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NON-TECHNICAL SUMMARY

There is considerable uncertainty about the influence of stock markets on
corporate performance. According to fraditional textbook descriptions, stock
markets play a centra! function in the operation of an economy: they supply risk
capital; they offer incentives to entrepreneurs; they aliow risks to be hedged and
spread; they provide signals that assist in the allocation of resources; and they
facilitate correction of managerial failure through takeovers.

The contending view is that stock markets cause firms to take short-term views
about investment. There are few theories and litle empirical evidence to support
this proposition. There is a widely held belief, however, that financial institutions
in other countries (particularly Germany and Japan) take longer-term
perspectives than stock markets in the UK and US.

Previous work has reported the results of comparing corporate finance and
investment in Germany and the UK (see Mayer and Alexander (1990)). This has
the advantage of directly addressing the concemns about the operation of financial
institutions expressed above. In an international context, however, it is open to
the objection that capita! markets are only one of several influences on corporate
performance.

This paper takes the different approach of comparing the performance of large
private and publicly quoted companies in the UK. It records the results of an
analysis of all unquoted companies in the Times 1000 for which there were
complete accounting records from 1980 to 1987. These were matched with three
samples of quoted firms. The firstiwe samples control for industry and to a certain
extent, for size. The third provides a better control for size but does not control
for industry.

The study traces the activities and performance of the three sets of firms over
eight years from 1980 to 1987. It reports three sets of results: the characteristics
of the samples, their real performance and their financial performarnce.

Characteristics
Size and industry

All the firms in this analysis are large and well established. The average age of
both quoted and unquoted firms is in excess of fifty years.

The average size of unquoted companies in the Times 1000 is smaller than that
of quoted firms. They are less diversified than quoted companies and are
particularly concentrated in relatively low technology industries. Contrary to the



short termism proposition described above, there is a larger concentration of
quoted than unquoted companies in high R&D industries.

Ownership

Unquoted firms are more closely held than quoted firms. They have a greater
number of large holdings, frequently in the hands of directors and sometimes
outsiders such as charities and trusts. While there are several large institutional

shareholdings in quoted companies, these tend to be widsly dispersed among
several institutions.

Real performance
Aftrition

65% of unguoted firms in 1980 remained unquoted and independent in 1987.
The rate of attrition of quoted and unquoted companies over the eight years from
1980 was similar. The cause was quite different, however. Virtually all quoted
companies disappeared through takeover. Unquoted companies became quoted
and went into liquidation; a smaller proportion were taken over.

Hankings

There was a decline in the average ranking of unquoted companies that
remained unquoted and independent. Disappearance of unquoted firms from the
Times 1000 was largely offset by the arrival of new firms. The average ranking
of all unquoted firms in the Times 1000, however, stilt declined over the period.

Sales, empioyment and investment

The change in ranking is reflected in differences in growth rates. Quoted firms
grew much more rapidly than unquoted firms as measured by sales, employment
and investment. Unquoted firms suffered larger falls in sales and investment in
the cyclical downturn at the beginning of the 1980s and then recovered less
rapidly during the mid-1980s. Labour productivity of quoted firms was greater
than that of unquoted firms.

Financlal performance
Profits

Profit margins (profits to sales ratios) were greater in quoted than unquoted firms.
Where possible, current cost rates of retum on equity and total capital were
calculated. These confirmed that on average quoted firms were more profitable
than unquoted firms.



Dividends

Quoted firms paid out a significantly higher proportion of their eamings as
dividends. There were fewer instances of cuts in dividends among the quoted
than the unquoted firms.

Financing

While quoted firms invested more than unquoted firms in absolute amounts,
unquoted firms invested a larger proportion of their profits. This was primarily
funded through higher retentions but aiso through more short-term loans.

Quoted firms raised more medium- and long-term loans. They also issued more
new equity finance on a gross basis. They purchased more equity in other
companies, however, and as a consequence there was a less significant
difference in net.than gross equity finance.

The remainder of the paper attempts to provide an explanation for these results.
The most striking difference between large quoted and unquoted firms was their
level of acquisition activity: quoted firms spent considerably more than unquoted
firms on acquisitions. This is true whether acquisitions are measured in absolute
terms or as a proportion of capital expenditure.

The faster growth of quoted compared to unquoted firms (and possibly the more
diversified nature of their activities) can therefore in large part be attributed to
acquisitions rather than internal expansion. New equity issues by quoted firms
are mainly devoted to acquisitions of other companies rather than internal
investment. That is why there was a less pronounced difference in netthan gross
new equity issues between quoted and unquoted firms.

Dividends may have been maintained at higher levels amongst quoted firms to
assist in the issue of new equity to fund acquisitions. There is no indication that
dividends were used as defence tactics to deter takeovers. If anything, there was
a larger rise in the payout ratios of protected unquoted firms than unprotected
quoted firms towards the end of the period of the study when takeover activity
increased markedly. : '

One of the consequences of the higher payout ratios of quoted firms was that
they finance less of their intemal investment from retentions. There is no
evidence, however, that investment levels, profitability, productivity or R&D
suffered. On the contrary, on all these accounts quoted firms outperformed their
unquoted counterparts. Furthermore, the ability of firms to expand through
acquisition as well as internal investment augments the range of opportunities
available to quoted firms. :



This study has therefore provided no support for the view that stock markets have
acted {o the detriment of corporate performance.

The paper argues, however, that two caveats are in order before the short
termism hypothesis is rejected. The first is associated with a paper by Shieifer
and Summers (1988). They argue that growth through acquisition may come at
the expense of other stakeholders (for example employees) in a firm. They view
takeovers as breaching implicit contracts that exist between management and
stakeholders in target firms. This can have ex anfe consequences on the
willingness of these stakeholders to make investments in anticipation of possible
breaches of trust. Thus the superior performance of the quoted firms in this study
may have come at the expense of performance in potential target firms.

We tested this proposition by comparing changes in employment and asset
disposals in quoted and unquoted firms. If breaches of trust are more prevalent
in quoted firms, then more significant falls in employment and asset disposals
would be expected to be observed in quoted than in unquoted firms. This was
not the case. While there was some evidence of larger asset disposals in quoted
firms, the difference was for the most part insignificant.

The second caveat comes from observing how close the results reported in this
paper are to the comparison of German and UK firms in Mayer and Alexander
(1990). Large German firms look very similar to unquoted firms in the UK. They
retain more than large UK firms, they issue less equity on a gross but not a net
basis, they raise more short-term but less long-term finance and they grow less
through acquisition.

The main distinction between Germany and the UK is that there are far fewer
quoted companies in Germany. This may be because German banks provide
more finance fo medium-sized firms and they have less need 1o go o the stock
market. Small and medium-sized UK firms that have to fund large investment
programmes, pay inheritance taxes or pay off their heirs may be forced to the
stock market involuntarily. The absence of altemnative institutional arrangements
may have encouraged too many firms in the UK to seek stock exchange listings.

The high proportion of quoted firms in the UK may not therefore be the result of
a preference for quotation: the resulting loss of control may be thought
undesirable. One of the consequences of this may be a requirement to pay high
dividends to outside shareholders. Even quoted firms in Germany may be less
‘subject to these external pressures: public German firms are protected through
bank ownership of shares, proxy votes conferred on banks and
cross-shareholdings.

The high dividends of quoted UK firms may in turn have biased their investment
choice towards high cash flow generating projects. When firms make new equity
issues it is conventional for them to maintain dividends in per share terms. As a



Consequence new equity issues impose increased dividend obligations on firms.
These may discourage investments in assets with long gestation periods and
favour acquisitions that generate immediate cash flows.

While there is no evidence that stock markets have adversely affected the
performance of firms, the converse proposition — that high dividend payouts and
rapid growth through acquisition are symptomatic of precisely the short termism
of which industrialists complain — cannot be rejected.



1. Introduction

The influence of the stock market on corporate behaviour is a
subject of active debate. The conventional view of stock markets
is that they provide firms with a source of risk capital,
generate prices that assist with resource allocation, provide
entrepreneurs with incentives and allow poorly performing

managers to be disciplined by takeovers and external intervention
of shareholders.

Recently, the accusation has been made that stock mark:ts are a
cause ol "short-termism" on the part of companies. It has been
suggested that they discourage firms from investing in long-term
projects, in particular R&D. It is not clear how this is
supposed to occur, but short holding periods of institutional
investors and takeovers are frequently mentioned in this context.
Comparisons are drawn with longer term attitudes of investors in
German and Japanese financial markets and the claim is made that

it is easier to fund long-term projects and strategies in these
countries.

To cur knowledge, there has been no substantive analysis of this
issue. The work that has been done in this area has concentrated
on efficiency in price setting in stock markets. For example,
Nickell and Wadhwani (1987) examine whether the UK stock market
places toc much weight on dividends as against capital growth in
valuing firms. However, this may not bhe the only way in which
financial markets influence the time horizon of corporate
investment decisions. For example, asymmetric information
between investors and firms may encourage managers to invest in
projects that convey information rapidly tec the market about
cerporate performance (Stein (1988)). Alternmatively, there may
be contractual problems that cause implicit contracts between
investors and stakeholders to be broken by hostile takeovers.
As a consequence, investment is discouraged (Shleifer and Summers
(1588) and Franks and Mayer {1990)}.



Instead, therefore of examining share prices, a more direct
approacn to identifying the influence of stock markets on
corperate activity is required. One approach described in Mayer
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and Alexander (1990) is to compare the performance of similar

companies in different countries. The drawback with this
approach is that differences in performance may be attributable
to economic conditions other than financial markets. An

alternative approach is to compare behaviour of firms with
different ownership structures within one country.

This paper reports the results of comparing large public and
private companies in the UK over the period 1980 to 1987. The
companies have been drawn from a listing of the largest firms in
the UK in 1980. Companies are matched by size and industry in
1980. The paper reports the result of comparing their
development over the subsequent seven years. We choose this
approach in preference to a regression model on the grounds that

it provides a better control of the determinants of performance
than a regression.

Section 2 of the paper describes the data and the method enployed
in selecting and pairing companies. Section 3 describes
ownership, size and industry characteristics of unguoted and
quoted firms. Section 4 compares the real behaviocur of matched
samples of unquoted and quoted firms. Section 5 reports on
financial performance. Section 6 attempts to provide an
explanation for the chservations in this paper.



2. The Data and The Pairing

The companies in this analysis have been selected from the 1980
Times listing of the largest 1000 industrial companies in the UK.
This ranks firms by turnover.

The Stock Exchange listing and Who Owns Whom were used to
identify ownership. 166 of the top 1000 were unquoted. Of these
33 were either foreign owned or subsidiaries of overseas firms;
there were therefore 133 independent unquoted UK companies.
There were 544 UK quoted companies. The remainder were overseas
companies not quoted on the London Stock Exchange.

87 of the 133 independent. unquoted companies remained independent
and unquoted throughout the 7 years of this study. Complete
accounting data were available from Datastream on 56 of these 87
firms. These 56 firms formed the core of the analysis.

2 digit standard Industrial Classifications of quoted ang
unquoted companies were identified from a Datastream tape.
Unquoted companies were matched with quoted firms in the same
industry for which complete information was available over the
entire peried of the analysis. Two such samples were constructed
to establish the robustness of the results. The first were
quoted companies that were closest in size by turnover; the
second were the next nearest in size by turnover. 10 quoted
companies in the first sample could not be matched in this way
because there was no equivalent quoted firm and 12 in the second.
We will refer to these samples as the first and second industry
pairings respectively.

