms and dl listed firms? After
they are listed for five years, we reclassify new lists as seasoned. The crosssections of profitability for
all seasoned firms in Figure 5a become progressively left skewed but less so than for new lists. Thisiis
not surprising. Economic logic — along with the evidence below on the low survival rates of new lists —
says that firms cannot sustain large losses indefinitely. Asin the case of new lists, the profitability cross-
sections for all seasoned firms are dominated by small firms. Figure 5b shows that the dispersion of

profitability for big seasoned firms increases only a bit through time, and the distribution remains

1 When we examine fundamentals (profitability and growth rates), we always define firm size in terms of assets, not
the more commonly used market equity. Defining size in terms of market equity tends to allocate firms that are
large in terms of assets but have low profitability to the small group. As aresult, small market equity firmstend to
look more like weak firms than when sizeis defined in terms of assets.
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relatively compact and roughly symmetric. In the last few years of the sample period, however, the cross-
section of profitability for big seasoned firms devel ops a noticeable | eft tail.

The distribution of profitability for all listed firms (not shown) also drifts down and becomes
increasingly skewed left, more so than for seasoned firms but less strongly than for new lists. Thisis not
surprising, given the evidence on the evolution of profitability for new lists and seasoned firms. Our
point is that the mostly small new lists of 1980-2001 play an important role in the evolution of the cross-
section of profitability for al listed firms (the population of firms that get the benefits of unrestricted risk
sharing) both because new lists are so numerous and because aging new lists are influentia in the

evolution of profitability for seasoned firms.

B. Growth

There are aso substantial changes through time in the growth characteristics of new lists. Like
profitability, the distribution of growth for new lists of the last five years (Figure 6) becomes more
disperse. While profitability becomes more left skewed, growth becomes more right skewed. Median
growth does not change much during 1973-2000, fluctuating around 25% per year. The fraction of new
lists of the last five years whose assets shrink from one year to the next also remains relatively constant at
roughly 25%. The notable exceptions are the first year of the sample, 1973, when only about 10% of new
lists decrease in size, and the last year, 2001, when more than 50% do. Increasing right skewnessis,
however, the obvious feature of the cross-section of new list growth rates; extremely high new list growth
rates become much more common after 1979.

Skipping the details, we can report that the cross-sections of dA/A for both 1PO and non-1PO new
lists of the previous five years become increasingly skewed to the right, but more so for IPOs. And the
right skewness of dA/A for new lists of the previous five years is dwarfed by the skewness of PO growth
in the first listed year. For example, one quarter of the IPOs of 2000 grow more than 682% in their first
year, and one tenth grow more than 1375%. The asset growth rates of big new lists become more right

skewed later in the sample period, but the skewness is much less extreme than for small new lists. And
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not surprisingly, the increasing right skewness of asset growth for new lists eventualy shows up among
seasoned firms, though in much subdued form.

Finally, it is worth noting that the increasing left skewness of profitability and right skewness of
growth after 1979 are not due to firms going public earlier in their life cycle. Loughran and Ritter (2002)

find that during 1980- 1998 there is no downtrend in the age distribution of firms going public.

C. Profitability and Growth: Joint Distributions

Wheat is the relation between new list profitability and growth? Do rapidly growing new lists tend
to be more profitable? Or do low profitability and high growth go hand in hand? Tables 5 and 6 suggest
that both patterns are observed to some extent in the data.

Table 5 shows averages of annua simple and rank correlations between profitability and growth
for new lists and seasoned firms. For IPOs, the smple correlations in the listing year are dightly
negative. The rank correlations are more negative, especialy during 1980-2001, when new list
profitability becomes left skewed and growth becomes right skewed. Thus, during 1980-2000, | POs that
grow more rapidly in their first listed year tend to be less profitable. Moreover, though the less numerous
IPOs of 2001 show better first-year profitability and much lower growth than their immediate
predecessors, the rank correlation between profitability and growth remains negative (-0.31, versus -0.28
for the IPOs of 1990-2000). For non-IPO new lists, both the ssimple and the rank correlations between
first-year profitability and growth tend to be positive, but the estimates for 1980-2000 are close to zero.

For the second through fifth listed years, the correlations between profitability and growth are
positive. The smple correlations are between 0.11 and 0.29. The rank correlations are larger, 0.46 for
IPOs for 1973-2001 and 0.38 for non-1PO new lists. Thus, after the first listed year, more rapid growth is
associated with higher profitability. And the positive correlations between new list profitability and
growth during the second through fifth listed years are, if anything, larger than the positive correlations

for seasoned firms.
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Table 6 gives a more detailed picture of the relation between profitability and growth. Each year
new lists and seasoned firms are separately sorted into four growth groups, and within each growth
quartile firms are sorted into profitability quartiles. (Sorting first on profitability and then on growth
produces similar results.) Separate sorts are done for IPOs and non-1PO new listsin thelr listing year and
then for the second through fifth listed years combined. Table 6 shows subperiod averages of the
breakpoints for E/A from the second-pass profitability sorts. The breakpoints alow us to judge how
profitability varies across growth groups.

There are not enough 1POs during 1973-1979 to produce annual joint cross-sections of first-year
profitability and growth. For 1980-2000, when IPOs are plentiful, the negative relation between first-year
profitability and growth observed in the rank correations is apparent in the cross-sections. Thus, for
1980-1989 and 1990-2000, the IPOs in the top quartile of first-year growth have the lowest listing-year
profitability breakpoints, more than half of them are unprofitable, and, more generally, the profitability
breakpoints decrease across the top three growth quartiles. The evidence for non-IPO new lists is less
consistent, but the results also suggest a negative relation between first-year profitability and growth.
This seems in conflict with the dightly positive correlations between the first-year profitability and
growth of non-IPO new listsin Table 5. The apparent contradiction is explained by the slowest growing
guartile of non-IPO new lists. The first-year E/A breakpoints for these firms are lower than the
breakpoints for the fastest growing quartile, and this outweighs the otherwise negative relation between
first-year profitability and growth. In general, however, during 1980-2000, when new list profitability
becomes left skewed and growth becomes right skewed, the 1POs and non-IPO new lists that grow most
rapidly in their first listed year tend to be among the least profitable — low first-year profitability and rapid
growth go hand in hand. And at least for 1POs, the negative relation between first-year profitability and
growth extends to 2001.

Combining IPOs in their second through fifth listed years gives us enough 1POs during 1973-
1979 to produce joint cross-sections of profitability and growth. Confirming the correlationsin Table 5,

for 1973-1979 the relation between profitability and growth is positive; profitability breakpoints increase
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near monotonically across growth quartiles, both for IPOs and for non-1PO new lists. After 1979, the
picture is more complex. New lists (IPOs and non-I1PO) in the lowest quartile of second through fifth
year growth tend to be extremely unprofitable, and profitability breakpoints increase from the first to the
third growth quartiles. Thus, not surprisingly, many unprofitable firms begin to grow slowly or contract
during their second through fifth listed years, and a generally positive relation between profitability and
growth (picked up by the rank correlationsin Table 5) develops. Nevertheless, large doses (25% or more)
of the IPO and non-1PO new lists in the highest growth quartile have negative earnings before interest.

In sum, the sortsin Table 6 say that during 1980-2000, when new list profitability becomes more
left skewed and growth becomes more right skewed, there is a clear negative relation between first-year
profitability and growth; 1POs and non-IPO new lists that grow more rapidly tend to be less profitable.
The combination of low profitability and high growth is not, however, sustainable. After the first listed
year, many new lists with poor profitability begin to grow slowly or contract in size, and we see later that
many disappear. Asaresult, over most of the growth spectrum a generally positive relation between new
list profitability and growth develops. Asin thefirst listed year, however, large fractions of the |POs and
non-1PO new lists that grow most rapidly in their second through fifth listed years have low profitability.

The patterns in the profitability breakpoints for seasoned firmsin Table 6 are somewhat like those
for new lists in their second through fifth listed years; that is, profitability and growth tend to be
positively related, except perhaps when one goes from the third to the top growth quartile. The main
difference between seasoned firms and second through fifth year new lists is the higher profitability
breakpoints for seasoned firms during 1980-2001 — another manifestation of the decline in the post-listing

profitability of the new lists of the period.

D. New Ligt Profitability and Growth by Industry
Many readers ask whether the changing patterns in the profitability and growth of new lists are
industry specific. This section addresses this question. We break firms into five industries: (i) consumer

goods (durables, non-durables, and retail stores), (ii) industrials (manufacturing, mining, transportation,
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utilities, and energy), (iii) high tech (electronics, computer hardware and software, telecommunications,
etc.), (iv) healthcare, and (v) other (everything else). High tech and healthcare are the industries often
mentioned by readers as potentially important in our results. The remaining industries are formed to have
roughly similar products and reasonable numbers of new lists.

