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1. Introduction 
 
The initial public offering has long been associated with the vitality of the U.S. capital markets. But 

since 2000, near the height of the dot-com bubble, the number of IPOs began a long decline. The average 
annual number of IPOs fell by over 61% between the 1990s and the 2000s.2 Certainly, in the late 1990s and 
the early 2000s, IPOs were inflated by the waves of internet and tech companies rushing to sell public shares 
and cash out their venture capital backers. Yet, as our research finds, the sharp decline since that time is 
hardly just a correction in the IPO market, but represents a more persistent, longer-term trend. In fact, the 
decline in IPOs persisted throughout the recession that followed the dot-com bust, through the subsequent 
recovery, through the market collapse that led to the Great Recession, and through the nearly decade-long 
recovery. 
 

In this paper, we aim to explore the factors that have driven what appears to be a new normal in 
IPO levels in the U.S. We find that the overall decline in IPOs between 2000 and today is largely the result 
of a dramatic fall in the number of small IPOs, those below about $100 million. Throughout this period, a 
complementary trend has also occurred, with the number of public companies falling by 
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public capital markets.”4  Importantly, Clayton noted, any reform aimed at making public markets more 
attractive should do so “without adversely affecting the availability of capital from our private markets.”5 
 

In Part 5, we present strategies to do just that. Certainly, non-policy factors—including financial 
innovations and changes in investor preferences—have driven the decline in IPOs. Yet to the extent that 
regulatory policy is discouraging public equity offerings and impeding investor choice, the SEC and 
Congress should reexamine those policies. We conclude our study by identifying a number of policy reforms 
that could improve the health of the public capital markets without undermining the appeal of the private 
capital ecosystem. 
 
 

2. Why IPOs Matter 
 

IPOs are just one aspect of a complex financial ecosystem that has developed organically over time. 
An IPO on the New York Stock Exchange or the Nasdaq represents the debut of a company in the public 
equity markets. With $29 trillion in total market capitalization at year-end 2016, the U.S. equity markets are 
the largest single segment of the U.S. capital markets, more than double the size of the market for U.S. 
Treasuries.6 
 

The first IPO that resembles a market vehicle we would recognize today took place in the 
Netherlands in 1602, with the public offering of shares in the United East India Company, which in turn led 
to the founding of the first modern stock market, the Amsterdam Stock Exchange.7 In the U.S., IPOs 
experienced dramatic growth in annual numbers only in the 1960s.8 Multiple factors fueled the growth and 
construction of a robust, if often volatile, technology-driven IPO market. First, in the 1950s, institutional 
investors began shifting their investing focus from bonds to stocks.9 The fears going back to the Great 
Depression about the safety of stocks had faded, particularly as institutions adopted modern portfolio 
theory—building diversified portfolios that included allocations of higher-risk equity, like shares of 
companies undergoing IPOs.10 Institutions, particularly corporate and public pension funds, were growing 
rapidly in an affluent U.S. with a large Baby Boomer generation coming of age. Second, a professionalized 
venture capital industry had developed after World War II (often backed by institutional funds) and was 
channeling its capital into startups, many of them companies exploiting the latest technological advances, 
like semiconductors and digital electronics. 
 

                                                        

https://www.sec.gov/news/speech/remarks-economic-club-new-york
https://www.sec.gov/news/speech/remarks-economic-club-new-york
http://oyc.yale.edu/economics/econ-252-11/lecture-4
http://oyc.yale.edu/economics/econ-252-11/lecture-4
https://doi.org/10.2470/rf.v2016.n3.11
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 After the recession and severe market slump of the ’70s, when both venture capital and IPOs nearly 
submerged, the IPO market roared back in the early ’80s.11 IPOs became a key component of a 
sophisticated equity-capital market structure; this model is one many hearken back to when articulating 
concerns about flagging IPO numbers. Venture capital was organized to support and profit from a high-risk 
culture of startups, entrepreneurs and innovation. Venture stakes were illiquid and in time needed to be 
transformed into public shares, through acquisition or IPOs, if only so they could invest their capital into 
new high-risk, high-reward opportunities. Venture funds were relatively small, which fast-growing 
companies could quickly burn through.12 To drive growth, many companies required the much greater and 
cheaper capital provided by public markets: permanent equity capital.  