The aggregate value of sales of the matched firms in 1980
revealed a problem. The aggregate value of sales of quoted firms
was 36% larger than that of ungquoted companies in the first
sample and 57% larger in the second sample, despite the fact that
size as well as industry pairings were used. The reason for this
is that the average size of quoted companies in the Times 1000



is larger than the average size of unquoted firms. Thus matching
unquoted companies to quoted leads on average to larger quoted
than unquoted companies being chosen and this problem is more
serious for samples of quoted companies that are further away
from their paired unguoted company.

To contrel for this, a third sample of companies matched by size
irrespective of industry was constructed. Quoted companies that
were alternately larger and smaller than their matched unquoted
company were selected. This procedure forces the average size
of unqunated and quoted companies to be equal but at the expense
of loosing the industry match. The total sales of the two groups
of firms were within 2% of each other. There were 56 such
pairings. We will refer to this as the alternating size sample.
The approach of combihing matching by industry and alternating
ranking of size does not work because there are too many
instances of unguoted firms not having a quoted equivalent in the
same industry of smaller size.!

Appendix 1 records the names, industries and rankings in the
Times 1000 in 1986 of the S6 unguoted companies and their three
sets of pairings. In total, the quoted and unguoted companies
used in the alternating size sample together account for 1.7% of
UK employment in 1984 and 2.0% in 1987.

Selecting companies on the basis of complete data introduces a
potential bias into the analysis if there is a different
incidence of attrition in the two samples and the causes of
attrition are associated with behaviocur or performance. To
control for this, another sample was constructed that comprised
12 unquoted companies that were in the Times 1000 in 1980. These
were matched with quoted companies that were in existence in
1980. The performance of the two groups of companies was
compared over the common period for which they were in existence
{(up to 7 years) irrespective of the length of this period. The
three matchings described above were used again.



Four sets of data were collected on each firm. The first relates
to the ownership of firms. This was collected from company
accounts, Datastream, Extel and the Stock Exchange register of
transactions. Attempts were made to get behind nominee accounts
from the Register of Beneficiaries.

The second set of information relates to the size and industry

composition of firms. This was obtained from Datastream and the
Times 1000 companies.

The third was the life cycle of the firms over the 8 years of the
study. Data on changes in status were obtained from Who Owns
Whom, the Stock Exchange Quarterly and Peat Marwick McLintock
London Llstlng and USM Surveys. In addition, Textline news

information service was used to identify main events in the lives
of firms.

The fourth set of data were accounting measures and ratios.
These were obtained from Datastream. A small sample of firms was
comprehensively checked against original company accounts to
establish +the wvalidity of the Datastream data. Internal
consistency checks on equality between sources and uses of funds
were also performed on all firms. An important advantage of
using large private companies is that unlike their smaller
counterparts they provide almost as much information as public
companies. It is therefore possible to perform a much more
thorough comparison of performance of this sample of unquoted
companies than a representative sample of unguoted firms.

Data were collected on sales, profits, employment, investment,
sources and uses of funds, expenditures on acquisitions, sales
and disposals of assets. One problem with measures of
performance 1is that profits are distorted by inflation.
Fortunately, at the beginning of the period some companies in the
UK, but not many unquoted companies, produced inflation adjusted
(Current Cost Accounting)} data. 19 unquoted companies published
CCA data and these firms were matched with quoted companies using



the three pairing methods described previously.

Unfortunately, while companies are now required to disclose R&D
expenditure, this was not the case over the period of this
analysis. Furthermeore, unquoted companies take much longer to
publish their accounts than quoted firms (hence the terminal date
of 1987). As a consegquence, at the time of writing there is no
published information on R&D expenditures by unquoted firms.
However, comparisons of R&D expenditures of quoted and unquoted
firms is an important part of the analysis. Instead of
collecting individual firm information on R&D expenditures the
paper reports industry wide expenditures. These were cobtained
from the Business Monitor M0Ol4.



3. Ownership apd Industry Characteristics

buring the period of this study, UK companies were required to
disclose shareholdings in excess of 5%.2 Table 1 compares rates
of disclosure by companies in the unquoted sample and in each of
the three gquoted samples. It records a larger number of
shareholdings in excess of 5% amongst unquoted than quoted
companies. A majority of these are held by directors; the
average size of disclosed director holdings was nearly 20%. This
suggests that, even though companies in this study are large,
management of unquoted firms are significant shareholders.

There were a small number or large holdings by outside investors.
Several of these were charities and foundations but some were
financial institutions and other companies. In contrast, amongst
the three samples of quoted companies, there were a large number
of holdings by financia: institutions. However, the average size
of each of these was small, thereby confirming that, while in
aggregate institutions are important investors in the UK quoted
sector, individually they only hold a modest proportion of any
one company's shares. Concentration of ownership is therefore
higher amongst the unquoted sample than any of its matched guoted
samples.

Table 2 records the size decile of unquoted and quoted companies
in the Times 1000 in 1980. It shows that the unquoted firms are
concentrated in the lower deciles; quoted companies are more
evenly spread throughout bhut tend to be concentrated in the
larger size deciles. The average ranking of the unquoted
companies in 1980 was 640 and the average ranking of the quoted
companies was 452.

Table 3 reports 2-digit Standard Industrial Classifications of
quoted and unquoted companies in the Times 1000. It shows that
in only a small number of industries is the concentration of
unquoted companies clearly in excess of quoted companies:® 10
(agriculture and horticulture), 41 (food, drink and tobacco



Table 1

DISCLOSED B

HAREROLDINGB OF URQUOTED COMPANIES

AND THREP SAMPLES OF QUOTED COMPANIESB IN 1988

Proportion of Companies
with Disclosed Eharesholdings

Total Rate of Disclosure
Par Company

rinancial Institutions
Private Investors
Charities and Foundations
Other companies
Directors

Government

Forelgn

Unknown

UNQUOTED
COMPANIES

0.86

2.29

0.06 {(45.18)
0.30 (13.70)
0.13 (59.54)
0.22 (35.77)
1.38 (18.74)
o (0}

0.14 (30.73)

0.06 (19.22)

QUOTED COMPANIES

First
Industry
Pairing

0.76

1.64

0.84 (9.19)

0.04 (5.20)
o (0)
0.24 (10.13)

0.16 (18.60)
0.04 (6.40)
0.28 (45.36)

0.04 (B.20)

8scond
Industry
Pairing

1.15 (8.94)

0.35 (10.12)
0 (0)

0.19 (12.82)
0.04 (6.10)

0.04 (7.60)

0.08 (16.60)

0.04 (83.10)

Altarnating
size
Pairing
0.79

1.8%

0.66 (9.11)
0.26 (8.68)
0.02 (10.00)

0.17 (19.92)
0.49 (14.35)
(7.35)
0.11 (19.87)

0.06 (7.30)



Notes to Table 1:

Bources: Company accounts, Datastr¢am and Extel.

4.

Only shareholdings in excess of 5% are disclosed.

The rate of disclosure in line 2 is the number of holdings in excess of 5% divided by the total
nunber of companies for which data were available.

Data on shareholdings were available for 69 unquoted companiea, 25 quoted companies in the
firat industry pairing, 26 in the second industry pairing and 53 in the alternating size
pairing.

Figuree in brackets show the average size of disclosed shareholdings.



Pable 2

RANKINGS OF UNQUOTED AND QUOTED COMPANIES
IN THE TIMES 1000 IN 1980

{(Parcentage of Total)

1-100 101=200 201=300 301-400 401-500 501-600 601=-700 701-800 601-900

Unquoted

Pirms

3.0 4.8 3.0 8.4
Quoted

Flirms

14.3 11.4 12.7 9.6

Notes to Table 2:

12.6 6.0 15.7 12.0 18.7

Sourcey Times Top 1000 Companises

1. There were 166 unguoted

and 544 U,.K., quoted companies in 1989.

10

901-1000 Average

15.7

Rankings
{Bumber)

640

452



Table 3

DISTRIBUTION OF UNQUOTED AND QUOTED COMPANIES
ACROS8 INDUSTRY IN 1980.

8IcC PERCENTAGE OF PERCENTAGE OF
UNQUOTED FIRMS QUOTED FIRMS

10 3.92 o

11 0 0.39
12 0 0.20
13 0 0.98
14 0 0.39
17 0 ¢.20
22 1.96 1.95
23 0 0.59
24 0.98 4.88
25 1.96 3.32
26 0 0.20
30 0.88 0

31 0.98 3.91
32 4.90 11.72
33 0 0.78
34 1.96 4.88
35 o 2.73
36 0.%8 c.98
37 0.98 1.17
41 8.82 3.32
42 4.90 5.08
43 2.94 2.54
44 0 c.20
45 0 2.54
46 0 ' 1.17
47 4.90 3.52
48 1.96 1.95
49 0 0.59
50 11.76 7.8
61 22.55 9.38
63 1.96 0.39
64 5.88 7.23

11



rTable 3 continued:

BIC PERCENTAGE OF PERCENTAGE OF
UNQUOTED FIRMB QUOTED FIRMS

65 4.90 5.86

66 0 0.39

67 0 0.20

72 1.96 c.78

74 3.92 0.39

75 0 0.59

76 0.98 0

77 0.98 0.59

81 0 0.20

83 0.%8 1.76

84 0 0.39

92 0.98 0.39

97 0 1.17

98 0 0.59

29 0 1.76

Total 100% 100%

Notes to Table 3:
Source: Datastream

1. Industry classifications were available for 102 unguoted and
512 quoted ccmpanies. )

2. Companies are allocated to their principal industry.

12



manufacturing), 47 (printing and publishing), 50 (construction), 61
(wholesale distribution), 63 (commission agents), 72 (other inland
transport) and 74 (sea transport).

Table 3 refers to principal industries only. As Figure 1 and Panel
A of Table 4 record, quoted companies are more highly diversified
across industries than unquoted firms. The mean number of
industries in which unquoted companies are recorded is 1.7 with a
range from 1 to 5; gquoted companies are on average recorded in 2.6
industries with a range from 1 to 11. However, one straightforward
explanation for this is the larger average size of quoted than
ungquoted companies. As Panel B of Table 4 records, once correction
is made for size, unquoted and quoted companies are on average
recorded in approximately the same number of industries.