Table 7 shows the distribution of seasoned firms and new lists across the industries. The
proportions of seasoned firmsin the high tech and healthcare industries rise through time. Although these
two industries are only 14.2% of seasoned firmsin 1973-1979, they are 43.4% of seasoned firms in 2001.
The increase is largely due to the rising incidence of high tech and healthcare firms among new lists.
During 1973-1979 high tech and healthcare together account for 17.1% of IPOs and 22.2% of non-1PO
new lists, rising to 52.4% and 36.6% for 1990-2000 and to 58.9% and 50.0% for 2001. Nevertheless,
even during 1990-2001, on average more than half of al new lists are in the three remaining industries.

The important changes in the characteristics of new lists after 1979 are the increased left
skewness of profitability and the increased dispersion and right skewness of growth. To examine whether
these changes are industry specific, Table 8 shows average industry percents of seasoned firms, 1POs, and
non-1PO new lists with (i) negative earnings before interest and (ii) E/A above the 75™ percentile for
seasoned firms. Percents with negative asset growth and with asset growth rates above the 75" percentile
for seasoned firms are aso shown.

Industry Profitability — The average percent of seasoned firms with negative earnings rises from
6.6 for 1973-1979 to 25.7 for 1990-2000. The percent of new lists with negative earnings in the listing
year rises more, from 18.5 to 44.2 for IPOs and from 11.9 to 51.6 for nontlPO rew lists. There are
smilar large increases in the percents of new lists with negative earnings in the second through fifth listed
years. Among new lists and among seasoned firms, the high tech and healthcare industries indeed have
large percents of firms with negative earnings after 1979. But the important point is that the incidence of
negative earnings after 1979 is high in al industries. For example, during 1990-2000 industrials tend to

have the lowest percent of firms with negative earnings, but it ranges from a substantial 16.8 for seasoned
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firms to 43.2 for non-1PO new listsin their first listed year. In short, the increasing incidence of new lists
with poor earnings is generd; it is not industry specific.

The right tail of profitability is also of interest. Table 8 shows that there is not a lot of variation
across industries in the percent of seasoned firms with profitability above the 75" percentile of the
distribution for all seasoned firms. Especialy during 1980-1989 and 1990-2000, the percents cluster
around 25. Thus, each of the five industries has near the average share of seasoned firmsin the right tail
of profitability.

For present purposes, we are most interested in variation across industries in the percents of new
lists with high profitability. But as in the case of the left tail of the distribution, there is not much to
report. The percents of |POs with first-year E/A above the 75" percentile for all firms vary more across
industries than the percents for second through fifth year E/A. This may largely be due to smaller sample
szes for first-year E/A. The hedthcare industry more often has lower percents of firms with high
profitability, but the pattern is far from uniform. In general, different industries produce similar
proportions of new lists with high profitability. Again, we conclude that the changes in the cross-section
of new list profitability after 1979 are not an industry phenomenon.

Growth — The increased dispersion and right skewness of new list growth after 1979 aso is not
industry specific. Few IPOs shrink in size during their listing year; for example, 2.4% during 1973-1979
and 3.5% for 1990-2000. In contrast, 13.5% of the non-1PO new lists of 1973-1979 shrink during their
listing year, rising to 21.1% for 1990-2000. Higher fractions of seasoned firms shrink in size, 19.1% for
1973-1979 rising to 34.0% for 1990-2000. In the second through fifth listed years, the percents of 1POs
with shrinking assets are like those for seasoned firms; for non-1PO new lists they are higher. But for
new lists and for seasoned firms, the percents of firms declining in size do not vary alot across industries.
For example, the 1990-2000 percents for seasoned firms vary from 31.4% for consumer goods to 36.9%
for hedthcare. For IPOs in their second through fifth listed years, percents of firms declining in size
during 1990-2000 vary from 29.4% for consumer goods to 40.5% for healthcare. For second through

fifth year non-1PO new lists, the ordering is more compact, from 32.2% for healthcare to 39.5% for other.
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Percents of seasoned firms that grow rapidly vary more across industries. For example, during
1990-2000, percents of seasoned firms above the 75" percentile of asset growth for all seasoned firms
range from 18.6% for industrials to 32.8% for healthcare (Table 8). More interesting, however, is the
evidence that the strong right tail of new list growth during 1980-2000 is not industry specific. For
example, during 1990-2000, percents of |POs with first-year growth above the 75" percentile of growth
for seasoned firms range from 74.1% for industrias to 94.0% for high tech; the range for non-1PO new
lists is from 41.9% for producer goods to 64.8% for healthcare. Percents of new lists above the 75"
percentile of asset growth for seasoned firms are lower in the second through fifth listed years, but
typically above 25. For example, during 1990-2000, percents of 1POs with second through fifth year
growth above the 75" percentile of asset growth for seasoned firms range from 28.7 for industrials to 35.9
for hedlthcare; the range for non-1PO new lists is from 22.8 for producer goods to 35.9 for hedlthcare.

In sum, the increasing left skewness of new list profitability during 1980-2000 is not industry-
specific. The five industries we examine al show high and increasing fractions of unprofitable new lists.
The right skewness of new list growth also is common across industries. We conclude that the major
changes in the characteristics of new lists during 1980-2000 are pervasive changes in the kinds of firms
that are viable candidates for public equity financing. This evidence is important when we later discuss

whether the changes are due to demand or supply conditions in the market for new list equity funding.

V1. Survival Rates
Some of the changes in profitability discussed above may be a spurious result of accounting rules.
For example, the high profitability of the early sample years may be due in part to the high inflation of the
1970s and early 1980s, which causes profitability to be overstated because earnings grow with inflation
but assets are measured at historical cost. And profitability may be understated later in the sample period
because firms invest more in intangible assets like R& D, which are expensed rather than depreciated over
time. We doubt that vagaries of accounting can explain the major changes in profitability we observe —

the increased left skewness of E/A for small firms and especialy small new lists, which is not shared by
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big firms. In any case, there is a simple test. If the increased skewness of profitability is a matter of
accounting rules, it should not be associated with changes in survival rates. But if the skewness of E/A is
real, survival rates, especialy for small firms and small new lists, are likely to decline through time.

Another advantage of the evidence from survival ratesisthat it covers the entire sample of CRSP
non-financial new lists and so is not tainted by any biases in our analysis of fundamentals due to
Compustat’ s less complete coverage early in our sample period. If surviva rates tell a story that confirms
the evidence from fundamental's, we can probably infer that the analysis of fundamentals is not serioudly
affected by Compustat coverage bias (which in any caseis not much of an issue for 1POs).

Table 9 summarizes average survival rates, specificaly, percents of firms still trading after ten
years and percents lost within ten years in mergers or through ddlisting for poor performance. Y ear-by-
year details are in Figures 7 and 8. Surviva rates indeed decline through time. For seasoned firms, the
ten-year surviva rate fals from 60.6% for the 1973 cohort to 46.9% for the cohort of 1991 (Figure 7a).
Survival rates for new lists are close to those of seasoned firms early in the sample, but new list survival
rates fall more through time (Figure 7a). The ten-year survival rate for IPOs falls from 59.3% for the
cohort of 1973 (Figure 7b) to an average of 38.0% for the cohorts of 1980-1991 (Table 9). The decline
for non-1PO new lists is from 62.5% to 31.2%. Thus, for 1980-1991 (when new lists are plentiful and
their profitability declines and becomes more left skewed) only 38% of 1POs and 31.2% of non-1PO new
lists survive more than ten years.

Most of the firms that disappear from CRSP are acquired in mergers or are delisted because of
poor performance. Merger targets include strong and weak firms, so takeovers are ambiguous signals
about performance. There is, however, no ambiguity about the poor health of firms delisted for cause.
And, in line with the profitability evidence, new lists are more likely to be delisted for poor performance
than seasoned firms.

The rate at which seasoned firms are delisted for poor performance increases through time; 15.6%
of the seasoned firms of 1973 are delisted within ten years versus 23.2% for the 1991 cohort (Figure 8a).

