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Abstract
This paper explores the creation and evolution of new stock exchanges around the

world geared toward entrepreneurial companies, known as second-tier exchanges.

Using hand- collected novel data, we show

（1）the proliferation of these exchanges in many countries, their significant

volume of Initial Public Offerings (IPOs), and lower listing requirements.

（ 2） Shareholder protection strongly predicted exchange success, even in

countries with high levels of venture capital activity, patenting, and financial

market development.

（3）Better shareholder protection allowed younger, less-profitable, but faster-

growing, companies to raise more capital.

These results highlight the importance of institutions in enabling the provision of

entrepreneurial capital to young companies.



Background
How does finance contribute to economic growth?

one important channel: funding of innovative and entrepreneurial projects, 

allowing young and fast-growing companies to fund research and development 

(R&D) activities.

Recognizing the importance of entrepreneurial finance, a major focus of financial 

policy makers around the world has been the creation of new stock exchanges for 

young and small-capitalization companies, often characterized by less-restrictive 

listing requirements. （Nasdaq、Shenzhen-based ChiNext）

there have been very few systematic empirical explorations of the determinants of 

the creation and evolution of new exchanges geared toward entrepreneurial firms.



Conceptual framework
◆ Stock exchanges provide a certification 

and monitoring function to ensure 

investors that the issuing company is of 

high quality and to mitigate concerns 

about the expropriation of shareholders 

through, for example, insider trading, 

price manipulation, or tunneling assets. 

◆ A reduced risk of expropriation enhances 

the willingness of investors to provide 

capital to listed firms and to assign higher 

valuations.

higher listing requirements can reduce 

information problems regarding firms and 

their management 

high listing requirements can be problematic 

for entrepreneurial firms.

second-tier exchanges

we explore the role of country-level legal institutions

that are meant to protect shareholders from the misuse 

of corporate assets, provide governance safeguards, 

and enhance corporate transparency.



Hypothesis
投资者

——资金供给者

Hypothesis 1 . Countries with stronger shareholder protection are more likely to introduce 

second-tier markets, especially if they do not have such markets already. 

Hypothesis 2 . Conditional on the introduction of a second- tier market, countries with stronger 

shareholder protection will attract more listed companies, and more capital will be raised. 

Hypothesis 3 . Second-tier exchanges in countries with stronger shareholder protection will 

attract riskier companies(as lower profitability, younger age, and higher growth) that will raise more 

capital. (In other words, second-tier exchanges will allow more entrepreneurial companies to raise capital )

Hypothesis 4 . The introduction of second-tier exchanges does not affect the flow and 

composition of IPOs in existing first-tier stock exchanges within the same country. 

创新创业公司

——资金需求者

二级市场

上市要求低 风险高

投资者保
护制度



Research Framework

A first look 
at the data 

The determinants of second-
tier market creation 

✓which countries were more 

likely to introduce second-

tier exchanges and when .

 Shareholder protection

 Innovation

 Financial development

◼ market capitalization 

◼ patent applications

◼ IPO activity

The drivers of second-
tier market success 

✓what is the effect of these 

new second-tier markets 

on the incumbent 

(typically first- tier) 

exchange(s) in the nation? 

✓examine the drivers of 

second-tier exchange 

outcomes 

Firm listing choice and 
listing requirements

✓explore the 

characteristics of firms 

that listed on second-

tier exchanges

✓explore the rules that 

the exchanges employ in 

determining who can 

list.



Sample

 Exchange-level data:

➢ we focus on stock exchanges introduced between 1990 and 2013 . a final sample of 146 

unique new exchanges in 115 countries。
➢ 69 first-tier and 77 second-tier（ targeting entrepreneurial high-growth companies. ）

 IPO sample 

➢ a grand total of 40,090 IPOs across 210 exchanges issued from 1990 to 2017, including 

those on exchanges established both before and after 1990.

 Country-level data 

➢ investor protection: using the 2017 edition of the World Bank’s Doing Business –

Protecting Minority Investors database. 