Unquoted companies are concentrated in low technology industries.
Table 5 shows total R&D to sales and privately funded R&D to sales
ratios in different industries. There are 7 industries groups with
total R&D to sales ratios in excess of 1%: 25 and 26 (chemical
industry and man made fibres), 32 (mechanical engineering), 33
(cffice machinery), 34 (electrical and electronic engineering), 35
and 36 (manufacture of transport equipment), 37 (instrument

engineering), 49 (other manufacturing industries).* Quoted
companies are more heavily concentrated in each ©f these than
unguoted companies. This is particularly evident in the high

technology industries of SICs 32 to 37. In contrast to the short-
termist views describedin the introduction, high technology
industries are dominated by publicly listed firms.®

To summarize, unquoted companies in the top 1000 UK firms are con
average smaller than guoted companies, have a higher concentration
of ownership particularly in the hands of directors, charities and
foundations, are less diversified across industries {before but not
after correcting for firm size), and are concentrated in low
technology industries. In the next two sections we trace their

13



Table 4

DIVERBIFICATION OF UNQUOTED AND QUOTED COMPANIES
ACROSS INDUBTRIES IN 1980

Number of 3 Digit SIC Codes Recorded

Mode Median Mean g Minimum Haximum

Ungquoted 1 1 1.73 1.17 1 5
Quoted 1 2 2.56 1.64 1 11
Panel B: Mean ]

First Industry Unguoted 1.87 1.36

vairing Quoted 2.02 1.15

Second Industry Unquoted 1.79 1.31

Pairing Quoted 2.48 1.63

Alternating 8ize Ungquoted 1.94 1.40

Pairing Quoted 1.83 0.94

Notes to Table 4:
gource: Datastreanm
1. There are 102 unguoted firms and 512 quoted firms in Panel A.

2. In some cases, 1980 figures are not available. 1In those cases, the earliest available year
has been used.

14



Table 5 R & D TO BALER RATIOS BY INDUSTRY IN 1981

Is there A
Greater
Privately Concentration
Total R & D Funded R & D of Quotad or
to Sales To Bales Togquoted
BI1IC Ratio Ratio Companjies?
(%) (%) (%)
11,12,13 0.30 N3A Quoted
22 0.23 0.29 Unguoted
24 0.50 0.51 Quoted
25,26 3.30 3.23 Quoted
31 0.24 0.24 Quoted
32 1.07 0.91 Quoted
33 11.54 11.76 Quoted
34 7.66 3.22 Quoted
35,36 5.36 2.41 Quoted
37 2.74 2.76 Quoted
41, 42 0.24 0.25 Unquoted
43 0.14 0.15 Ungquoted
44,45 0.05 0.08 Quoted
46 0.02 0.05 Quoted
47 0.13 0.14 Unquoted
48 0.52 0.54 Ungquoted
49 1.50 1.50 Quoted
50 0.03 0.05 Unquoted

Notes to Table 5:

Scurce: Business Monitor, MO14.

1. &n industry is said to have a greater concentration of quoted
firms if the percentage of quoted firms in that industry from

the previous table is greater than the pexrcentage of unquoted
firms.

2. 1981 was the nearest Year to 1980 for which R & D data are
available.

15



development over time. The next section examines real

performance and the subsequent section financial performance.

16



4. The Development of Firms: Real Performance

Of the 166 unquoted companies in our original sample we were able
to monitor the development of 133 of them over the subsequent
eight years. asg Table 6a records, the overal] rate of attrition
of unquoted Companies was 35%: g7 of the 133 remained independent
and unquoted until 19ssg. 12 firms became quocted, 9 on the
Unlisted Securities Market (UsSM) angd 3 on the main market. 30
of the firms were acquired by other fims. 18 were acquired by
UK firms, g by foreign firs and 4 by companies that we were
unable to identify.¢ 4 firms went into insclvency. Acquisition
is therefore the main cause of death of large unquoted firms.

Section 2 described three Pairings that have been used to compare
the performance ©f unquoted ang quoted firms. fTable 6b records
that the rate of attrition amongst paired quoted companies is not
very different frop that of unquotedq firms. Takeovers are a

and 1988. 1p almost all cases these deaths occurred through
acquisition.

Of the g7 companies that remained independent ang unquoted, &g
retained their position in the top 1000. as might be expected,
Table 7 shows that attrition mainly occurred from the lower half
of the ranking. However, even the upper decile lost 3 of the 5
ungquoted companies that were Present in 1930, The average
ranking of the remaining 66 companies was 570 as againt 640 in

The change in representation of unguoted companies is in part
offset by the arrival of new unquoted firms. In 1988, in tota)l
there were 153 unquoted companies Present in <the top 1000
Tepresenting a net outflow of 13 companies since 1930. Their
average ranking was 642. As Table 7 demonstrates there has been

17



Table &a

THE STATUS IN 1988 OF THE BAMPLE OF UNQUOTED COMPANIES

Remainad Aoquirad by Another Company pocams Quoted
Indaependent —— Insolvent
and Unguoted U.K. Company Foreign Company unknown | UBM Main Market

87 18 8 4 g 3 4

Hotas to Table Gat

gources: Who Owns Whom, Textline, stock Exchange Quarterly, Peat Marwick McLintock, Londen Listing
and UsSM Survey.

i. The table refera to 133 of the 166 jndependent, unquoted companies in 1980.

2. of the 12 companies that becane quoted, 2 were subseguently taken over DY U.K. companies and
1 by a U.8. company .
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Table &b
THE BTATUS IN 1988 OF THE SBANPLE OF QUOTED COMPANIES

Sanmple Remained Acquired by Management Cancelleq Mot mon
Independent Another Company Buyout
and Quoted
First Induatry 36 10 1 1 -
Pairing
Second Induatry 33 18 - - -
Pairing
Alternating sixe 54 22 - 2 1
Pairing

Notes to Table &b:
Source: 8took Exohange Quarterly List
1. The table records the status in 19gg of a sample of quoted companieg matched with unquoted

companies in 1980,

2, The number of remaining, independent companiea is lower than the number of pairings because
8ome quoted companies are matched with more than one unquoted company.,
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Table 7
RANKINGS QF UNQUOTED COMPANIEB IN THE TIHEB 100 N 1980 AND 1988.

1-100 101-200 201-300 301-400 401-500 501~-600 601-700 701-800 801-900 901-1000 Average

Ranking
{Numbex)
1980
3.0 4.8 3.0 8.4 12.6 6.0 15.7 12.0 18.7 15.7 640
b8-1:1:
(n)
3.0 6.1 9.1 16.7 7.6 9.1 10.6 12.1 9.1 16.7 670
(B)
1.3 3.9 7.2 9.1 6.5 11.8 12.4 14.4 14.4 18.9 642

Hotes to Table 7%
gourcas The Times Top 1000 companies

1. 1988 (A) refers to the 66 companies which were included in the 166 uncguoted companies in 1980,
(see table 2) and were still present in the Times 1000 in 1988.
2. 1988 (B) includes all unguoted companies in 1988. There were 153 of them.

3. The 1980 average ranking of the ¢6 companies in 1988 (A) was 547.
4. care has to be taken in comparing 1980 and 1988 rankings because petween the two years public

corporations were included.
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some tendency for the distribution to become more heavily skewed
towards the lower deciles than it was in 1980.

As might be expected of samples chosen from the largest 1000
firms in the UK, their average age is high: 50 to 60 years (Table
8). The mean age of the quoted and unquoted firms is similar.
The median age of quoted firms is slightly greater than that of
ungquoted firms, suggesting that there are a small number of very
long lived unquoted firms.”

Tables 9a, 9b and 9c record aggregate sales, investment and
employment of matched pairs of firms that were in continucus
existence between 1980 and 1937. Table Sa refers to the first
industry pairing, Table 9b to the second industry pairing and
Table 9c to the alternating size pairing. All three tables tell
similar stories: growth rates of sales and employment of quoted
firms were greater than those of unquoted firms. This is
Particularly pronounced in the alternating size pairing,
suggesting that quoted firms have a larger representation in high
growth industries as well as a higher growth rate within their
own industries. The average level of investment of quoted firms

over the period is also appreciably higher than that of unquoted
firms.

The matched industry comparisons (Tables 9a and 9b) suggest that
unquoted firms were more vulnerable to the cyclical downturn in
1981 than quoted firms: sales of unquoted firms were either
stagnant (Table 9a) or fell (Table 9b). But it was in the boom
period post 1983 that the growth rates of quoted firms really
outstripped those of unquoted firms. The two matched industry
samples record quoted company growth ountstripping unquoted growth
by 11% and 22% respectively. The alternating size pairing
reports growth rates of guoted companies 87% in excess of those
of unquoted companies.

Investment to sales ratios of quoted firms are in excess of those
of unquoted firms in ail three samples. In the first industry
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Tahle 8
THE AVERAGE AGE OF THE BAMPLE OF FIRMS IN 1988

First Industry gacond Industry Alternating Bize

Pairing- Pairing Pairing

Mean Madian Mean Madian Mean Median
Ungquoted 56.5 53.5 58.0 54.0 54.9 53.0
Quoted 59,9 61.0 60.4 63.5 58.0 61.0

Notas to Table B@

Bouroat
ce the age of 34 of the 46 unguoted companies and 36 of the quoted

companies in the first Industry Pairing, 32 of the 49 unquoted companies and 38 of the guoted
companies in the Second Industry Pairing, 40 of the 56 unguoted companies and 45 of the guoted

companies in the Alternating Size Pairing.

1. It wae possible to tra
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Table 9a

1980
1981
1982
1983
1984
1985
1986

1987

Averaget

arowtht

BALES, EMPLOYMENT AND INVESTMENT OF T

COMPANIEB, 1980 - 1987

SALES (£,000)

UNQUOTED
4915636
4918776
5905066
6560796
7330947
8067755
8492883

8207592

6924931

87.31%

QUOTED
6702669
7279695
8107554
9119521
10449741
11728070
13211745

14254064

10106632

112.66%

INVESTMENT (£,000)

UNQUOTED

199847
147858
251260
234938
309584
306795
242275

467721

270034.7

134.04%

23

QUOTED
386425
224060
381176
383185
483770
611384
733729

689507

486654.5

78.43%

HE SAMPLE OF UNQUOTED AND QUOTED
FIRBT INDUSTRY PAIRING

EMPLOYMENT
UNQUOTED QUOTED
176610 187488
180084 198267
187307 199588
189360 205601
183340.2 187736,0
7.22% 9.66%



Table 9b

BALES, EMPLOYMENT AND INVESTMENT OF THE BAMPLE oF UNQUOTED AND QUOTED
COMPANIES, 1980 - 1987t SECOND INDUSTRY PAIRING

SALEB (£,000) INVESTMENT (£,000) : BMPLOYMENT

UNQUOTED QUOTED OUNQUOTED QUOTED URQUOTED QUOTED
1980 4812390 7534509 192815 326446
1981 4807506 8305400 146709 271286
1982 5796042 9310003 243917 343279
1983 6438033 9205155 227612 MNHNMH
1984 7196163 12000525 297956 514826 151847 216953
1985 7923964 12140126 297793 552660 155282 223700
isaé 8338802 13921487 237974 730166 161414 243409
1987 9044396 15752299 457085 898990 161903 258974
Averages 6794662 11021188 262732.6 482359.2 157611.5 235759
arowth! 87.94% 109.07% 137.06% 175.39% 6.62% 19.37%
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Table 9¢

1960
1381
1982
1983
1984
1985
198¢

1987

Average:

arowth:

BALEB, EMPLOYMENT AND INVEBTMENT OF

8ALEB (f£,000)

UNQUOTED
5479413
5630435
6526350
7245503
8110581
8852140
9344541

10111559

7662565

84.54%

QUOTED
5421214
5959714
7059567
8632168
10819835
12519876
16217148
22561306

11148853

316.17%

COMPANIEB, 1980 - 1987%

THE BAMILE OF UNQUOTED AND QUOTED

ALTERNATING 8IZE PAIRING

INVEBTMENT (£,000}

UNQUOTED

261959
141792
292319
274178
328445
339606
271765

512296

302795.0

95,56%

25

QUOTED
283379
258168
388951
434525
635143
451499
1136415

931388

565058.5

228.67%

EMPLOYMENT
UNQUOTED QUOTED
193172 227189
196877 234376
203798 285344
205778 305246
199906.2 263038.7
6.53% 34.36%



Notes to Tables 9a, %b and 9%0%

gource: Datastreanm
Table 9b refers to 44 company pairings; Table 9¢

1. Table 9a refers to 46 company pairings;
refers to 56 company palrings.
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Pairing they average 4.82% and 3.90% for the quoted and unquoted
firms respectively. 1In the second industry pairing they average
4.38% and 3.87% respectively and in the alternating size sample,
they average 5.07% ana 3.95% respectively.