The delist rates for new lists are always above those for seasoned firms, and they rise sharply from 1973

22



to roughly 1980. Thereafter, delist rates for new lists are too variable to identify a clear trend. The ten
year ddist rate for the new lists of 1973, 16.9%, is a bit higher than for seasoned firms, but the average
for the cohorts of 1980-1991 is about twice as high, 44.1%. About one in five of the seasoned firms of
1980-1991 is delisted for poor performance within ten years, versus more than two in five new lists. The
1973 IPO and non-1PO new lists (Figure 8b) have similar ten-year delist rates, 16.7% and 17.2%, but the
rate for non-1PO new lists rises more thereafter, averaging 51.6% for the 1980-1991 cohorts, versus
40.1% for IPOs (Table 9). Thus, about half of the non-IPO new lists of 1980-1991 are delisted for poor
performance within ten years of listing, versus (a still impressive) 40% of |POs.

We saw earlier that the profitability of big seasoned firms becomes only a bit more disperse after
1979, and it does not show the left skewness observed for small seasoned firms. Not surprisingly, then,
the (always low) tenryear delist rate for big seasoned firms rises only dlightly, from 0.6% for the cohorts
of 1973-1979 to 0.7% for 1980-1991 (Table 9). We also saw earlier that the profitability of big new lists
is more disperse than that of big seasoned firms but much less disperse and left skewed than that of all
new lists and, by implication, small new lists. Thus, it is aso not surprising that ten-year delist rates for
big new lists, which average 2.4% for 1980-1991, are higher than the rates for big seasoned firms but
much lower than for small new lists. Merger isthe main exit route for big firms; 26.2% of the 1973-1991
cohorts of big seasoned firms and 36.0% of big new lists are absorbed within ten years in mergers.

In sum, the evidence on performance delistings conforms nicely with the profitability results.
Thus, with the surge in new lists after 1979, the cross-section of profitability for listed firms drifts down
and becomes more left skewed. These changesin profitability are mostly due to small firms and they are
stronger for new lists than for seasoned firms. Likewise, performance delistings increase after 1979, the

increase is primarily due to small firms, and it is larger for new lists than for seasoned firms.

VII. Profitability for Outcome Groups of New Lists
The analysis above presumes that firms delisted for poor performance are from the fattening left

tail of the cross-section of profitability. Table 10 provides evidence. The table shows the average
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profitability and growth of new lists and seasoned firms for one to five years before each of the possible
outcomes, survival, merger, or performance ddlisting. For example, current average profitability is shown
for portfolios of firms listed within the previous five years that delist for cause within the next oneto five
years. Merger portfolios are defined in the same way. And there are complement portfolios that include
new lists of the previous five years that survive at least through the next one to five years. Table 10 aso
shows average profitability for seasoned firms (listed at least five years) that merge within, delist within,
or survive beyond the next one to five years.

In the 1970s and 1980s, survival is associated with strong profits for seasoned firms and new lists.
And PO survivors are more profitable and grow faster than seasoned survivors. Seasoned survivors
share the general decline in profitability from 1980-1989 to 1990-2000, but the decline is stronger for 1PO
survivors. In the 1990s, E/A averages 6.1% to 6.3% for seasoned survivors, but it is 5.2% for IPOs that
survive beyond the next five years, and only 3.0% for IPOs that survive more than a year. Survivors
among non-IPO new lists also experience a decline in profitability from 1980-1989 to 1990-2000.
Overal, however, new lists and seasoned firms that survive tend to be profitable and growing, which is
not surprising. Survivors are, however, declining fractions of seasoned firms and new lists.

The evidence on the profitability and growth of firms lost in mergers is more interesting. Merger
rates do not trend much during the sample period. During 1973-1991, on average about one in three
seasoned firms and one in five new lists are absorbed in mergers within ten years (Table 9). But the
characteristics of merged firms change. The seasoned firms of 1973-1979 lost in mergers are about as
profitable and grow as fast as seasoned survivors (Table 10). But in the 1980s and 1990s the average
profitability of merged seasoned firms falls relative to seasoned survivors, without a clear decline in
growth. And during 1990-2000, the profitability of seasoned firms lost in mergers declines as merger
approaches. Similar comments apply to 1POs and non-IPO new lists lost in mergers, if anything, the
decline in profitability is stronger for merged new lists. In short, through time the merger arrow is aimed

more at seasoned firms and new lists with mediocre and deteriorating profits but relatively high growth.
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As expected, the biggest effects of the downward drift and increasing left skewness of
profitability after 1979 show up in the expanding set of firms delisted for poor performance. They have
terrible earnings for five years before delisting, and profitability deteriorates as delisting approaches
(Table 10). New lists (IPOs and non-1PO) delisted for poor performance are less profitable than delisted
seasoned firms. Consistent with the increasing left skewness of profitability, the poor profitability of
delisted firms (seasoned and new lists) becomes more extreme from 1980-1989 to 1990-2000. And the
delisted firms of 1990-2000 have negative and declining profitability for five years before delisting.

The average growth of firms delisted for poor performance isinteresting. Seasoned firms delisted
during 1980-2000 on average have shrinking assets for the four or five years before delisting (Table 10).
But the new lists of 1980-2000 delisted for poor performance on average grow until one or two years
preceding delisting, despite strongly negative profitability. Thus, the high delist rates of the new lists of

the last 20 years tend to be the result of recent growth that is un-rewarded by earnings.

VIII. 1sOur Sample Period Unique?

Our sample period, 1973-2001, is relatively short, and it is reasonable to ask whether there are
earlier high volume periods of new lists with similar growth and profitability characteristics. Several
recent papers, including Gompers and Lerner (2001), Ibbotson, Sindelar, and Ritter (1988, 1994), Lowry
(2003), and Lowry and Schwert (2002), look at IPO volume over longer periods, and their evidence
suggests that thisis not the case. Most pertinent, Gompers and Lerner (2001) study the 1POs of the 1935-
1972 period preceding Nasdag. Their sampleisfairly complete; it is not restricted to 1POs listed on major
exchanges. They find that from 1935 to 1945, there are few IPOs (typicaly less than ten per year).
Before 1959, there are no periods with high PO volume; the largest number of 1POs in any year is 51.
From 1959 to 1962 there is a spurt of 1POs, ranging from 122 in 1959 to 321 in 1961. Thereisabigger
surge from 1968 to 1972, ranging from 204 |POs in 1971 to 683 in 1969, numbers more like those of the

sustained high volume period of the last 20 years of our sample.
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Most pre-Nasdaq 1POs are not on Compustat in their PO year, so we do not have data on initia
profitability and growth. But the firms on Nasdaq by the end of the CRSP startup period (April 1973),
which are mostly small and which we classify as seasoned, and the non-1PO new lists of the early Nasdag
years, are probably heavy with surviving IPOs of the 1968-1972 high volume period. In the early years of
Nasdag (1973-1979), non-IPO new lists tend to be about as profitable as seasoned firms (Table 4).
Moreover, during the early Nasdaq years, the profitability of seasoned small firms does not show the left
skewness that evolves over later years as a result of the changing characteristics of new lists. (See the
earlier discussion of Figures4 and 5.) Indeed, the fact that the profitability and growth characteristics of
new lists (IPO and non-1PO) evolve dowly during the 1980-2000 period of high new list volume suggests
that we are indeed observing changes in the kinds of firms that are viable candidates for public equity

financing.

IX. Conclusions

After 1979, the rate at which new firms are listed on the mgjor U.S. stock exchanges jumps from
about 160 to near 550 per year. The profile of new lists aso changes. Profitability becomes more left
skewed and growth becomes more right skewed. The result is a sharp decline in new list survival rates
due to delistings for poor performance. The flood of new lists with low long-term profitability and high
growth eventually causes seasoned firms to acquire subdued versions of the profitability and growth
characteristics of new lists, with a corresponding decline in survival rates.

The dramatic changes in the profitability and growth characteristics of listed firms after 1979 are
largely due to small firms. The changes are nevertheless important for understanding the market for listed
firms, in particular, the kind of firms that are viable candidates for public equity financing. Our results
say that changes in demand or supply conditions lead to increased sharing of the risks of firms with high
growth and low profitability, a combination that produces a large dose of unhappy outcomes. These

changes occur dowly over the post-1979 period, and they are not industry-specific.
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Figure 1 provides a framework for judging whether the changes in the characteristics of new lists
are due to supply or demand conditions. Basically, the evidence says that weaker firms and firms whose
expected payoffs are further in the future become viable candidates for public equity financing. This
suggests a decline in the cost of equity capital for new lists. One possible explanation is a shift to the | eft
in the demand curve for equity funding by new lists. In this case we would expect to see adeclinein the
quantity of new lists. But this is not the case; new listings remain high throughout the post-1979 period
(Figure 2), and if anything, the size of new lists relative to other listed firms increases (Table 1).
Moreover, though abundant, new lists are mostly small, and annua new lists are only 2-3% of the market
value of listed firms. If, as aresult, the supply curve for new list equity is relatively flat, shiftsin demand
have little effect on E(R).