 
That transition from private to public involved a widely understood tradeoff. Venture capital funds 

could monetize their profits, and deserving companies could raise large amounts of public capital for 
growth.13 However, this came at the cost of assuming new burdens, particularly on the regulatory front. 
Governance grew more complex. Rather than dealing with a board that consisted of a handful of venture 
capitalists, newly public firms had large shareholder bases, increasingly consisting of sophisticated 
institutions expecting steady share appreciation.14 And new public companies discovered they had multiple 
stakeholders, including employees, customers and local communities, with their approach to management 
being closely and continuously scrutinized. The IPO process also introduced startups to Wall Street, the 
gatekeeper to the capital markets, and to regulatory oversight, particularly from the SEC, which mandated 
transparency and a complex disclosure regime.  

 
In retrospect, this equity capital market structure was an increasingly intricate balancing of tradeoffs 

that had barely existed before the ’60s and was in flux as early as the mid-’80s, with the explosion of 
financial innovations, from high-yield bonds to private equity, to rising levels of hostile M&A and the 
emergence of shareholder-centric governance, which altered the always-rocky path between venture-backed 
startup and public company.  

 
Still, that model of the IPO became a popular ideal, closely associated with technological vitality and 

economic prosperity.15 A robust IPO market became evidence of the underlying health of new-business 
creation; a sign that companies were maturing in ways that made entrepreneurs eager to trade ample public 
capital for the responsibility to shoulder regulatory burdens and be accountable to shareholders; and the fact 
that new companies gave investors, both institutional and retail, an opportunity to participate broadly in 
high-growth stocks. The health of the IPO became a litmus test for the health and dynamism of the 
economy. As a result, comparison in the number of IPOs has long been a key metric to signify, for good or 
bad, the competitiveness of New York versus Tokyo, London and, today, Hong Kong.16 

                                                        
11 Burhop, op. cit. 
12 Wilson, John W, The New Venturers: Inside the High-Stakes World of Venture Capital, Reading, Mass: Addison-Wesley, 
1985. 
13 For a broad overview of the venture process, see Paul Gompers and Josh Lerner, The Venture Capital Cycle, MIT 
Press, 2006. 
14 Kahle, Kathleen M., and Stultz, Rene, “Is the U.S. Public Corporation in Trouble?” Journal of Economic Perspectives, 
Vol. 31, No. 3, Summer 217, p. 81. 
15 A comprehensive study from the Kauffman Foundation in 2012 on employment and revenue growth clearly 
delineated 1980-2000 as a distinct period in IPOs, then studied a slice of that, 1996-2000. See Kenney, Martin, Patton, 
Donald, and Ritter, Jay, “Post-IPO Employment and Revenue Growth for U.S. IPOs, June 1996-2010,” Kauffman 
Foundation, 2012.  
16 Committee on Capital Markets Regulation, “The Competitive Position of U.S. Public Equity Markets” Dec. 4, 2007.  
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The immediate finding is that the number of offerings has fallen dramatically since 2000, which 
represents the end of an IPO boom that featured the public debuts of waves of internet and tech stocks. 
That boom resulted in the burst of the so-called dot-com bubble and a subsequent recession. 

https://ssrn.com/abstract=2912354
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The most notable trend that emerges from this analysis is the precipitous drop in the number of 
small IPOs since the year 2000. The number of small IPOs averaged 401 annually in the 1990s, but then 
dropped to only 105 annually in the 18 years since. In the 1990s, small IPOs made up 27% of all capital 
raised in public markets, whereas in the period from 2000 to present they have represented only 7% of all 
capital raised. 
 

