Half of America’s public firms have
disappeared since 1996

6/20/2024



6/20/2024

Figure 1: Number of American Public Firms, 1990-2022
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Half of America’s public firms have
disappeared since 1996

* Halving often brought forward by those with deregulatory agenda

* Jamie Dimon, CEO JPMorgan Chase
» “diminishing role of public companies”
* “From their peakin 1996 at 7,300 to ... now ... 4,300
* “The trend is serious”
* (Over-)regulation may be the main cause

¢ SEC Commissioners
¢ Law school courses

¢ Business media

* “The publicly traded company is disappearing,” boldly begins an October 2023 article in The
Atlantic. Rogé Karma, The Secretive Industry Devouring the U.S. Economy, THE ATLANTIC, Oct.
30, 2023.




Explanations?

Wall Street Journal, 20t anniversary of Sarbanes-Oxley
* “OnJuly 30, 2002, President George W. Bush signed the Sarbanes-Oxley Act.”
* “Sarbanes-Oxley has permanently altered the landscape of business growth ...

THE WALL STREET JOURNAL. sy, July 28, 300 | AZS

OPINION

Two propositions in the paper

* First proposition, question: what’s happening to the public firm sector
overall?
* Halving in numbers. Numbers peaked in 1996.
* By every (every?) other measure, they are no less important to the economy
* Package?: Fewer, more profitable, more valuable, larger

* Second proposition, question: why?
* Corporate securities law explanation dominant (in legal circles)
* |.O. Hypotheses
* Two varieties

* Seeking to explain two phenomena: (i) why public firms look the way they do and (ii)
the declining number of public firms

e If (i) is a package . ..
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Figure 4: Rising Public Firm Profits / GDP, 1990-2022
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Figure 8: Total Value: Rising Stock Market Capitalization / GDP, 1990-2022
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Similarly. . ..

* Rising profits before extraordinary items
* Rising economic profits

* Rising profit in non-FAANG firms

* Rising profit outside the S&P 500
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Similarly. . ..

* Rising profits before extraordinary items

* Rising economic profits

* Rising profit in non-FAANG firms

* Rising profit outside the S&P 500

* EBIT, EBITDA: steady from 1996 (rising from 1990)
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Figure 9: Steady Public Firm Capital Spending / GDP, 1990-2022
measured by CAPEX+R&D
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Figure 10: Steady Public Firm Revenues / GDP, 1990-2022
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Casts doubt on regulatory perspective

* |.e., (over-)regulation of securities markets isn’t driving business out
from public stock markets

* Shouldn’t use disappearing firms as an indicator of over-regulation of
stock markets

* OR: at least need a more complicated explanation than the current:
* Fewer firms implies over-regulation
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The Second Proposition

Why?
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The paper’s
two major

propositions

First assessment, public firms aren’t disappearing.

e Focusing on the number of firms is misleading

e Public firms are growing about as fast as GDP by every other
measure---or faster (profit, capitalization).

S ——.

* Two “why’s”

e Why #1: Why are public firms now fewer but larger, more
valuable, and more profitable?
¢ |.0. Hypothesis to challenge the Legal Explanation
¢ Evidence for I.0.>>evidence for Legal Explanation
¢ A package of change?

e Why #2: Why are there fewer in 2022, as an ind’t proposition?
¢ |.0. Hypothesis is plausible.
e But doesn’t sweep away the Legal Explanations

6/20/2024
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Fewer but larger: why?

* Legal Explanation
* Over-regulation of public firm; less regulation of private firms

* |.0. Explanations
* Less antitrust enforcement?
* Changing economies of scale (and related I.O. configurations)

21

6/20/2024

e Public firms play a more important role in the economy than
ever

* Over-regulation?
* Legal and compliance costs
o Non-compliance legal costs too

Assessment

Rise in direct costs is a matter of billions of dollars.

= QOver-regulation of securities markets could help to
explain disappearance of small firms, not large ones

= Rise in profit and value is measured in a trillion dollars.
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4
0.91 (§7.9B)
87
Legal Explanation would
o fit well with a sharp
: decline in small firms,
via mergers.
] But look at distribution
0.31 (1,335) . .
: 0.28(1,222) of merging firms.
21 Large-large not just in
0.13 (561) X
1 SS, but in numbers.
0.06 (50.52B)
0.004 ($0.04B)
o Large-Large Large-Medium Large-Small

- % of Total Target Mcap ($8.6B) I:_] % of Total Transactions (4,337)

Figure 12. Large Firms Acquired More Large Firms than
Small Firms, 1997-2022
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Figure 8: Rising Public Firm Employment / U.S. Population, 1990-2022
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Rising Profits [Figure 4]

Rise in profits/GDP in public firm
sector

1980 1984 1988 2002 2006 2010 2014 2018 2022

* Implausible that Legal Explanations doubled profits. Trillion-dollar issue. Several percent of GDP
* Legal Explanation: Public firm is a more costly place to do business
* Is it plausible that activism is killing public firms while total public firm profits are rising?
* Profits are rising faster than revenues and other basic corporate measures
* For the near doubling, need more than compliance cost to be in play
= Some other major hit to public firms (but not to private firms)
= |.0. Explanation, of some sort
---Likely to contribute to declining # of firms too.
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Note different I.O. Explanations
* Simple but big: weakened antitrust, more mergers?
* Simple but big: economies of scale (I.T.? Telecommunications?)
* Others
* Product cycles quickening?
* Holding pen over?
* Dotcom burst and then bust
* Small firms need to get big faster now than before (Jay Ritter)
26
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* Concentration and reduced competition (A)
* Thomas Philippon, The Great Reversal (2019).
* EUvs. US

* Eggertsson et al., The Rise of Monopoly Power in
the United States (NBER, 2018).

* But see A’ (contra A):

* Susanto Basu, Are Price-Cost Markups Rising in
the United States? A Discussion of the Evidence,
33 J. ECON. PERSPS. 3 (2019).

* Carl Shapiro, Protecting Competition in the
American Economy: Merger Control, Tech Titans,
Labor Markets, 33 J. ECON. PERSPS. 69 (2019).

* Winner-take-all (Autor et al.)

* Aand A’ are |.O. reasons for fewer but bigger
public firms
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Public Policy Implications (for Corp. Law): |

* First: tone in SEC pronouncements is that
* (i) public firms are disappearing and

* (ii) we need to do something---alter regulatory landscape.

* Disappearance should not be a major rationale to
deregulate public firms securities and corporate rules
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Public Policy Implications (for Corp Law): |l

* |.0. Explanation plausibly in play. We cannot, however, exclude every
Legal Explanation channel.

* BUT: Can impact corporate/securities law policy overall

SEC commissioners bemoan the diminishing number of public firms
They think the SEC might have had a major impact on this decline

= (By burdensome regulation, by being too loose with private markets)
Our advice: drop that presumption and get to (difficult) other merits

Implication of the analysis: stop worrying (so much). It’s not your fault to the
extent the 1.0. propulsion is more powerful than either Legal propulsion

O

O

o O
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Public Policy Implication (for Corp Law): Il

* Ok, securities regulation didn’t slash public firms in half.
* But here we are, with half as many public firms.
* That halving has consequences.

* The consequences could affect what the ideal regulation is:
* 1. Scale of enterprise more forbidding. Alienation.
* Neo-Brandeisian antitrust
* Revolt of the small business
* 2. Could alter the quality and effectiveness of SEC-mandated information flow
* Might disrupt capital flows if information degraded.
* Discuss how and consequence

* (Deserves analysis. But consequences of halving are not the paper’s focus.)
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