This discussion suggests that the broadening of the kinds of firms publicly traded after 1979 is
likely due to changes in supply conditions; specifically, a downward shift in the supply curve for new list
funding that lowers E(R) and so results in positive market values for weaker firms and firms with more
distant future payoffs. This conclusion is in line with the evidence of Fama and French (2002). They
argue that aside from short-term mean reversion, the growth of aggregate earnings is unpredictable, which
implies that the general rise in price-earnings ratios during the 1980s and 1990s is largely due to a decline
in expected stock returns, equivalently, a lower cost of equity capital. With a lower cost of capital, less
profitable firms and firms with longer-term expected payoffs become positive net present value projects
and viable candidates for public equity financing. A declinein E(R) isalso in line with our evidence that
the changes in the profitability and growth characteristics of new lists are pervasive across industries.

Thereis a potential problem with this argument. Other things equal, a general decline in the cost
of equity capital should induce not only a larger supply of new lists, but also more investment by
seasoned firms. But the rate of growth of assets for seasoned firms (about 10% per year) does not change
much during 1973-2001 (Table 4). The profitability of seasoned firms does, however, decline during the
sample period (Table 4). If the decline is due, for example, to an economy that becomes more

competitive, alower cost of equity capital need not result in more investment by seasoned firms. Indeed,

27



the lower cost d equity may be due to a downward shift in the demand for equity capital by seasoned
firms. Seasoned firms account for most of aggregate equity and so face aless elastic supply curve. Asa
result, a downward shift in their demand for equity capital will lower both their cost of equity and, as a
byproduct of market equilibrium, the cost of equity for new ligs.

It isaso possible that alower cost of equity capital is special to new lists. Recall that, in addition
to the pure costs of time and risk bearing, the cost of equity capital, E(R), includes information and
trading costs borne by investors that raise the required expected return, as well as information costs firms
incur to lower the costs that otherwise would be borne by investors. If the information and trading costs
specifically associated with new lists go down, there can be downward shifts in the supply curve for new
list equity capital that are not shared by seasoned firms.

If E(R) falls because of a decline in information and trading costs that is specific to new lists, and
if new firms are properly priced, then the resulting expansion in the set of firms eligible for public equity
financing enhances the efficiency of the economy’s investment and risk sharing. Firms that formerly
would be privately held (or not exist at al due to wealth constraints or the risk aversion of entrepreneurs)
now get the benefits of unrestricted risk sharing. On the other hand, if E(R) falls because of a decline in
the equilibrium price of time or risk bearing for al firms, then the resulting increase in wesker new listsis
largely firms that would not otherwise exist (as long as entrepreneurs use opportunity cost of capital
signals from the overall capital market in their decisions about privately held firms).

There is, of course, controversy on whether new lists are properly priced. Behavioraists, like
Ritter (1991) and Loughran and Ritter (1995), argue that investors are too optimistic about the prospects
of IPOs. Asareault, IPOs are overpriced and yield abnormally low post-listing returns. In effect, the low
cost of equity capital of IPOsisirrationa, so there is too much investment in IPOs and their activities.

Our results suggest another possibility. Suppose the changes in the nature of new lists we
document are due to a decline in the cost of new list equity capital after 1979 which is not irrationa but
nevertheless alows weaker firms and firms with more distant future payoffs to finance in the public

equity market. The market is then faced with setting stock prices for firms of atype not previously traded
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publicly. Itis possible that, ex post, a bad draw occurs; the failure rates of the new weaker class of new
lists turn out to be higher than was rationally anticipated ex ante, and overall new list returns are [ow.

Finally, others like Fama (1998) and Brav, Geczy, and Gompers (2000), argue that the way
returns are risk-adjusted has a big effect on inferences about 1PO pricing, rendering al inferences shaky.
In a provocative paper, Schultz (2002) argues that because | POs bunch in periods following high returns,
the average return on the typica |PO is likely to appear low, even if IPOs are properly priced. Suffice it
to say that the pricing issue remains contentious.
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Table 1 -- Counts and Size Statistics for New Lists

We define a new list as the first appearance of a firm (PERMCO) on CRSP. The sample includes only CRSP firms with a share code of 10 or 11
(ordinary shares). Firmstrading on Nasdag by April 1973 are not new lists unless they went public (are IPOs) between December 1972 and April 1973.
We aso exclude tracking stocks, spin-offs, firms that go public after going private, and dua class stocks of companies with common equity aready
trading on the NY SE, AMEX, or Nasdag. Our sample of IPOs is from three sources: an updated list of the IPOs used in Loughran and Ritter (1995), the
IPOs used in Eckbo and Norli (2002), and Thomson Financial's Global New Issues database. A new list is defined as an IPO if it is in this merged
sample and its CRSP listing month is no more than three months before and ten months after its reported |PO. Firms is the average number of new lists,
IPOs, or non-1PO new lists in the indicated period. A firm's NY SE and local ME percentiles measure its market equity relative to firms on the NY SE
and its listing market in the month it is listed. The percent of names for year t is the number of newly listed firms divided by the monthly average of the
total number of listed firms (x 100). The percent of ME for year t is the sum of the initial market equity of newly listed firms divided by the monthly
average of the total market equity of al listed firms (x 100). The = 0 column in Percent of Namesin NY SE Percentile Range is firms smaller than the
smallest NY SE firm. The results for each period are smple averages of annual values.

Al New Lists | PCs Non-| PO New Lists
Ave Percentile Per cent of Ave Percentile Percent of Ave Percentile Percent of

Peri od Firns NYSE Local Nanes ME Firms NYSE Local Nanes ME Firns NYSE Local Nanes VE
1973-2001 454 12. 3 50.8 9. 64 1. 86 281 14. 8 55.8 6. 94 1. 48 174 8.1 42. 7 3.35 0.52
1980-2001 549 12.7 51.4 10. 19 1.99 358 14.9 55.8 7.13 1.52 191 8.4 43. 3 3.47 0. 57
1973-1979 156 7.8 43.8 3. 64 0.42 37 11.5 55.7 1.14 0.19 118 6.6 40.0 2.76 0.25
1980- 1989 541 7.7 47. 4 10. 93 1.89 328 8.5 50.7 7.47 1.21 213 6.4 42.2 4. 03 0.73
1990- 2000 595 16. 6 54,7 9.73 2.10 413 19. 4 59.3 6. 97 1.75 183 10. 3 44, 2 2.95 0.41
2001 132 22.8 56.5 2.25 0.73 63 32.0 67.2 1.07 0.55 69 14. 3 46. 8 1.18 0.18

Percent of Nanmes in NYSE Percentil e Range Percent of Nanes in Local Market Percentil e Range

£0 £5 £ 10 £ 20 £ 30 £ 40 £ 50 £5 £ 10 £ 20 £ 30 £ 40 £ 50

Al New Lists
1973-1979 13.6 70.6 78.7 88.7 92. 4 94.7 97.7 4.5 10. 4 22.7 36. 2 48. 9 61.0
1980- 1989 8.8 67.8 79. 6 89.7 94.0 96. 4 98.0 1.0 3.6 13.7 28.0 43.0 57.1
1990- 2000 0.0 34.8 51.7 72.0 82.6 89.0 93. 2 0.6 2.5 10.0 21.2 32.6 43. 2
2001 0.0 26.5 41.7 56. 8 68. 2 82.6 88. 6 2.3 2.3 9.8 18.9 27.3 38.6
| PCs
1973-1979 7.3 55.3 64.5 82. 4 89. 3 92.0 96. 6 0.4 1.9 9.5 20.2 31.7 42. 7
1980- 1989 7.0 63. 6 76. 3 87.7 93.3 96.1 98.0 0.2 1.7 9.5 22.7 37.9 52.4
1990- 2000 0.0 26. 3 42.5 65.7 78.5 86. 4 91.8 0.3 1.6 7.1 16.0 25.6 35.1
2001 0.0 11. 1 15.9 30. 2 52. 4 74.6 84.1 0.0 0.0 3.2 7.9 12. 7 22.2
Non-1 PO New Lists
1973-1979 15.6 75. 4 83.2 90.7 93.4 95.5 98.1 5.8 13.1 26.9 41. 3 54. 3 66. 7
1980- 1989 11.6 74. 3 84.8 92.7 95. 2 96. 9 98.1 2.3 6.4 20.1 36. 2 50.8 64. 2
1990- 2000 0.0 53.9 72.6 86. 4 92.0 94. 8 96. 3 1.3 4.6 16.5 33.2 48. 4 61.5
2001 0.0 40. 6 65. 2 81.2 82.6 89.9 92.8 4.3 4.3 15.9 29.0 40. 6 53.6
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Table 2 — Nasdag Requirements for Initial and Continued Listing