The alternating size sample suggests that unquoted company
investment was more seriously affected by the 1981 cyclical
downturn than quoted company investment: the investment to sales
ratio of unguoted companies fell by more than that of quoted
companies between 1980 and 1581. However, this is not borne out
by the pairings invelving industry controls. Again this suggests
that unguoted companies were concentrated in industries that were
particularly vulnerablz to the 1381 recession.

While quoted companies investment is larger and for the most part
has grown more rapidly than that of unquoted investment, a large
part of this is alcributable to the faster growth in sales of
quoted companies. While the unquoted companies' investment to
sales ratioc has grown over the period of this study, the
investment to sales ratio of quoted companies has declined in two
out of Lhree of the Pairings.

Comprehensive employment figures are enly available from 1934,
Again quoted firm employment has grown more rapidly than that of
unquoted. In view of the much more rapid growth in sales that
result is not very surprising. Of more interest is the fact that
labour productivity was on average 38% higher in quoted companies
in the first industry Pairing over the four Years from 1984, 11%
higher in the second industry Pairing and 30% higher in the
alternating size sample.

Furthermore, labour productivity growth of quoted companies has
exceeded that of unquoted companies by 6% in the first industry
Pairing and by 33% in the alternating size pairing. However, in
the second industry Pairing it has fallen short of productivity
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growth of unguoted companies by 7%

Tc summarize, rate of attrition of large guoted and unguoted
firms is similax, though causes of attrition differ. More quoted
than unquoted companies disappear through acguisition: Amengst
survivi.g firms, quoted firms grew much more rapidly than
uncuoted firms, had higher investment to sales ratios, higher
ievels of labour productivity and, in general, higher growths in
labour productivity. They were more resiliant to the recession
in part through being concentrated in less exposed sectors of the
econony. Investment of quoted companies grew more rapidly than
that of uncuoted companies, but investment to sales ratios of
unguoted companies grew more rapidly than those of quoted firms.

In the next section we turn to a compariscn of the financial
performance of ungquoted and quoted companies.
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5. Financial Performance

Tables 10a, 10pb and 10c¢ report the profit margins (Pprofits to
sales ratioes), Pay-out ratios {gross dividends divided by
profits) ang investment ratios (investment divided by Profits)
for the three pPairings of unquoted and quoted firms. Profits are
defined on a cash flow basis of internally generated funds, je
gross of depreciation and provisions but net of interest ang
taxation. fThis avoids problems of differences in depreciation
conventions between different classes of firms.®

The UK imputation system introduces an endogeneity of profits to
dividends. This results from the fact that, Provided companies
have adequate taxable profits, they can offset Payments of income
tax on dividends collected at source (known as Advance
Corporation Tax) against corporate tax liabilities on profits,
However, if they have iriadequate corporate tax liabilities they

have to carry forward the residual to future Years, As a
consequence, profits net of tax can be sensitive to dividepq
distributions and it is conventional to define Profits at zero
distributions. fThe Procedure used here is described in detail
in Mayer ang Alexander (199%90).

Profit margins of both unguoted ang quoted firms have been Tising
over the period. Profit margins of quoted firms are invariably
higher than those of unquoted firms. The difference isg
appreciable, around 40%. ‘

8till more strikingly, pay-out ratios of quoted firms are

considerably in excess of those of unduoted firms. This.ig most
noticeable at the beginning of the period. Towards the end,

It is interesting to note that the growth in pay-out ratios is
associated with unquoted not quoted firms, At the end of the
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Table 10a AVERAGE PINANCIAL RATIOS OF UNQUOTED AND QUOTED COMPANIES,
1960 - 19871 FIRET INDUBTRY PAIRING

{percentage)
PROFIT/BALES DIVIDENDS/PROFITB HdemH:mza\UNOMHam

OUNQUOTED QUOTED : UNQUOTED QUOTED UNQUOTED QUOTED
1980 3.11 6.16 9.28 19.95 130.78 93.59
1981 4.03 5.58 5,20 22.44 74.59 55.15
1982 4,11 6.19 5,57 20.39 103.48 76.00
1983 4.14 5.54 7.03 23.55 86.48 75.78
1984 4.99 6.49 7.91 20.51 84.57 71.30
1985 5.08 5.09 10.59 26,11 74.93 102.41
31986 5,64 6.93 17.51 19.63 50.57 80.16
1987 5.43 7.69 ) wm.wm 20.84 93,57 62.89
Avaraget 4.57 6,21 9.86 21.68 87.37 77.16
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Table 10b AVERAGE FINANCIAL RATIOS OF UNQUOTED AND QUOTED COMPANIES,
1980 - 1987: SECOND INDUSTRY PAIRING

(Percentaga)
PROFIT/SALES DIVIDI NDS/PROFITS INVEBTMENT/PROY ITB
UNQUOTED QUOTED UNQUOTED QUOTED UNQUOTED QUOTED

1980 3,03 4,97 9,44 21,67 132.35 87.22
1981 3.99 4.97 5.13 20.11 76.52 65.68
1982 4.06 5.59 5.49 17.94 103.66 65.94
1983 4.07 5.40 6.99 19.23 86.83 44.54
1984 4.93 6.95 7.92 16.05 84.05 61,73
1985 5.05 6.91 10.58 18.85 74.43 65.86
1986 5.62 8.42 17.76 16.51 50.82 62,28
1987 5.40 9.01 15.91 17.66 93,51 63,35
Average: 4,52 6.53 9.90 18.50 87.77 64.58
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Table 100C

1980
19861
1982
1983
1984
1985
1986

1987

Averaget

AVERAGE FINANCIAL RATIO
1980 -

PROFIT/BALES
UNQUOTED QUOTED
3.70 5.70
5.15 5.14
4.27 5.48
3.93 5.30
4.85 5.92
7.17 5.42
5,80 5.92
5.34 6.66
5.16 5.85

1987¢

32

ALTERNATING SI3E PAIRIRG
DIVIDENDS/PROFITS
UNQUOTED QUOTED
9.12 20.25
5.14 21,15
6.88 19.53
8.91 19.19
10.22 18.57
8.60 22.24
19.39 24.01
19,42 21.92
12.03 21.30

B8 OF UNQUOTED AND QUOTED COMPANIES,

(Percentage)
HZdanZHZH\mwomHam
UNQUOTED QUOTED
123.97 102.13
43.85 60.77
103.52 85,44
97,96 g9.74
84,40 81.12
53,46 87.54
47.77 8l1.72
93.15 85.39
75.23 84.44



Notes to Tables 10a, 10b and 10c:

Source: Datastream

1. Profits are defined as internally generated sources net of
interest and taxation but before depreciation and
Provisions. They are measured at zere dividend
distribution with appropriate adjustments to mainstrean
corporation tax.

2. The payocut ratio is gross dividends (gross of Advance
Corporation Tax collected at source) divided by zero
dividends profits.

3. One pair of companies has been dropped from this table. 2
large scale reorganisation of Imperjal Tobacco by Hanson
on acquisition caused its profits figures to hbe heavily
distorted in 1986 and to a lesser extent in 1987. Its
matched unquoted firm is . Lewis.

4. Averages are weighted by company in the year in question
but simple arithmetic averages across years. The weights
are the denominator of the relevant ratio.

5. Much of the rise in the unquoted company payout ratios at
the end of the peried is attributable to Tioxide. If this
company is dropped from the sample, the ratios become:

Year First Industry Second Industry Third Industry

1980 6.22 6.24 5.91

1981 5.00 4.92 4.65

1982 5.12 5.03 5.87

1983 5.10 4.97 6.20

1984 5.04 4.95 6.68

1985 5.07 4.%0 4.09

1986 9.97 10.06 10.37

1987 5.59 5.48 8.01

Average 6.05 5.98 6.57
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1980's there was an appreciable rise in the UK corporate sector's
aggregate pay-out ratio. This has been attributed to increased
takeover activity, in particular hostile takeovers, and the vsa
by target firms of dividends as a defence mechanism (see Bank of
England (1990) for an exposition of this view). The fact that
the increase in pay-out ratios in this analysis is associated
with private companies that are not vulnerable to hostile hids
not quoted companies contradicts this hypothesis.

The last two columns reveal that with the exception of the
alternating sample, the investment ratios of unguoted companies
are higher than those of quoted companies. This is despite the
fact noted in the previcus section that the investment to sales
ratio of quoted companies is in excess of that of unguoted firms.
The differenece in investment to sales ratio does not offset the
larger profit margins in the guoted sector.

The investment ratioc confirms the impression from the investment
to sales ratio that investment is even more vulnerable in the
unquoted than the quoted sector. Unlike the investment to sales
ratio, larger declines in the investment ratio in the unguoted
sector are now observed in all three pairings in 1981.

The higher investment ratio of unguoted companies may in part be
funded through retentions created by the lower pay-out ratio.
Tables 1la, 1lb and 1lc confirm that this is indeed the case.
They report the average Jross and net sources of finance of
ungquoted and quoted companies over the entire peried.’ Gross
finance is the amounts raised from the different sources djivided
by total sources of finance. Net sources are sources nhet of
investments in equivalent financial assets (eg bank loans minus
bank deposits and new egquity issues minus purchases of equity)
divided by total net sources. Since financial plus physical
investrent are equal to total sources of finance, by identity

total net sources are egqual to physical investment in fixed
assets and stocks.
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Table 11a FINANCING PROPORTIONS OF

Gross Finanoing as

a % of Total Bources Ratentions
Unquoted: 67,52
Quoted: 54.09

Net Financing as a % of

Physioal Investment Retentions
Unquotad: 112.35
Quoted: l02.68

Other Ratioa: Payout Ratioc
Unquoted: 9.83
Quoted: 26,49

Bquity
1.02

la.58

Physical Investment/Gross Total Bources

60.10

52.68

35

Hedlum &
Long
Term
1.70

7.67

Modium &
Long
Tarm
2.83

14.55

Bhort
Tarm

4.36

1.84

8hort
Term

-2.76

-18.,79

UNQUOTED AND QUOTED COMPANIES,
AVERAGE 1980 - 1987: FIRST INDUSTRY PAIRIN

a
(Pexcentaje)
Trade
Cradit Total
25.41 100.00
17.82 100.090
Trade
Credit Total
2.84 100.00
=0.74 100,00



Table 11b FINANCING PROPORTIONS OF UNQUOTED AND QUOTED COMPANIES,
AVERAGE 1980 ~ 19873 SECOND INDUSTRY PAIRING

Medium & (rercentage)
Gross Financing as Long short Trade
a % of Total Sources Retentions Bquity Term Term Ccredit Total
Ungquoted!? 67.29 1.04 1.72 4.44 25.51 100,00
Quoteads 49.60 23.01 7.24 1.09 19,05 100.00