➢ countries’ financial development: World Bank’s Financial Sector Database

➢ number of patent applications: World Intellectual Property Organization’s (WIPO) In-

tellectual Property (IP) Statistics database 



A first look at the data 

1. The introduction of new markets is 
intensely cyclical . 
2. Second-tier markets make up the 
majority of new exchanges . 

3.European and emerging market 
exchanges dominate the new exchanges .



A first look at the data 

4.IPOs are highly cyclical as well .
5.Second-tier market offerings are significant but ac-
count for a smaller share of the IPO proceeds .



The determinants of second-tier market creation 

Shareholder protection and introduction of new second-tier exchanges.



The determinants of second-tier market creation 

Innovation(patenting and venture capital activity ) and introduction of new second-tier exchanges

explore how economic activity in the nation affected the likelihood of the introduction of new second- tier markets.



The determinants of second-tier market creation 

Financial development and introduction of new second-tier exchanges.



The determinants of second-tier market creation 

The timing of introduction of new second-tier exchanges

in countries with better minority shareholder protection 
was significantly less sensitive to fluctuations in the value 
of the stock market.

a surge of innovation seems to be a powerful spur 
to second- tier market development, regardless of 
the extent of legal protections.

The timing of introduction of new second-tier exchanges (1).



The determinants of second-tier market creation 

The timing of introduction of new second-tier exchanges (2).

These results are robust, and the coefficients stable, when we 

add interactions with the measure of shareholder protection 

and year fixed effects.



The determinants of second-tier market creation 

✓which countries were more likely to introduce second-tier exchanges and when.

 Shareholder protection

 Innovation

 Financial development

◼ market capitalization 

◼ patent applications

◼ IPO activity

demand for 
entrepreneurial 
capital



The drivers of second-tier market success

Relation between incumbent first-tier and new second-tier exchanges activity

about one, suggesting the persistence of IPO activity in the 
existing stock market exchanges 



The drivers of second-tier market success

Shareholder protection and the performance of new second-tier exchanges



The drivers of second-tier market success

Shareholder protection and the performance of new second-tier exchanges



The drivers of second-tier market success

Financial development and the performance of new second-tier exchanges.



The drivers of second-tier market success 

➢ shareholder protection 

• venture capital activity

• Patenting

• credit

• stock market



Firm listing choice and listing requirements

Listing characteristics in new second-tier exchanges.

whether this pattern is due to the imposition of differing listing requirements in second-tier 

markets in nations with stronger investor protection?



Firm listing choice and listing requirements

Listing requirements in new second-tier exchanges

there was no statistically significant relation between shareholder protection and listing requirements. 



Research Framework

A first look 
at the data 

The determinants of second-
tier market creation 

 Shareholder protection

 Innovation

 Financial development

◼ market capitalization 

◼ patent applications

◼ IPO activity

The drivers of second-
tier market success 

 Shareholder protection

 Innovation

 Financial development

Firm listing choice and 
listing requirements

✓younger 

✓fewer assets 

✓less profitable 

✓raise more in the IPOs 

✓faster growth 

Stronger shareholder protection 



Conclusions
The increases in demand for entrepreneurial capital led to the introduction of 

second- tier exchanges. These markets did not divert offerings from existing 
first-tier exchanges, at least in the short run.

Exchanges’ success was driven by the presence of strong shareholder 
protection, even in countries with high levels of venture capital activity, 
patenting, private credit availability, and stock market valuations.

Second-tier exchanges in countries with better shareholder protection allowed 
younger (a 23% differential) and less profitable (a 42% difference) companies 
to raise more capital. 

These results suggest the importance of institutions in facilitating the provision 
of entrepreneurial capital to young companies.



Contributions

Our findings are consistent with the broader literature on law and finance, 
particularly the subset of work that examines the impact of legal conditions on 
entrepreneurial finance. 

Our results highlight the role of a country’s institutions, and shareholder 
protection in particular, as a potentially important ingredient in the success of 
a newly established second- tier market geared toward entrepreneurial 
companies.
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