Nasdag Requirements for Initial Listing

[Peri od 8/ 94/ 81 Y ooron | 8l1e7 o 20/ 01 6/29/ 01-
Tot al Assets $1, 000, 000 $2, 000, 000 $4, 000, 000

St ockhol ders Equity $4, 000, 000 or | $5, 000, 000 or
Mar ket Capitalization $50, 000, 000 or [$50, 000, 000 or
Net | ncone” $750, 000 $750, 000
ICapi tal and Surpl us $500, 000 $1, 000, 000 $2, 000, 000

IM ni mum Bid Price $3 $4 $4

IPubI ic Float (Market Val ue) $1, 000, 000 $5, 000, 000 $5, 000, 000
IPubI ic Float (Shares) 100, 000 100, 000 100, 000 1, 000, 000 1, 000, 000
Shar ehol der s 300 300 300 300 300

IVar ket Makers 2 2 2 3 3
Operating Hi story 1 Year or
MVar ket Capitalization $50, 000, 000
IReg 12G Yes Yes Yes Yes Yes

IOor por at e Gover nance Yes Yes

Nasdaq Requirements for Continued Listing

[Peri od &) pal 81 oo | Caouey 201 01 6/ 29/ 01-
Total Assets $500, 000 $750, 000 $2, 000, 000

St ockhol ders Equity $2, 000, 000 or | $2,500, 000 or
MVar ket Capitalization $35, 000, 000 or [$35, 000, 000 or
Net | ncome” $500, 000 $500, 000
ICapi tal and Surplus $250, 000 $375, 000 $1, 000, 000

IM ni mum Bid Price $1 $1 $1

IPubI ic Float (Market Val ue) $200, 000 $1, 000, 000 $1, 000, 000
IPubI i c Float (Shares) 100, 000 100, 000 100, 000 500, 000 500, 000
Shar ehol der s 300 300 300 300 300
[Var ket Maker s 1 1 2 2 2
IReg 12G Yes Yes Yes Yes Yes

Cor por at e Gover nance Yes Yes

A firm nust satisfy the net incone requirenent either in the |atest fiscal year or in tw of the

| ast three years.
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Table 3 — Sample Coverage of Profitability for Non-Financial New Lists, Average Number of Firms per Year

The sample of new lists includes CRSP firms (PERMCO' s) with share codes of 10 and 11, when they first appear on CRSP. Firms trading on Nasdaq by
April 1973 are not new lists unless they went public (are IPOs) between December 1972 and April 1973. Our sample of IPOs is from three sources: an
updated list of the IPOs used in Loughran and Ritter (1995), the IPOs used in Eckbo and Norli (2002), and Thomson Financial’s Global New Issues
database. A new list isdefined as an IPO if it isin this merged sample and its CRSP listing month is no more than three months before and ten months
after its reported IPO. There are on average five new lists per year (not shown in the table) that are in the PO sample but have listing dates outside the
three and ten month bounds. Total CRSP is the average annual number of firms remaining after we drop tracking stocks, spin-offs, previous LBO's, and
financia firms (SIC codes 6000-6999). No E/A isthe average annual number of firms that are not on Compustat or that do not have profitability datain
any of thefirst five years they are on CRSP. Good Firmsis the average annual number of Total CRSP firms that have profitability datain at least one of
their first five years. Outcome (Survive, Merge, or Delist) shows the status of Good Firms and firms with No E/A five years after listing.

No E/A Good Firnms
Total Tracking Prior Tot al Good Qut conme Five Years After Listing
Firns St ock  Spi nof f LBO Fi nance CRSP No E/A Firnms Survive Merge Delist Survive Merge Delist

Al New Lists

1973- 2001 477 1 16 5 92 363 24 339 6 5 12 213 49 77
1973-1979 158 0 0 0 27 130 21 109 9 6 6 87 10 13
1980- 1989 573 0 23 8 115 427 43 384 10 7 25 244 36 104
1990- 2000 622 2 19 7 118 477 10 467 1 4 5 277 90 100
2001 143 0 11 0 42 90 11 79 9 1 1 76 1 2
| PCs Used

1973- 2001 301 0 15 5 31 250 11 239 2 3 5 150 39 50
1973-1979 38 0 0 0 4 34 4 30 2 1 1 23 3 4
1980- 1989 359 0 23 8 50 278 22 256 5 4 13 166 27 63
1990- 2000 438 0 18 6 34 378 5 374 0 3 2 225 77 72
2001 74 0 11 0 8 55 4 51 3 1 0 48 1 2
Non- | PO New Li sts

1973- 2001 170 1 0 0 60 109 13 96 4 3 6 61 10 26
1973-1979 118 0 0 0 23 96 17 79 8 5 4 63 6 9
1980- 1989 206 0 0 0 65 141 19 122 5 3 12 74 9 39
1990- 2000 180 1 0 0 83 95 5 90 1 1 3 50 13 27
2001 64 0 0 0 31 33 7 26 6 0 1 26 0 0



Table 4 - Average Percent Profitability (E/A) and Percent Growth in Assets (dA/A) for Seasoned Firms, IPOs, and Non-1PO New Lists

The IPO and non-1PO new list results are for the fiscal year that includes the listing month (year 1) and for the next four years (2-5). Theyear 1
results for Seasoned firms (listed at least five years) in year t are for al seasoned firms on CRSP with the necessary Compustat data on
profitability or the growth in assets for year t. The results for forward years 2-5 are for firms of year t with datain year t+1, t+2, t+3, or t+4. We
define spin-offs and firms that go public after going private as seasoned firms, rather than new lists, as soon as they begin trading. Firmsis the
average number of new lists or seasoned firms with profitability data in year t. The percent growth in assets for year t+t, dA/A, is 100 x
(Aut-Aue-1)/Ane1. Profitability, E/A, is earnings before interest but after taxes divided by assets, in percent. We calculate annua ratios as the
aggregate vaue of the numerator divided by the aggregate vaue of the denominator. The results for each period are simple averages of annua
values. Earnings before interest is income before extraordinary (Compustat data item 18) plus interest expense (15), plus income statement
deferred taxes (50) if it isavailable. Assetsis Compustat data item 6. The results for each period are simple averages of the annual ratios. The
sample is restricted to non-financial CRSP firms (SIC codes 6000-6999 are excluded) with share codes of 10 or 11 (ordinary shares), and it
excludes tracking stocks.

Aver age Average Profitability, E/A Average Gowh in Assets, dAA
Firms Forward Year Forward Year

per Year 1 2 3 4 5 1 2 3 4 5
Seasoned Firms
1973- 2001 3094 7.1 7.1 7.1 7.0 7.0 9.9 9.7 9.4 9.6 9.6
1980- 2001 3096 6.9 6.8 6.6 6.6 6.5 9.3 9.1 8.8 8.9 9.1
1973-1979 3087 7.9 8.1 8.2 8.3 8.2 11.7 11.6 11.3 11.5 10.9
1980- 1989 2897 8.2 7.9 7.4 7.1 6.7 10.0 9.5 8.6 8.4 8.5
1990- 2000 3277 6.1 5.8 5.9 6.1 6.2 8.9 8.8 9.0 9.6 9.9
2001 3078 3.0 6.4
| PCs
1973- 2001 230 7.2 5.5 4.0 3.9 4.5 82.3 32.1 27.9 22.2 19. 4
1980- 2001 295 5.6 3.3 1.3 1.6 2.4 64.7 33.3 28.5 19. 4 16.9
1973- 1979 261 2.4 12.2 11.7 10.2 10.0 137.7 28.6 26. 4 30.0 25.9
1980- 1989 236 8.6 6.7 4.0 4.4 3.7 68.1 34.1 25.9 18.7 14. 2
1990- 2000 371 3.1 0.2 -1.4 -1. 4 0.8 66. 8 32.6 31.0 20.0 20. 4
2001 51 2.8 6.4
Non-1 PO New Lists
1973- 2001 95 3.2 4.7 4.6 5.2 4.9 18.5 17.5 14. 2 17. 4 13.6
1980- 2001 102 2.1 4.0 3.7 4.7 4.5 15.8 14.7 12.9 16. 4 13.5
1973- 1979 72 6.6 7.0 7.1 6.4 6.0 27.1 25.9 17.9 20.1 14.0
1980- 1989 120 4.1 6.0 5.2 5.7 4.9 17.9 15.3 12.6 14.5 8.2
1990- 2000 92 0.1 2.1 2.1 3.7 4.0 13.5 14.1 13.1 18.6 20.2
2001 28 4.3 19.8



Table5 - Simple and Rank Correlations between Profitability (E/A) and
Growth in Assets (dA/A) for IPOs, Non-1PO New Lists and Seasoned
Firms

The first-year correlations for IPO and non-1PO new lists are for the
fisca year that includes the listing month. Seasoned firms are firms
listed more than five years. Firmsis the average number of new lists or
seasoned firms with profitability and growth data in a given year. The
growth in assets for year t, dA/A, is (A-Ac1)/Ar. Profitability, E/A, is
year t earnings before interest divided by year t assets. The results for
each period are simple averages of the annual correlation. We use only
non-financial firms; SIC codes 6000-6999 are excluded.