Medium &

Net Financing as a % of Long ghort Trade
Physical Investment Retentions Equity Ternm ‘“Term cradit Total
ungquotad! 112.25 -15,28 2,87 ~-2.72 2.88 100.00
Quotad:? 104.73 ~-6.74 15.30 -15.12 1.83 100.00
other Ratiost payout Ratio Physaical Investmant/Groas Total Bources
uUnquoteds: 9.85 59.94
Quoted: 21,43 47.36
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Table 110 FINANCING PROPORTIONS OF UNQUOTED AND QUOTED COMPANIES,
AVERAGE 1980 - 1987 ALTERNATING S8IZE PAIRING

Gross Finanocing as
a ¥ of Total Bources

Unquotaed:

Quotad:

Nat Pinanocing as a % of
Phyaiocal Investment

Unquoted:

Quoted:

Other Ratios:
Ungquoted:

Quoted:

Retentions
69.66

32,51

Ratentions
1ig.B81

117.13

Payout Ratio
9.29

22.87

Hedlum & (Parcentagae)
ELong Bhort Trade
Equity Ternm Term. Cradit Total
0.88 1.91 3.66 23.89 100.00
27.77 17.00 4.51 18.21 100.00
Madiun &
Long ‘Bhort Trade
Equity Term Term Cradit Total
~16.31 3.26 =7.21 1.44 100.00
~26.16 61,25 ~59.64 7.43 100.0c0

Physical Investment/Gross Tota)l Sources
58.63

27.75
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Notes to Tables 1la, 1ib anl 110}
Bourcss patastreanm

i. Retentions = Funds generated from operations + exceptional profits and losses +
changes in minorities + changes in short-term and other provisions -
taxation - dividends - other expenditures.

2. yosg basis:
New Equity = potal equity capiltal issued including preference capital.
Medium and
Long-Term
Loans = Change in loan capital.
Short—-Term
Loans = Change in horrowings repayable in a year or less.
Trade
Credit = Change in creditors.

3. e 8183

New Equity =  Gross - investments in marketable securities - investments in subsidiaries and
purchases of goodwill.
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Medium and
Long=-Tern
Loans = Gross,

Short~Term
Loans = Gross - change in cash and equivalent.

Trade
Credit

Grosa - change in debtors.
Physical
Investment = Net additions to fixed assets and change in stocks and work-in=-progress,

Payout ratioc = Gross dividends divided by zero dividends profit.

Averages shown are weighted by company and year where the weights are the denominators
of the ratio in question.
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The tables confirm that retention finance is a greater proportion
of ungquoted than gquoted company sSources on both a gross and a net
basis. AS would be expected, the main difference in financing that
the tables reveal is that gquoted companies vaise appreciably more
equity finance than unguoted companies. That is evident in all
three samples. However, in the alternating size pairing, quoted
companies raise less new equity finance on a net basis than
unquoted firms. Thus in addition to raising more new equity,
quoted firms have been purchasing more equity. This is unlikely to
reflect a greater tendency to repurchase equity, since in the UK
this has only been possible since 1985. Instead, it will be
suggested below that it results from a greater propensity by quoted
firms to acquire other companies. In addition to raising more new
equity finance, quoted firms also raised more medium and long ternm
loans. Ungquoted firms raised more short term loans.

Tables 12a, 12b and 12¢ report tests of significance of differences
in real and financial activities of the three pairings of unquoted
and quoted companies. Two sets of test statistics are reported: t-
statistics of differences in means between unguoted and quoted
samples and non-parametric tests of the number of cases where
unguoted companies financing propertions exceeded those of quoted
companies. Confidence intervals for the non-parametric tests are
derived on the assumption of binomial distributions.™

Quoted firms raise significantly more ¢ross equity finance than
unquoted firms, pay out a signficantly higher proportion of their
preofits and, in general, grow significantly faster. However, they
do not invariably raise significantly more equity finance on a net
basis and there is some evidence that unquoted firms invest a
significantly higher proportion of their total sources of finance
in physical assets than gquoted firms.

211 the tables have suggested a proncunced difference in dividend
policy between quoted and unguoted companies. Table 10 records
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Table 123

TESTE OF BIGNIPICANCE OF DIFFERENCES BETWEEN

MEANS OF UNQUOTED AND QUOTED SAMPLES, FIRST INDUBTRY PAIRING

{Unguoted mean

Average
Bales Growth =48.49
Investment (£'000) -4652,35
Gross - Retentions 14.89
" = Bquity ~14,86
" = Medium Term -7.42
" = Bhort Term 2,62
ft - Trade Cradit 4.78
HNet = Retentions 36. 01
" - Bgquity -30,78
" = Madium Term -27.06
" = Bhort Term 15.19
" - Trade Credit 6.64
Payout Ratio -17.48
Inveatment/Profit 13,54
Investment/Gross Total 7.66

8ources

lass quoted mean}
T-8tatistic

—2.873%=%
-1.807
2.715%%
=7.132%%
-2,000%
0,708
1,535
1.678
-2.574%
~=1.397
1.730
¢.826
=~4.731*%
1,364

2.172%

41

~ve
31
29
16
36
22
18
23
23
33
25
13
23
40
14

17

Non-parametric
'}

0

17
29%
4%k
23
2?7
22
23
124%
21
3%
23
2]
J1*
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Table 12b TEGTE OF BIGNIFICANCE OF DIFFERENCES BETWEEN
MEANS OF UNQUOTED AND QUOTED BAMPLES, S8ECOND INDUBTRY PAIRIKG

{Unguoted maan less quoted mean) Non-parametric
Avarage T-gtatistic =ya ] tve
Sales Growth -50.51 -1.193 23 0 21
Investment (£'000) -5035,91 -1.891 . 30 0 14%
Groas - Retentions 10.69 1.834 19 0 25
" « Bquity -17.30 ~4.,415%% 319 3 2%%
H - Medium Term -2.85 -0.913 24 0 20
L = Bhort Term 13.21 2.3814 . 22 0 22
" - Trade Credit ~3.75 ~0.685 20 4] 24
Net - Ratentions 15.67 1,090 22 0 22
" - Bquity =-17.63 -2,178% 25 0 19
" ~ Madium Term -9.72 -1,356 25 0 19
" = ghort Term 25.45 1.696 18 0 26
" - Trade Credlt -13.78 -0.808 21 0 23
rayout Ratlo -12.,22 -6,440%* 37 0 5%
Investment/Profit 27.76 2.473% i5 0 27
fnvestment/Gross Total 7.10 1.878 17 0 27

Bources
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Notes to Tables 12a, 12b and 120%

Bource: Datastream

1.

6,

T

There are 46 pairings in Table 12a, 44 pairings in Table 12b and 56 pairings in Table
12c.

Unless otherwise shown the average differences are recorded as percentages.

The non-parametric teats report the number of cases where the unquoted company value
less the guoted company value is positive, zero or negative.

The averages are welghted averages across years but simple arithmetic averages across
companies. The welghts are the relevant denominators of ratios where applicable,

The number of pairings included in the payout and investment ratio tests can fall balow
the total size of the sample because one or other company recorded negative average
profits over the period of the analysisa,

"Medium Term" is an abbreviation for medium and long term.

* denotes significant at the 5% level:
** denotes significant at the 1% level.
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that during the recession of 1981 unguoted companies cut their
dividend pay-out ratios by more than quoted firms. This probably
in part reflects the larger growth in profit nargins of unquoted
than quoted companies as shown in the first two columns. However,
it may also capture a greater degree of flexibility in holding or
cutting dividends in the face of deteriorating financial ceonditions
in the unquoted than the quoted sector. The closer control of
ungquoted companies may mean that dividends are not constrained by
the signalling function that they perform in the quoted sector.

Table 13 provides some support for this proposition. In Panel A it
reportcs the distribution of the number of cuts in dividends per
-uare made by unguoted and quoted firms. Panel B reports tests of
significance of the proposition of equal numbers of cuts by
unquoted and quoted firms. With the exception of the alternating
sample, the number of cuts of dividends per share by unquoted firms
is greater than that of quoted firms. In the case vi the first
industry pairing, the difference is significant at the 5% level.

The profit measures reported previously referred to profit margins
rather than rates of return on capital. Since historic cost
accounting is used in the UK, measured rates of return are not in
" general informative. However, there was a brief pericd at the
beginning of the 1980's when the UK experimented with current cost
accounting. The experiment was later abandoned in the face of
opposition from firms and declining inflation. Only some unquoted
firms r<ported current cost information so that it is not possible
to perform a complete analysis. However, an indication of the
relative profitability of quoted and unquoted firms is available
for the period 1980 to 1983. The sample of firms for which current
cost accounting data were available are listed in Appendix 2.

Tables 14a to l4c confirm previous results that quoted firms are in
general more profitable than unguoted firms. It reports three sets
of statistics: rates of return on total capital employed, equity
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Table 13
DIVIDEND CQUTS

anel A:
Complete samples
Number of
Cuts Unquoted Quoted Ungquoted Quoted Unquoted Quoted
{Haximum = 7) Firast Industy Pairing B8econd Industry Pairing Alternating 8ize
Pairing

0 27 41 26 35 32 4

1l 11 4 11 5 14 11

2 5 1 4 2 6 7

3 2 [+] 2 2 3 4

4 1 0 1 0 1 0
Hean number
of cuts 0.674 0,130 0.659 0.341 0.696 0.661
Incomplete samples
Proportion of Unguoted Quoted Unquoted Quoted Unquoted Quoted
naximum available
outs Pirst Industy Pairing Second Industry Pairing Alternating Biga
Pairing
0 - 10% 7 9 7 5 7 9
10 - 20% 1 1 1 2 2 0
20 - 30% 1 0 1 0 1 2
30 - 40% 1 1 1 2 1 0
40 - 50% ] 0 0 2 0 1
50 - 650% 1 0 1 0 1 0
Hean proportion
of maximum
avallable cuts 0.12 0.05 0.12 0.18 0.12 0.09 m
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Table 14a CCA BAMPLES: FIRBT INDUSTRY PAIRING

Year 8imple Averages Waighted Averages
Unquotad Quoted Unquoted Quoted
1980 18.16 17.09 7.75 7.75
1981 16.86 14.63 15,77 12.41
1982 14.26 22,12 12.06 22.75
1963 19.84 20.48 11,44 21.38
Average 16.54 17.9%0 12.39 13,77

1980 18.93 17.34 5.68 7.49
1981 16.07 13.42 15,42 11.27
1982 13.67 21,55 11.05 22.69
1983 19.44 22.85 10.18 24.26
Average 16.17 17.61 11.33 _ 13.70