Firnms Si npl e Rank
I PCs: First Year
1973- 2001 200 -0.08 -0.16
1973-1979 4 -0.19 0.08
1980- 1989 177 -0.06 -0.19
1990- 2000 360 -0.03 -0.28
2001 51 -0.02 -0.31
Non-1 PO New Lists: First Year
1973- 2001 78 0.03 0. 09
1973-1979 74 0.14 0.25
1980- 1989 85 -0.05 0. 04
1990- 2000 79 0.01 0. 02
2001 27 0. 33 0. 15
I PCs: Second through Fifth Year
1973-2001 685 0.21 0. 46
1973-1979 50 0.29 0.42
1980- 1989 675 0.23 0.51
1990- 2000 1083 0.13 0.43
2001 861 0.22 0.76
Non-1 PO New Lists: Second through Fifth Year
1973-2001 340 0. 16 0.38
1973-1979 391 0.23 0. 40
1980- 1989 356 0.16 0.43
1990- 2000 306 0.11 0.31
2001 203 0.25 0.62
Seasoned Firns
1973-2001 3049 0.10 0. 39
1973-1979 2947 0.19 0.39
1980- 1989 2878 0.12 0.42
1990- 2000 3268 0.03 0. 36
2001 3075 0. 07 0.51



Table 6 — Quartile Breakpoints for Profitability within Quartiles of Asset Growth for IPOs, Non-1PO New Ligts, and Seasoned Firms

Each year new lists and seasoned firms are separately sorted into four growth groups, and within each growth quartile firms are sorted into
profitability quartiles. Separate sorts are done for 1POs and non-1PO new lists in their listing year and then for the second through fifth listed
years combined. The firgt-year results for IPOs and non-IPO new ligts are for the fiscal year that includes the listing month. Seasoned firms
are firms listed more than five years. The percent growth in assets for year t, dA/A, is 100 x (A-A1)/A.1. Profitability, E/A, is year t earnings
before interest divided by year t assets, in percent. The profitability breakpoints for each period are simple averages of the annual breakpoints.
We use only non-financia firms; SIC codes 6000-6999 are excluded.

Low dA/ A Quartile 2 Quartile 3 H gh dA/ A

Low E/ A H gh Low E/ A Hi gh Low E/ A Hi gh Low E/ A H gh
| PCs: First Year
1973-2001 -7.16 7.50 12. 07 -5.49 5.68 11. 14 -10. 18 3.92 9.92 -22.94 -5.10 5. 00
1973-1979
1980- 1989 -7.38 9.25 13. 20 1.41 10. 07 14.53 -6.65 8. 62 14. 06 - 18.93 -0.79 7.98
1990- 2000 -7.80 6. 07 11. 32 -8.81 2.18 8. 47 -11.91 1.08 6. 66 - 26. 38 -8.94 2.39
2001 2.17 5. 69 8. 97 -37.97 0.24 6.72 -26.49 -11.81 4,29 -25.25 -5.92 4,03
Non-1 PO New Lists: First Year
1973-2001 -40.91 -10.16 2.90 -4.21 6.78 10. 37 -13.35 2.91 10. 38 -21.52 -3.30 6. 32
1973- 1979 1.71 5.48 9.11 7.54 9.71 12. 34 7.33 11. 67 14. 37 4.11 10. 27 16. 32
1980- 1989 -37.84 -9.08 5.61 -4.23 7.83 11. 29 -10.99 4.22 11. 38 -23.55 -5.80 4. 77
1990- 2000 -69.58 -22.18 -3.63 -7.53 4.44 8.81 -29. 84 -3.65 6.78 -38.00 -10.32 1.54
2001 -54. 64 1.80 4.05 -49.61 1.37 4. 44 -0.24 0.78 11.95 0.81 3.90 4.36
| PCs: Second through Fifth Year
1973-2001 -63.41 -26.44 -8.06 -4.42 3.79 8.24 2.54 8. 45 12. 75 -1.71 7.06 11.70
1973- 1979 -20. 59 2.41 8.72 2.74 9. 29 12. 15 8.77 11.72 16. 74 7.95 12. 58 16. 75
1980- 1989 -66.73 -27.79 -8.72 -4.09 4.00 8.58 2.22 8. 64 12. 76 0. 30 7.71 12.18
1990- 2000 -72.64 -32.92 -11.30 -5.16 3.49 8. 07 0.97 7.43 11. 31 -8.16 3.82 8.79
2001 -185.59 -114.84 -66.42 -42.50 -27.91 -16.88 -14.56 -2.01 4.51 -8.69 3.23 8.61
Non-1 PO New Lists: Second through Fifth Year
1973-2001 -55.26 -20.22 -2.92 -3.39 4.56 8.58 1.99 7.56 11. 40 -4.41 5.73 10. 68
1973-1979 -0.84 5.11 8.25 5.92 8.38 10. 81 7.39 10. 11 13. 37 6. 97 10. 43 14. 28
1980- 1989 -51.25 -21.22 -3.78 -3.22 4.75 8.85 2.41 8.25 12.19 -2.19 6. 89 11.54
1990- 2000 -67.03 -26.88 -4.47 -6.01 3.89 8.14 -1.72 5.74 9.77 -12.95 1.93 7.70
2001 -346.70 -114.27 -55.60 -41.55 -16.65 -5.01 0.70 3.02 7.61 -12.45 3.01 9. 60
Seasoned Firmns
1973-2001 -14.11 -0.44 6.12 3.94 6.94 9.37 5.99 8.53 11.10 4.85 8.55 11.98
1973-1979 2.12 6. 03 8.52 6. 15 8. 06 10. 20 7.18 9.20 11. 49 7.41 9. 89 12. 87
1980- 1989 -10. 86 0.51 6. 59 4.56 7.52 9.92 6.83 9.33 11. 80 6. 25 9.42 12.54
1990- 2000 -23.55 -3.79 4.86 2.56 6.08 8. 60 4.73 7.57 10. 36 2.21 7.06 11.02
2001 -56.31 -18.30 -1.61 -2.70 2.84 6. 50 3.22 6. 40 9. 46 1.90 6.87 10. 77
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Table 7 — Allocations across I ndustries of Seasoned Firms, IPOs, and Non-IPO New Lists

Each year IPOs, non-IPO new lists, and seasoned firms that have profitability data (required in Table 8) are sorted into five industries: consumer goods (Cons),

industrials (Ind), high tech (HiTec), healthcare (HIth), and Other. Seasoned firms are firms listed more than five years. The table shows simple averages for subperiods
of the annual number of firms, percent of firms, and percent of the aggregate assets of the firms in a group accounted for by each of the five industries. Financial firms
(SIC codes 6000-6999) are excluded.

Seasoned Firms | PCs Non- | PO New Lists
Al  Cons Ind H Tec Hth Oher Al l Cons Ind H Tec Hth Oher Al | Cons Ind H Tec Hth Oher

Aver age Annual Nunber of Firms

1973-1979 3543 1033 1134 391 114 871 26 3 6 4 2 11 72 11 19 11 4 28
1980- 1989 3953 965 1239 767 244 738 236 50 34 73 27 52 120 23 28 25 12 32
1990- 2000 4669 1141 1137 1149 521 721 371 79 37 144 51 61 92 20 17 23 10 21
2001 4142 851 838 1322 477 654 51 6 11 16 14 4 28 6 6 9 5 2
Aver age Annual Percent of Firmns

1973- 1979 100.0 29.2 32.0 11.0 3.2 24.5 100.0 12.3 25.6 12.8 4.3 44.9 100.0 14.8 24.9 16.2 6.0 38.2
1980-1989 100.0 24.5 31.5 19.2 6.0 18.8 100.0 21.2 15.4 30.2 11.5 21.6 100.0 19.1 23.6 20.8 9.6 27.0
1990-2000 100.0 24.4 24.5 24.5 11.1 15.4 100.0 20.9 10.4 38.1 14.3 16.4 100.0 22.0 18.9 25.4 11.2 22.3
2001 100.0 20.5 20.2 31.9 11.5 15.8 100.0 11.8 21.6 31.4 27.5 7.8 100.0 21.4 21.4 32.1 17.9 7.1
Aver age Annual Percent of Aggregate Assets

1973-1979 100.0 17.9 48.2 13.1 2.1 18.6 100.0 17.1 24.3 6.6 2.9 49.1 100.0 14.6 18.8 4.5 0.8 61.3
1980-1989 100.0 24.4 49.3 13.1 3.0 10.3 100.0 24.3 19.2 26.4 7.2 22.9 100.0 14.3 45.6 14.0 5.8 20.2
1990- 2000 100.0 34.0 36.7 16.6 4.3 8.5 100.0 21.8 18.3 32.4 6.8 20.7 100.0 21.8 31.5 22.0 7.3 17.4
2001 100.0 27.8 31.5 26.2 4.6 9.8 100.0 4.8 68.6 14.5 9.8 2.3 100.0 28.0 7.8 52.9 8.0 3.3
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Table 8— Tails of the Cross-Sections of Profitability and Growth for Seasoned Firms, |POs, and Non-1PO New Lists

Each year IPOs, non-1PO new lists, and seasoned firms that have the relevant profitability or growth data are sorted into five industries: consumer goods (Cons),
industrials (Ind), high tech (HiTec), healthcare (HIth), and Other. Seasoned firms are firms listed more than five years. Percents of industry firmsin each group with
negative profitability and percents with profitability above the 75" percentile for seasoned firms are calculated. The exercise is repeated for percent negative and
above the 75" percentile of asset growth for seasoned firms. Separate calculations are done for 1POs and non-IPO new lists in their listing year and for IPOs and
non-1PO new lists that are in their second through fifth listed years. The percent growth in assets for year t, dA/A, is 100 X (A¢-A1)/Aca. Profitability, E/A, is year
t earnings before interest divided by year t assets, in percent. The numbers for each period are simple averages of the annual values. Financial firms (SIC codes
6000-6999) are excluded.

Part A Profitability

Percent of Firns with Negative Earnings E/A > 75th Percentile for Seasoned Firns
All Cons I nd Hi Tec Hth Q her All Cons I nd Hi Tec H th Gt her
Seasoned Firns
1973- 1979 6.6 6.8 3.8 9.1 4.6 9.2 25.0 22.2 24.9 28.9 37.0 25.4
1980- 1989 17.1 11.5 15.5 22.1 21.8 21.9 25.0 27.0 23.8 25. 4 33.2 23.3
1990- 2000 25.7 18.2 16. 8 35.5 42.5 29.8 25.0 28.6 23.5 25.9 25. 4 21.1
2001 36.8 21. 4 22.5 57.6 49.2 38.5 25.0 30.9 27.6 16.0 30.4 22.7
I PCs: First Year
1973- 1979 18.5 20.0 24.4 15.0 4.8 18.1 55. 6 60.0 61.9 59.2 52.4 50. 4
1980- 1989 34.9 29.1 28.8 36.4 51.9 33.2 32.3 35.8 35.8 36.9 19.2 29.5
1990- 2000 44. 2 33.6 27.6 47. 2 63.5 39.6 26. 8 33.1 37.5 25.5 15.7 27.9
2001 45.1 33.3 27.3 56. 2 50.0 50.0 17.6 33.3 27.3 12.5 14.3 0.0
I PCs: Second through Fifth Year
1973-1979 14.2 8.5 25.2 16.7 11.1 10. 4 41. 6 28.2 41.7 52.8 31.9 41.6
1980- 1989 41. 4 30.7 42.6 40.9 52.2 42.3 22.8 24.0 21.1 26.3 18.3 22.0
1990- 2000 45.0 33.0 33.2 49. 6 65.7 39.6 21.0 22.2 24.1 23.7 14. 4 19.9
2001 72.5 37.9 37.7 83.5 80.7 69.5 10.3 27. 4 26. 2 6.2 7.2 7.8
Non-1 PO New Lists: First Year
1973-1979 11.9 4.6 14.0 12.5 25.0 13.2 44,2 34.2 48. 3 51.7 40.5 42.9
1980- 1989 44. 6 34.5 43.0 42. 4 63.5 48.0 22.1 25.2 18.7 27.8 14.0 21.7
1990- 2000 51.6 41.8 43.2 62. 4 59.2 50.7 16.9 21.8 15.0 16.3 12.8 18.3
2001 32.1 33.3 16.7 22.2 60.0 50.0 17.9 0.0 50.0 11.1 20.0 0.0
Non-1 PO New Lists: Second through Fifth Year

1973- 1979 11.1 9.1 8.6 11.2 10.2 14.8 32.0 26.2 33.3 42.6 38.5 29.4
1980- 1989 37.9 29.5 35.7 37.8 51.6 42.0 21.5 23. 4 19.4 27.3 19.2 19.1
1990- 2000 45.8 39.2 37.2 52.1 52.6 49.8 18.3 22.7 18.8 16. 2 20.6 14.9
2001 60. 1 34.4 45.2 85.5 65. 6 50.0 17.2 25.0 29.0 8.1 18.8 15.2



Table 8 -- Conti nued

Part B. Gowth

Percent of Firns with Negative G owth

dA/A > 75th Percentile for Seasoned Firns

Al Cons I nd H Tec H th O her Al l Cons | nd H Tec Hth O her
Seasoned Firns
1973-1979 18.9 21.7 14.2 20.1 13.1 22.2 25.0 21.8 21.7 32.1 30.6 29.7
1980- 1989 30.2 26.7 30.6 30.2 25.9 34.2 25.0 24.8 19.2 33.3 32.7 29.7
1990- 2000 34. 1 32.2 31.2 36. 3 35.7 38.3 25.0 22.6 20.3 30.6 33.7 24.9
2001 50.7 44. 9 48. 7 60. 8 40.5 53.6 25.0 24. 4 24.5 21.7 35.9 24.2
I PCs: First Year
1973-1979 2.4 0.0 0.0 0.0 0.0 4.2 84.7 66. 7 100.0 100.0 33.3 86. 1
1980- 1989 4.1 1.4 6.8 3.2 5.2 5.9 89.1 89.9 81.4 92.6 91.5 87.2
1990- 2000 3.5 4.4 5.0 2.7 2.5 6.7 89.2 82.0 77. 4 95.0 91.8 86. 2
2001 7.8 16.7 18.2 0.0 7.1 0.0 80. 4 66. 7 63.6 81.2 92.9 100.0
I PCs: Second through Fifth Year
1973-1979 17. 4 13.1 16. 2 27.0 36.1 11.6 54,2 37.3 47.1 59.4 33.3 64.7
1980- 1989 32.2 26. 2 35.5 28.8 34.5 35.4 46. 3 47. 3 41.6 49. 8 45.0 46. 4
1990- 2000 32.3 29. 4 30.5 31.7 40.5 30.7 42.9 40.1 38.2 45. 4 43.2 44.9
2001 63.9 52.6 42.6 68. 3 60. 2 67.9 22.7 28. 4 36.1 20. 4 28.9 17.3
Non- | PO New Lists: First Year
1973-1979 13.5 8.3 10. 4 10.8 11.7 17.6 57.3 44,7 54,2 68. 8 52.5 56. 4
1980- 1989 22.6 18.6 31. 4 15.5 16.8 26.7 58.7 60.9 40.0 69. 8 71.7 59.5
1990- 2000 21.1 19.1 25.0 16.5 22.9 21.1 58. 4 59.4 45. 3 66.0 66. 8 59.2
2001 29.6 0.0 33.3 25.0 60.0 50.0 51.9 66.7 33.3 62.5 40.0 50.0
Non-1 PO New Lists: Second through Fifth Year

1973-1979 21.9 23.3 18.0 18.7 12.9 28.0 38.4 30.9 42.0 48.0 45,9 35.4
1980- 1989 35.8 36. 6 35.8 30.8 32.7 39.0 37.5 30.2 35.3 42.1 44,7 38.8
1990- 2000 36.5 36.2 37.1 36. 4 32.2 39.5 34.3 32.9 29.7 38.1 42.1 31.6
2001 62.7 65.6 58.1 67.7 48.5 67.4 27.5 31.2 25.8 21.0 42. 4 23.9



Table 9 — Average Percents of Non-Financial Firms that Survive for Ten Years, or Merge or Are Delisted for Cause within Ten Years

Seasoned firms are firms listed more than five years. The year t percent of new lists that survive is the fraction of firmslisted in year t that continue to
tradein t+10. The year t percent of new lists that merge (CRSP delist codes 200-399) or delist for cause (delist codes of 400 and above) is the fraction of
firms listed in year t that merge or delist within ten years. The year t percents of firms in other categories that survive, merge, or delist for cause are
defined analogously. The results for each period are simple averages of annua percents. The Small and Big size groups include firms with assets below
or above the median NY SE firm. Financial firms (SIC codes 6000-6999) are excluded.