48



6V

pakordus
91 A 72 $6b 6L~ teardes Tesor/setes  (€)
goazogsax snid Te3tded
A o 61 007" 0= Py I~ sxeys te3jol/sifioxd  {2)
paiotdus Te3ztded
Tejol/sehieyd JEaIBJUT
ST 0 81 gEYTO- $9€°' 1~ 1e3oy sntd s3730ad ()
oAt 0 @A~ DTI8TIVIE-L epueIejiITp ODRIGAN
srajeweled-uoN Acmuo=vnkuosvcbu
|- A A veE'6GT 99°98¢ 91 LY 8bHRISAY
LT'ETS FE*6ST £G5'61Y¥ 9t '68T €861
00 9s¢t ey ILT oy 2ot ¥6 261 b4:1 34
£8°09¢ 1L°891 6£'09¢ 98°14¢ T86T
z20'¥6 v 00T 81°6¢€¢ LL'EBT 0861

spenufauoR BT OTIAVL



Table 14b CCh BAMPLEBt BECOND INDUSTRY PAIRING

Year 8imple Averages Welghted Averages
Unquotad Quoted Unquoted Quoted
1980 17.11 12.48 6,61 10.62
1981 18.00 12.26 13.1s 13.53
1982 11.65 16.45 7.59 18.60
1983 9,18 21.40 6,49 16.26
Average 14.82 14.76 8.87 14.37

1980 17.20 9.72 3.80 9.45
1981 17.42 9.13 12.09 11.72
1982 10.28 15,19 5,36 18,67
1983 7,07 22.61 4.37 16.05
Average 13.98 12.85 6.92 13.80
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Table ido CCA BAMPLEB: ALTERNATING BIZE PAIRING

Eahel A: Profits plus tota nterest charges/Total cayital employed

Year 8imple Averagea Weighted Avarages
Unquoted Quoteqa Unquotad Quoted
1980 18.57 14.99 14.03 12,27
1981 15.63 18.54 13.92 21,29
1982 12.25 19.59 8.30 25,22
1983 18.78 21.74 11.80 19.59
Average 15.37 18.81 11.46 22,43

1980 18,10 15.60 1z2.80 11.52
181 15.55 19.52 13.42 24,59
1962 11.72 22,83 6.64 33.18
1983 1%.81 25.36 11.60 20.86
Average 15.25 20,75 10.53 26.90
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Notes to Tables 14a, 14b and idoi

Bource: Datastream, Dun's Buropa and Key British Enterprises

"l

The companies included in this sample are shown in Appendix 2. There are 16 palrs in
Table 14a, 12 in Table 14b and 19 in Table l4c. There are 33 observations in total in
Table 1l4a, 27 in Table 14b and 40 in Table 14c.

Both arithmetic and averages weighted by capital stock are shown.

Profits are internally generated sources of finance gross of depreciation and provisions
ag before.

Unlike the previcus tables, tests of significance relate to individual observations, not
to means over the sample period.

* denotes significant at the 5% level.

54



rates of return and output (sales) over capital ratios. In most
cases, all three ratios are higher for quoted than unquoted firms,
though the small size of samples makes it impossible to uncover any
significant differences.

To summarize, this section has found cquoted firms to be more
profitable than uncuoted firms, te pay out significantly more of
their earnings in dividends, to cut their dividends less frequently
than unguoted firms, to retain less, to raise more new equity
finance on a gross but not seo obviously on a net basis, to raise
more medium and long term loans, to invest more in absolute terms

but possibly less in relation to the total amounts of funds that
they raise.

There is one important caveat +o the results reported in this and
the previous section. The samples of unguoted and gquoted firms
were selected on the basis of firms for which complete data were
available over the period -1980 to 1987. Clearly a serious
selection bias could have been introduced in the process. However,
comparing the behavicur of incomplete samples raises difficult
methodological problems. Ideally., a counterfactual question of the
form what would have been the comparative performance of ungquoted
and gquoted firms had they been in existence over the entire period
should be answered. This jis clearly not feasible. Instead, the
following analysis was performed. A random set of 12 companies was
selected from the 133 independent unguoted firms that were in the
Times Top 1000 in 1980. These were matched with three sets of
quoted firms in the same way as before. One of the unquoted
companies could not be matched with an industxry pair. The
companies included in the sample are listed in Appendix 3. The
performance of the uncduoted and quoted firms was then compared cover
the common period for which they were in existence, irrespective of
how long that periocd was.

There were 82 observations in the first industry pairing implying
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average common survival period of €.18 years. There were 73
observations in the alternating size pPairing implying an ﬁverage
common survival period of 6.50 years. There were two incomplete
cases (out of 11) in the first industry pairing and in both cases
it was the unguoted company that was the cause of the truncation.
There were 2 incomplete cases in the second industry pairing and in
3 cases it was the Quoted company that was the immediate cause of
the truncation, There were § incomplete cases in the alternating
size Pairing, with 4 of these being initially caused by a quoted
company. The fact that truncation cannot in general be attributed

Appendix 4 reproduces Tables 9 to 12 for the incomplete sanmples.
The results reported Previocusly stiil apply to this sample. Quoted
firms grow more rapidly than unqueoted firms, They invest more but
there s sope evidence that they invest a smaller proportion of
their total Sources of finance in physical investment, Quoted
firms pay out 2 nmuch higher pProportion of their Profits as

dividends. They raise more equity finance on a gross but not
nhecessarily on a net basis.

One result that jis less transparent than before is the relative
pProfit marging of unquoted and quoted firms. In some Pairings
quoted firms have higher profit margins than unquoted firms: jin
some it is the other way round. Another result that has to be
treated with caution is the conclusion that unquoted firms are more
willing to cut their dividends. Table 13 reports the result that
the incidence of dividend cuts amcngst quoted firms in the
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6. Interpreting the Results

This section attempts to provide an explanation for the
observations of the previous sections. Table 15a reports the value
of takeovers made by unquoted and quoted companies. It records a
consistently higher level of takeovers by quoted companies.
However, it was previously noted that guoted companies arxe also
investing more than ungquoted companies. The question therefore
arises as to whether they are spending more on takeovers than
unguoted companies in relation to their capital expenditure.

rable 15b shows that indeed they are. It reports the ratio of
expenditures on takeovers to capital expenditures. While unguoted
companies spend arcund 10% of their capital expenditures on
takesvers, dquoted companies spend appreciably more. Table 15¢C
reports that the differences are highly significant.

The higher growth of quoted firms is therefore in large part
attributable to takeovers rather than internal expansion. A
significant proportion of quoted firms' external financing is going
towards purchasing other companies. Hence while gross equity
issues by quoted companies are significantly in excess of those of

unquotea firms, differences in net equity issues are less
pronounced.

By any account, the performance of the .quoted firms is impressive
in relation to that of the unguoted firms. The gquoted firms grow
more rapidly, they are able to expand through takeover, they can
raise new equity to fund takeovers and internal investment, they
raise more medium and long term finance, they display higher labour
productivity, they have higher profitability and they pay out more
dividends to their shareholders. Furthermore, high R&D industries
correspond with those sectors in which quoted companies are
comparatively more concentrated. There is therefore very little
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Table 15a

Sample: First Industry Pairing Second Industry Pairing Alternating Size Pairing
Unguoted Quotead Unquoted Quoted Uhquoted Quoted
Year:
1980 8826 77365 8243 72469 8826 28217
1981 18057 59337 17735 82324 18320 46802
1982 25201 109850 24874 120228 91908 245884
1893 8344 102880 7349 67667 8415 194967
1984 47055 189558 44376 239168 47055 649573
1985 15001 192674 14807 384131 15027 543119
1986 24028 309119 22476 542640 24327 2342314
1987 60359 337240 58327 797078 60408 1332079
Average 25858.97 172252.8 24773,37 288212.7 34285.75 672869,3
Growth 583.88% 335.91% 607.59% 959,89% 584.43% 4620.84%
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Table 15¢

(Unquoted mean less quoted mean)

Non -~ Parametric

Average I-Statistic -ve [4] ve
First Industry
Pairing -80.51 -1,529 34 1 11%=%
Second Industry
wnnﬂwsa ~55.96 -2,249% 34 0 10*=*
Alternating size
rPairing -52.07 =2.734%% a7 2 17%%
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Support ror criticisms that are levelled against stock markets.

However, before coming to this conclusion a number of caveats are
in order. The first is that Shleifer and Summers have suggested
that expansion through takeover may come at the expense of
stakeholders in target firms. More generally, the impressive
performance of quoted firms may be to the detriment of other
stakeholders, most notably employees.

Table 16 attempts to shed some light on this by looking at the
employment and asset disposal record of quoted and ungquoted
firms. It reports (a) the variability (the standara deviation)
of empluyment in the various samples, {b) the incidence or large
enployment declines (in excess of 5% of the labour force) and (¢)
sales of assets as a pProportion of purchases of assets. If the
growth and earnings of quoted firms are coming at the expense of
other stakeholders, a higher variability in employment, a larger
number of significant employment declines and mere  asset
disposals would be expected.

One problem that the asset disposal measure Presents is that if
quoted firms acquire more assets through takeover then they may
be able to dispose of more assets without affecting their
existing asset base. As a consequence, sales of assets are shown
as a proportion of Purchases of assets including as well as
excluding purchases of new subsidiaries. Panel D of Table 16
reports tests of significance of differences between quoted ang
ungquotea samples.

There is no evidence that employees in quoted firms face greater
variability in employment or greater risk of substantial
employment declines. Average standard deviations of employment
and proportions of large employment declines are similar in
quoted and ungquoted firms. There is some weak evidence of more
asset disposals in quoted than unquoted firms but for the nost
part, while the differences are consistently signed, they are not
significant. The Possibility remains that if target firms are
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Panel D: eotg of 8i ficanc
Unquoted -~ Quoted
Sample First Industry Pairing Second Industry Pairing Alternating Size Pairing
Non-Para Non-Para Non-Para
Item: Mean T-Stat  metric Mean T-Stat metric Mean T-8tat nmetric
=vea 0 +ve ~vye 0 +ve -ve 0 +ve
Employment:
Average ~0.75% -0.237 27 0 18 2,20% 0.597 26 o 18 -3.99% ~-1.242 34 0 20
Standarad
Deviation
Employment:
Falls >5% 0.200 0.964 11 1i8 1e ~0.159 =0.954 17 15 12 -0.167 =0.845 18 18 18
8 sgets
Purchases of
Assets -6.17% =-1.771 27 0 19 ~3.84% =1,180 22 0 22 -3.31% -~0.976 36 0O 20*
ales o sgetg
Purchaseg of
Assets and -2.90% ~-0.927 26 0 20 -1.45% =0.482 23 0 21 -0,.21% -0.069 34 0 22
New Subs
Notes to Table 16: Source: Patastrean

1.

Column 2 (Row 2 in Panel D

declined by more than 5%. -

2.

* denotes significant at the 5% level.
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small in relation te acquiring firms that significant bpreaches
of trust in targets will not be registered. However, to the
extent that this evidence is reliable it provides 1ittle support
for the breach of rrust thesis.

A second reason for caution in interpreting the results is that
the original decision to go public may not have been voluntary.
one of the striking features of the results reported in this
paper is how similar they are to those quoted in the comparison
of large UK and Cerman companies by Mayer and Alexander (1990} -
Large Cerman firms look very much like the large unguoted firms
in this analysis. They pay out less dividends inn relation to
their profits than UK firms, they retain more, they raise less
medium and long term finance and they raise less new equity
finance on a gross but not a net basis.

one explanation for these differences is the way in which German
and UK corporations are financed and controlled. German
companies enjoy long term relations with their banks. These have
encouraged the provision of more long term finance by banks to
German than UK firms. Owners of unquoted firms in the UK that
‘have had to fund large investment programmes, pay death duty on
inheritance of a firm or pay off some of the other heirs to 2
firm, have had to turn to the stock market rather than banks for
finance.’ If they had the option, some UK firms may not have
chosen .o go public in the first place. Furthermore, those that
had gone public may nave sort a very different type of ownexrship
and control structure from the one that they encounter in the UK.