Seasoned Firns Al New Lists | PCs New Li sts Not | PGs

Al'l Smal | Bi g Al'l Smal | Bi g Al l Smal | Bi g All Smal | Bi g
Survive
1973-1991 53.1 48.0 72. 4 37.5 37.0 60.5 38.5 38.1 58.1 36.1 35.5 64.0
1973-1979 56. 7 51.9 75.1 47.6 47.1 70.6 45. 1 44,1 75.0 48. 4 48. 2 66.7
1980- 1991 50.7 45. 4 70.7 35.7 35.1 58.9 38.0 37.6 56.1 31.2 30. 4 63. 4
Mer ge
1973-1991 31.6 33.0 26.2 20.8 20.6 32.3 22.2 22.1 29.7 18.8 18. 4 36.0
1973-1979 32.0 34.2 23.6 23.9 23.9 23.5 26.8 27.3 12.5 22.9 22.7 33.3
1980- 1991 31.3 32.3 27.9 20.3 20.0 33.6 21.9 21.7 31.8 17.2 16.7 36.6
Delisted for Cause
1973-1991 15. 3 19.0 1.4 41.7 42. 4 7.3 39.3 39.9 12.2 45, 2 46. 1 0.0
1973-1979 11.3 13.9 1.4 28.5 29.0 5.9 28.1 28.6 12.5 28.7 29.1 0.0
1980- 1991 18.0 22.3 1.5 44,1 44,9 7.5 40.1 40.7 12.1 51.6 52.9 0.0



Table 10 — Average Profitability (E/A) and Growth (dA/A,) for New Lists and Seasoned Firms that Survive,
Merge, or Delist for Cause

Profitability, E/A, is earnings before interest divided by assets, in percent. Growth, dA/A =100 X (A — Aw)/A.
1, iIsthe percent change in assets. We calculate annual ratios as the aggregate value of the numerator divided by
the aggregate value of the denominator. The results for each period are simple averages of the annual ratios. A
firm is defined as a new list for the first five yearsit is in the CRSP database. Thus, year t profitability for new
lists that survive one year describes firms that were listed in the last five years and that continue to trade in the
year after t. Similarly, new lists that merge (CRSP delist codes 200-399) or are delisted for cause (delist codes
of 400 and above) in the next N (1-5) years include only firms listed in the last five years that are merged or
delisted within the next t years. Firms is the average number of new lists or firms that survive at least five
years, or that merge or delist for cause within five years. We use only non-financial firms (we exclude SIC
codes 6000-6999) with CRSP share codes of 10 and 11 (ordinary shares).

Ave E/ A dA/ A

Firns 5 4 3 2 1 5 4 3 2 1
Seasoned Firns that Survive at Least another t Years
1973-1979 2554 7.9 7.9 7.9 7.9 7.9 11.8 11.7 11.7 11.7 11.7
1980- 1989 2135 8.3 8.3 8.3 8.3 8.2 10.1 10.1 10.1 10.1 10.0
1990- 2000 2299 6.3 6.3 6.2 6.2 6.1 6.5 7.0 7.4 8.3 8.9
Seasoned Firms that Merge within t Years
1973-1979 391 7.9 8.1 8.3 8.1 7.8 10. 3 10.3 10. 4 9.1 11.8
1980- 1989 494 7.5 7.5 7.5 7.4 7.5 10.5 10.6 10.7 12.2 20. 4
1990- 2000 519 5.0 5.1 5.0 4.5 3.6 5.0 4.9 7.0 8.7 13.0
Seasoned Firns that Delist for Cause within t Years
1973-1979 142 3.9 3.2 2.1 -0.1 -4.2 5.4 3.4 3.1 -1.7 -5.6
1980- 1989 269 0.1 -1.2 -3.6 -7.1 -20.3 0.9 -3.0 -7.5 11.3 -31.8
1990- 2000 397 -6.7 -8.7 -10.9 -17.1 -24.4 -3.4 -4.0 -4.6 13.5 -21.2
| PCs that Survive at Least another t Years
1973-1979 53 12.6 12.5 11. 4 10. 2 10.1 25.9 25.8 26.0 24. 4 23.2
1980- 1989 561 8.0 7.8 7.6 7.3 7.0 35.0 34.6 34.2 33.9 32.5
1990- 2000 815 5.5 5.2 4.9 4.4 3.0 27.6 29.5 29.8 32.3 33.7
| PCs that Merge within t Years
1973-1979 11 8.6 8.4 9.8 11.0 17.3 17.8 18.5 16.5 20.9 31.1
1980- 1989 111 7.8 8.0 8.2 7.7 5.7 30. 4 31.2 30.5 27.2 29. 4
1990- 2000 269 5.4 4.7 3.7 2.5 2.0 29. 4 23.9 24.7 23.0 18.2
|PCs that Delist for Cause within t Years
1973-1979 11 -4.5 -1.6 -6.2 -9.0 -53.5 25.0 45,9 47.6 38.2 -0.8
1980- 1989 228 -4.6 -8.1 -13.1 -22.5 -34.2 16. 6 12. 4 10.3 -3.6 -24.7
1990- 2000 247 -8.0 -10.2 -13.2 -22.4 -55.8 21.2 18.9 16. 4 6.7 -29.3
Non- | PO New Lists that Survive at Least another t Years
1973-1979 174 6.3 6.3 6.4 6.6 6.7 19.5 19.8 19.8 18.8 20.2
1980- 1989 297 7.3 7.2 7.2 7.2 7.1 13.6 14.6 14.9 14.8 15.0
1990- 2000 238 4.9 4.7 4.7 4.3 3.6 11. 4 10.8 12.7 14. 6 14.8
Non-1 PO New Lists that Merge within t Years
1973-1979 24 8.5 7.7 8.7 8.3 4.7 29.7 29.0 25.5 29. 4 9.3
1980- 1989 46 6.7 7.1 6.5 5.5 1.4 25. 4 20.9 17.5 18.8 25.1
1990- 2000 53 2.5 2.7 2.4 1.3 1.4 6.4 7.0 6.7 1.7 4.3
Non-1 PO New Lists that Delist for Cause withint Years
1973-1979 27 5.7 4.7 2.9 1.4 -6.6 30.0 40. 2 38.6 30.4 -6.5
1980- 1989 137 -4.5 -5.8 -7.3 -12.4 -23.3 13.0 12.5 10.0 -2.1 -14.2
1990- 2000 139 -12.7 -14.4 -19.5 -27.9 -38.2 5.5 5.7 5.7 -5.7 -15.0
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Cost of Equity Capital E(R)

Figure 1 - Demand and Supply of New List Equity Funding
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Figure 2 - Counts of New Lists
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Figure 3a - First-Year Profitability, E/A, in Percent
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Figure 3b - Profitability, E/A, in Year Three, in Percent
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E/A, in percent
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Figure 4a - 10th, 25th, 50th, 75th, and 90th Percentiles of Profitability, E/A,
for IPOs in Their First Five Listed Years
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E/A, in percent

Figure 4b - 10th, 25th, 50th, 75th, and 90th Percentiles of Profitability, E/A,
for Non-IPO New Lists in Their First Five Listed Years
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E/A, in percent

Figure 4c - 10th, 25th, 50th, 75th, and 90th Percentiles of Profitability, E/A,
for All Big New Lists in Their First Five Listed Years
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Figure 5a - 10th, 25th, 50th, 75th, and 90th Percentiles of Profitability, E/A,
for Seasoned Firms
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E/A, in percent

Figure 5b - 10th, 25th, 50th, 75th, and 90th Percentiles of Profitability, E/A,
for Big Seasoned Firms
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Figure 6 - 10th, 25th, 50th, 75th, and 90th Percentiles of Asset Growth Rates,
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Figure 7a - Percents of Non-Financial New Lists and Seasoned Firms

Trading Ten Years Later
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Figure 7b - Percent of Non-Financial IPOs and Non-IPO New Lists
Trading Ten Years Later
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Figure 8a - Percents of Non-Financial New Lists and Seasoned Firms
Delisted for Cause within Ten Years
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Figure 8b - Percents of Non-Financial IPOs and Non-IPO New Lists

Delisted for Cause within Ten Years
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