Through their long term relations with banks, German companies
enjoy a large measure of protection from threats of takeovers.
as holders of bearer shares, German banks are able to exercise
proxy votes on pehalf of jndividual investors. These have
1imited the degree of outside contrel that can be exercised
through takecver. In the whole of the post second world war
period there have been only three Xknown cases of hostile
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evidence in Support of stock markets is in fact Symptomatic of
Precisely the broblem of which industrialists have peen
Complaining. High Qividends ang the balance of expansion between
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Unquoted Company

Surridge Dawson
T:566 SIC:642
Napler Brown
T:576 SIC:617
ocs

T:587 SIC:923
Hiller Group*
1T:628 SIC:501
Guardian®

T:634 BIC:475
Fenwick

T:659 8IC:656
Waoetabiy

T:660 8IC:423
Wiltshier

T:673 8IC:501
MAT International
T:696 8IC:723
Brintons carpets
T:717 8IC:438
Longley (J)
T:758 8IC: S0

I': 759 SIC: 32
{farburtons

:767 8IC:419
‘Yle Stewart

'e 777 SIc: 50
ligglesworth
‘1823 51C:616
'unnel Refineries
''326 8IC:41¢6

First Industry Sample

Preedy (a)

T:580 SIC:642
Watson & Ph.11ip
T:550 8IC:e617
Rentokil

T:489 8IC:921
Lawrence (W)
T:610 8IC:501
Collins

T:613 SIC:475

Fine art Development

T:526 8IC:656

Wolverhampton & Dudley

T:616 S5Ic:427
Turrifs

T:677 SIC:501
British vita
T:459 SIC:723
Corah

T:803 8IC:436
Tilbury

T:678 8IcC: 50
EIs

T:751 SIC: 32
Mathews (B}
T:1796 S8IC:412
Tilbury

T:678 SIC: 50
Brammer

T:797 SIC:614
Mathews (B)
T:796 SIC:412

Becond Industry sample

68

Next

T:627 8IC:645
Vaux Breweries
T:493 SIC:617

Turriff

T:677 S8IC:501
Grampian Holdings
T:605 SIC:475
Bentalls

T:792 5IC:656
Highland Dist
T:609 SIC:424

Lawrence

T:610 SIC:501
TDG

T:205 SIC:723
Dawson

T:339 8IC:431
Cleeson (M J)
T:581 8IC: 50
Bullough

T:735 SIC: 32
Cliffords Foods
T:731 8IC:413
Cleeson (M J)
T:581 SIC: S0
Cowan de Groot
T:791 SIC:615
Carr's Milling
T:916 SIC: 41

Alternating Size Sample

Wills Group
T:564 SIC:839
Lookers

T:573 S5IC:614
Bassetts Foods

Next
T:1627 SIC:645
Redfearn

T:647 SIC:247
Electrocomponents
T:662 81C:247
Wheasoe

T:658 SIC:320
Waddington (J)
T:663 SIC:472
Myson

T:695 SIC: 232
Diploma

T:711 SIC:998
BSS

T:754 SIc:222
Geers Gross
T:765 8IcC:838
Geers Grogs
T:765 51C:8138
Ruberoid

T:779 SIC:483
Johnston

T:827 S5IC:328
Ratcliffe Great Bridge
T:822 8IC:224
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Ungquoted Company

Hostombe

T:993 81C:?
Carter (RG)
T:671 SIC:?
Roberts (T)
T:674 8IC:?
Marshall (DB}
T:916 SIC: 10
Grant (W)

T:698 8IC:?
Londise

T:679 SIC:?
Bailey (NG)
T:877 SI1C:?
Swire (J)

T:513 B8IC:763
Ace Belmont®
T:936 SI¢C:?
Associated Octel
T:639 S5IC:?

Notes:

First Industry Sample

now renamed as P&LH(1925)

Second Industry Sample

Now renamed as The Linde Organisation
full name is Tennants Consolidated

was originally named James Miller and Partners
full name is The Guardian and Manchester Evening News

denotes ranking in the Times 1000 in 1980
IC denotes Standard Industrial Classification

1
2
3
»
5
6 now renamed as Minstergate Plo.
T
5

70

Alternating Size Sample

Booth International
T:991 SIC:502
Turriff

T:677 SIC:501
Turriff

T:677 8IC:501
Reead Executive
T:907 5IC:839

Banks (SC)
T:700 8IC:611
Tilbury

T:678 8IC: 50
Glover Glass

T:88B0 SIC:617
United Newapapers
T:520 8IC:475
LEC Refrigeration
T:937 8IC:346
Blagden Industries
T:638 S8IC:316
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Unquoted Company
P.&H. (1925)°%

T:171 SIC:617
Higgs*

T:989 SIC 10
Roberts, T.

T:674 SIC:?
Shepherd Building
T:395 SIC:500
Tioxide

T:287 SIC:251
Warburtons

T:767 8IC:419
Weetabix

T:660 SIC:423
Wiltshier

T:673 SIC:501
Heron Corporatjon®
T:181 SIC: 61
McLaughlin & Harvey®
T:764 5IC:?
Trentham, G.P,¢
T:669 SIC:502
United Baltic®
T:614 SIC:740
Wallis, G.E.®
T:950 SIC: 50

First Industry Sampie

Linfood

T: 68 SIC:617
/A

N/A

London & Northern
T:268 SIC:500
Laporte

T:342 SIC:i251
Mathews, B.
T:796 S5IC:412
Wolverhampton®
T:616 S5IC:427
Turriff Corporation
T:677 8IC:501
Menzies, J.
T:192 S8IC:619
N/A

WH.G.I.

T:723 8IC:502
European Ferries
T:253 SIC:740
Wilson Connelly
T:973 SIC:50%

72

Second Industry Sample
Bishop's Stores

T:297 SIC:617
N/A

N/A

French Kier Holdings
T:244 SIC:500
Fisons

T:144 8IC:251
Cliffords Foods
T:731 SIC:413
Highland Distillers
T:609 SIC:424
Lawrence, W.

T:610 SIC:501
A.A.H. .
T:163 S5IC:612
N/A

Anderson Strathclyde
T:548 8I1C:502
Ocean Group

T:169 SIC:740
Booth International
T:991 S5I1C:502

Alternating S5ize
ML Meyer

T:174 81C:?
Time Products
T:998 SIC:374
Turriff

T:677 8IC:501
L.A.S.M.0,

T:394 SIC:130
Ass, Communications
T:288 51C:974
Geers Gross

T:765 5IC:838
Whessoce

T:i658 8IC:320
Caffyns

T:670 SIC:614
Smiths Industries
T:17¢% SIC: 37
Diploma

T:711 SIC:998
Caffyns

T:670 SI1C:614
Stakis

T:615 SIC:665
F.G. Gates

T:951 SIC:9498
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APPENDIX 3

MPLETE!" S8AMPLES AND THEIR
Second Industry Sample
Assoc. Book Publishing

Unquoted Company First Industry Sample Alternating Size

MacMillan EMAP

T:852 8IC:475

Bartfeld
T:901 S5IC:645

Tennante Consolidated

T:465 SIC: 25

J.C,B.
Ti462 8IC:325

Miller Group
T:628 SIC:501
Swire, J.

T:513 5IC:763

Guardian
T:634 8IC:475

Haverhill Meat Products

T:i569 S5IC:412

A.T. Mays
Ti824 8IC:770

Oppenheimer
T:510 8IC: 32

P.&H. (1925)
71171 8IC1617

Overseas Contalners
T:1556 SIC:740

T:B43 B8IC:475

Austin Reed
T:860 8IC:645

Coates Brothers
T:405 SIC: 25

Dobson Park
T:283 S8IC:325

lawrence, W,
T:610 SIC:501

N/A

Collins
T:613 8IC:475

Mathews, B.
T:796 8IC:412

LEP
T:625 SIC:770

Newman Industries
T:537 SIC: 32

Dee Corporation'
T: 68 5I1C:617

Ocean Group
T:109 8IC:740

74

T:903 8IC:475

Elis & Goldstein
T:8232 SIC:645

Croda International
T:199 8IC: 25

Blackwood Hodge
T:187 5IC:325

Turriff Corporation
T:677 SIC:501

N/A

Grampian
T:605 SIC:475

FMC
T:131 SIC:412

Horizon Travel
T:547 SIC:770

Folkes Group
T:567 8IC: 32

Bishop's Stores
T:297 SIC:6l7

European Ferries
T:253 SIC:740

Martonair

T:853 SIC:328
Moben

T:899 SIC:467
Monk

T:1460 SIC: 50
Extel

T:486 8IC:645
Next

T:627 SIC:645
NSH

T:512 8IC:612

Blagden Industries
T:638 8IC:998

Senior Engineering
T:570 SIC:998

Ratcliffe Great Bridge
T:822 SIC:224

NEM
T:512 SIC:612

Granada
T:168 S1C:846

Granada
T:168 SIC:846
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APPENDIX 4

Table 17&
JALES, EMPFLOYMENT AND INVESBTMENT OF TIE BAMPLE OF UNQUOTED AND QUOTED
COMPANIES, 1980 - 1987: INCOMPLETE SANPLE ~ FIRST INDUSTRY PAIRING
BALES (£,000) INVESTMENT (£,000) EMPLOYMENT
UNQUOTED QUOTED UNQUOTED QUOTED UNQUOTED QUOTED
1980 1218215 2148372 121887 78379 10770 28661
1981 1400673 2394462 129796 38738 12468 292311
1982 1622350 2514034 76985 60449 12348 34338
1983 17515662 2387749 115813 62142 22217 37231
1984 1934079 3181794 76985 152845 22811 57905
1985 2031632 4159909 64117 218592 22128 73849
1986 1581702 3975928 15808 272432 22622 71798
1987 1794489 6026706 92879 385708 17504 107462
Averagaet 1666837 3353619 86783.75 158660.6 17858.25 55(G75.62
Growth: 47.30% 180.53% ~23,80% 392.11% 62.53% 274.94%

76



%£5°0¢€

L8°0859¢€ ¢9-

LB8GTY
evted
G699V
cgcEsty
L066C
ogvie
yi88e

9g9zZ¢t

agrond asgy

INAHAOTEHE

PNINMIVA XMISNANI ARODA® -
agxond GNY gaLondin 40 14

%¥0e°¢

peivt

ST1T
Tvect
2ovet
Po9LT
16661
8bECT
99bel

0LLOT

onNn

$CE°T16-

LE'SYTGE

LL6ES
20L66
850LT
£99¥62
g89¢€~
188VLT
£9E€sL

LOZETT

azroad

LL

$69° 05—

S98£69

10109
[48:34
GLIvY
£008BL
90G6L0T
G869L
96L6ECT

LBBTZT

aznondnn

{00043) INIHLEIANI

STdHNS FIFTAHODNI
HY8 HHI J0 INFHIEZANI QONY INJHXOTIRE ‘gaTve

E AR

G6TL02T

260102¢C
LI6S6ET
9126E62
PR 2 AW AN
89VEO¥T
198¥ZSe
616G8TC

TE9BLET

agxond

$29°6E-

9506TET

LYE0EE

S6TULE

L¥P6ESET
8E9VILT
6146491
8999691
S680LVY

229T462T

agrondNn

{000’37} BITNB

tLE6T - 0B6T

! gIINVYAHOD

1q3A0IP

1ebuI0AY

LB6%
986T
§96T
Y061
£B6Y
Toe6T
T86T

0861

qLT eTaeL



Table 170

BALEB, EMPLOYMENT AND INVESTMENT OF THE BAMPLE OF UNQUOTED AND QUOTED
COMPANIES, 1980 - 1987t INCOMPLETE SBAMPLE - ALTERNATING S8IZE PAIRING

BALES (£,000}) INVESTMENT (£,000) EMPLOYMENRT
UNQUOTED QUOTED UNQUOTED QUOTED UNQUOTED QUOTED
1980 1033746 206660 141729 60017 7535 28604
1981 1343902 1029155 93455 53829 9306 26612
1982 1347877 1327314 102501 129412 12448 35676 m
1983 1450605 1542760 111734 76942 22740 29104
1984 2147062 2223778 82654 185880 26052 51001 W
1985 2194362 2387971 81637 105179 25410 51416 |
1386 1677116 1789128 18384 130609 24360 41230 .
1987 1397224 2562543 74734 274196 17832 45523 M
Average: 1573986 1721163 88353.5 127008 18210.37 38645.75 :
drowth: 35.16% 182.64% -47.27% 356.86% 136.66% 59.15% |

78
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Table 18a

AVERAGE FINANCIAL RATIOB OF UNQUOTED AND QUOTED COMPANIESB,
1980 - 1987: INCOMPLE BAMPLE ~ FIRET INDUSTRY PAIRING

PROFIT/BALEB DIVIDENDS/PROFITB INVEBTMENT/PROFITSH

UNQUOTED QUOTED UNQUOTED QUOTED UNQUOTED QUOTED
1980 6.86 4,32 21.90 22.67 145.90 84.46
1981 5.51 3.06 66.72 33.46 168.26 52.88
1982 6.22 2.71 15,90 38.01 76.29 88.74
1983 5.68 7.21 8.78 13.37 116,34 36.08
1964 9.14 3.63 8.79 27.24 43.56 132.38
1988 5.74 5.87 15.58 16.77 . 54.94 88.70 i
198¢ 4.65 3.71 13.81 38.56 21.47 ig4.71
1987 4.60 4.62 4.97 30.52 112.47 138.45
Averaga: 6.08 4.45 17.47 25,89 85.63 106.27
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Table 180

AVERAGE FINANCIAL RATIOS OF UNQUOTED AND QUOTED COMPANIES,
1980 - 1%87t INCOMFLETE SAMPLE - ALTERNATE 8I2ZE PAIRING

PROFIT/BALES DIVIDENDS/PROFITB INVESTMENT/PROFITS

UNQUOTED QUOTED URQUOTED QUOTED UNQUOTED QUOTED
1980 10.54 4.93 18.45 26,32 130.12 134.21
1981 8.42 6.74 47.32 17.45 B2.56 77.62
1382 7.95 8.92 17.67 11.86 95.61 109.3s6
1983 6.60 6.09 11.86 20,57 116.77 81.95
1984 8.11 9.96 12,21 14.65 47.49 83.92
1985 12.78 0.93 7.80 641.67 29,12 473.01
1988 3.47 9.92 26.82 17.31 31.59 73.56
1987 1.58 12.35 56.30 18.48 33e.84 86.61
Average: 7.62 7.73 18.25 30.22 73.65 95.48
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TABLE 198
FINANCIRG PROPORTIONE OF UNQUOTED AND QUOTED COMPANIES,

SECOND INDUBTRY PAIRING

Bample
Groas Finanoing &s a % Retentiona Equity Hedjium and gshort Trado Total
of Total Bources Long term Term Credit

Unquoted 72.26 3.33 ~1.42 2.39 23.44 100.00

Quoted 58,95 21.90 5.24 -5.10 19.01 100.00
Net Pinancing as a % Retentions Equity Medium and Bhort Trade Total
of Physical Investment Long term term credit

Unquoted 95.37 1.87 -1.87 -1.98 w.mm 100.00

Quoted 94.45 7.84 8.39 -15.02 4.34 106.00
other Ratlos Payout Ratio P.I./Gross Total Boucres

Ungquoted 18.68 15.717

Quoted 23,98 62.41
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TABLE 19C
¥INANCING PROPORTIONB O¥ UNQUOTED AND QUOTED COMPANIES,

ALTERNATIVE BIZE PAIRING

Bample
Gross Finanoing as a % Retsntions Bquity Medjum and Bhort Trade Total
of Total Bources Long term Tern Credit

Unquoted 80.52 2.85 0.92 ~6.03 21.74 100.00

Quoted 30.25 44.22 10.79 -0.85 15.59 100.00
Net Finanoing as a % Retentions Equity Medium and Bhort Trade Total
of Physical Investment Long term term oredit

Ungquoted 113.17 0.98 1.29 «22,36 6.93 100.00

Quoted 82.74 -1.43 29.52 ~10.62 -0,22 100.00
Other Ratios Payout Ratlo P.1./Gross Total Boucrss

Unguoted 18.25 71.15

Quoted 30.22 36,56
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Table 20a TEBTS OF BIONIFICANCE OF DIFFERENCES BETWEEN
MEANS OF UNQUOTED AND QUOTED BAMPLEB, FIRST INDUSTRY PAIRING.

{Unquoted mean less quoted mean) Non-parametric
Average I-Statistic ~ve Q ive
Sales Growth =38.1s =1.070 7 0
Investment (£'000) ~6029.87 -0.583 6 0
Gross - Retentions -2,97 -0.188 4 0
" = Bquity -25.38 ~-2.450% 6 2
" = Medium Term 18.48 1.247 5 0
" = Short Term 1.54 0.473 4 0
" - Trade Credit 8,33 1.604 3 0
Net - Retentions _ -4.38 -0.179 3 0
" = Equity -15,29 -0.970 6 0
" = Medium Term 23.49 1.170 5 0
" - Short Term =-7.23 ~0.433 6 0
" = Trade Credit 3.41 0.290 6 0
Payout Ratio -18.36 =3.381%» 8 0
Acquisitions/p.I. -14.51 -0.931 5 0
Investment/G.T.S. 6.49 0.963 4 0
Investment/Profits 17.68 1.430 3 0
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Table 20b TEBTS OF BIGNIFICANCE OF DIFFERENCES BRTWEEN
MEAN8 OF UNQUOTED AND QUOTED BAMPLES, SBECOND INDUSTRY PAIRIRG.

(Ungquoted mean less guoted mean) zosnm.mumamnn.._.n
Averadqe T-statistic ove 1) ive
Sales Growth 40,23 -1.794 4 0 6
Investment (£'000) ~1595,80 -0,387 5 0 5
Gross - Retentlions 23.11 1,664 3 o 7
Ll - Equity -23.99 =-2.250 9 1 0
" - Medium Term ~1.89 -0.600 5 0 5
" - Short Term 10.44 0.618 6 0 4
" - Trade Credit -7.67 -0.500 ] 0 5
Net - Retentions 57.58 1.858 4 0 6
" - Equity -15.44 =-0.803 6 0 4
" = Medium Term ~3,80 -0.809 5 0 5
" = Short Tern 15.68 0.394 5 0 5
" - Trade Credit : -54,01 -1.274 7 0 3
Payout Ratio -13.90 ~5,643%% 9 0 0
Acquisgitions/P.I. -34.65 ~2.155 6 4} 4
Investment/G.T.S. 2.69 0.345 5 4] L
Inveastment/Profits 9.35 0.455 4 .0 5

87



Table 200 TESTS OF SIGNIFICANCE OF DIPFERENCES BETNEEN
HEANE OF UNQUOTED AND QUOTED SAMPLES, ALTERNATING BIZE PAIRINGS.

(Unquoted mean less guoted mean) Non-parametric
Average =Statistic Ve 1] tve
Sales Growth -144.17 -1.203 7 0
Investment (£'000) -6732.18 -0.689 7 i)
Gross - Retentions 28.04 2.310 2 0
" - Equity =-31.83 ~3.111%% 9 1
" = Medium Term -2.98 -1,122 6 1
_. - Short Tern ~6.49 =1.009 6 0
" - Trade Credit 12,96 1.213 4 o
Net - Retentions 50.93 1.730 2 4]
" - Equity -12.77 ~D,746 7 0
" -~ Medium Term -15.37 -2,258 7 1
" =~ Short Term ~32.89 -1.759 8 0
" = Trade Credit 10.10 0.503 6 1]
Payout Ratio =-13.13 ~5,695%% 11 0
Acquisitions/P.I. -60.51 -2.606 9 0
Investment/G.T.S, 10.38 0.979 3 0
Investment/Profits 1.65 0.100 7 0
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This problem is reflection of the size composition of
quoted and ungquoted companies not merely of a restriction
of the sample to the largest 1000 companies.

Since June 1990, all shareholdings in excess of 2% have had
te be declared. In interpreting disclesed shareheldings,
it must be borne in mind that the ultimate beneficiary of
nominee accounts is not established. Concentrations of
ownership can thereby be either under~ or over-recorded.

These are industries where the Proportion of unquoted minus
quoted companies is in excess of 1%.

In SIC 32 the ratic of privately funded R&D to sales is
slightly less than 1%.

Of course, the possibility that there are a small number of
largeunquotedcompaniesinhightechnologyindustriescannot
be ruled out. In the 1ight of the relative sizes of quoted and
ungquoted companies this is unlikely. However, only individual
firm data could provide conclusive evidence.

In addition 3 of the companies that became listed were
taken over - 2 by UK companies and 1 by a US company .

Of the 65 unquoted companies whose age was available from
Extel 10 were over 70 Years old. Two companies, Favor
Parker and Clarks were over 100 years old. The oldest
company in our sample was a quoted company, Greenall
Whitley, which was over 220 years old.

Even though we believe that this definition of profits is
more robust than others commonly employed, it is still
conceivable that companies have different incentives to
disclose high and low profits. Thus quoted firms may wish
to sustain high share prices by declaring high profits,
while unquoted firms may wish to minimize tax liabilities
by declaring low profits.

It is possible to calculate financing figures for a sanple
of listed and unlisted companies for the period 1969-1976¢
from the Business Monitor MA3. 1In principle this sample is
supposed to be representative of all firms in the UK. The
results from this are as follows:

Type of finance: Listed: Unlisted: (%)

Gross Retentions 51.27 50.53

Trade Credit 25.59 30.18
Bank Credit 8.98 10.55
Long Term Liabilities 5.95 5.37
Securities (Equity) 8.22 3.37

Net Retentions 84.10 74.42

"
n

Trade Credit 11.36 8.33
Bank Credit 4.91 2.89

S0



"

10.

11.

Securities -0.37 7.35

As was shown in Mayer and Alexander (1990) medium size
quoted companies make more use of equity finance than large
firms. Smaller unguoted companies are more reliant on bank
finance than larger firms.

The few cases of equal values are egually distributed between
positive and negative signs in the tests.

See Hay and Morris {(1984) for evidence on the reasons why
UK firms seek gquotations.
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