The trends in medium and large-cap IPOs differ significantly from those seen for smaller IPOs. For 
medium-sized IPOs (between $100 million and $500 million), both the number of IPOs and the amounts 
raised appear to be cyclical. We see downturns in the number of medium-sized IPOs in the aftermaths of 
the dot-com bust (2001–03) and the Great Recession (2008–09). But apart from cyclicality, there does not 
appear to be a significant increase or decrease in the number of medium-sized IPOs over time. The trends 
in large-cap IPOs present a different picture. First, there are relatively few large-cap IPOs, never more than 
50 in any one year. So a few major IPOs can skew the results in terms of amounts raised. Notably, this 
segment was smaller in the 1990s and saw major growth in the 2000s, peaking in 2007. This segment 
recovered again in the years after the financial crisis, peaking in 2013, before falling through 2016. This 
number ticked up again in 2017 with 16 offerings, supported by major IPOs such as Snap and six major 
energy-sector IPOs. As we’ll discuss later in this paper, the burden of regulatory pressures faced by 
companies in this large-cap category is very different from those affecting sub-$100 million market-
capitalization companies. 
 
 

4. Drivers Behind the Decline in Small-Cap IPOs 
 
  The decline in small-cap IPOs in the U.S. has been dramatic and long term. As SEC Commissioner 
Michael Piwowar said in his opening remarks at an SEC-New York University conference on IPOs in May 
2017: “Traditional economic factors, such as fluctuations in companies’ demand for capital and changes in 
investor sentiment, cannot explain the large decrease.” Piwowar focused on a single metric to explain the 
overall decline. “The substantial drop in the number of IPOs in the United States is primarily driven by the 
disappearance of small IPOs,” he said. Our segmented IPO analysis above confirms and illustrates 
Piwowar’s statement.  
  

A survey of the literature and of the data suggests there are five major, intertwined drivers behind 
the decline of small-cap IPOs: (1) analyst coverage trends, (2) buy-side trends, (3) a shift from active to 
passive investment strategies, (4) the growth in private capital and (5) increasingly burdensome regulation. 
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Figure 3: IPOs segmented by size, based on 2017 real prices, USA, 1990–2017. 
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A. Sell-Side Coverage Trends 
 
The issuer’s decision to undergo an IPO does not occur spontaneously. Managers of companies 

evaluating whether to go public or not weigh numerous considerations, primarily the extent to which there 
will be investors on the buy side for the newly public company. If investment demand is too low, the IPO 
could fail or the company’s share price could drop dramatically after going public. Both are disastrous 
outcomes for a growing company. 

 
One important consideration management and boards make before deciding to go public is how 

much analyst coverage the company will receive. In fact, the necessity to attract “coverage” by analysts has 
traditionally been one of the key hurdles for private companies considering going public.24 Less coverage 
means a smaller pool of investors will assess the stock, both in the lead-up to the IPO and in the secondary 
market. Research by Merkley, Michaely and Pacelli shows that the quality of analyst coverage available for a 
stock, as measured through forecast errors and optimism bias, is correlated with the number of analysts 
covering the stock.25 They hypothesize that higher levels of competition between analysts lead to higher-
quality coverage, and vice versa. This suggests that lower levels of analyst coverage should increase the 
wariness of potential investors that the available coverage may be of lower quality and potentially biased. 
This in turn can become a self-fulfilling prophecy, where low levels of coverage lead to lower investor 
appetite. 

 
Why would smaller IPOs, in particular, appear to be endangered? Part of the answer may lie in the 

relationship between Wall Street—that is, the sell side—and investors on the buy side. Both sell side and 
buy side have been changing in fundamental ways since 2000—trends that affect all IPOs—but small-cap 
offerings most dramatically.  

 
Since the 1970s, the sell side, roughly synonymous with investment banking and brokerage, has 

changed considerably. Investment banks have consolidated from a large number of small firms, many of 
them private partnerships, to a much more compact group of very large public corporations—including a 
few full-service, global banks. As firms grew larger, small-cap companies declined in importance. And the 
large investment banks that continue to raise equity capital need to sell clients multiple products, from M&A 
to debt to equity, to generate significant returns.26 A single equity offering by a small company represents a 
less important, increasingly small-value client, with low potential for follow-up business. (One exception for 
both the sell side and buy side: biotechnology and life sciences IPOs, which may involve small caps but 
which are heavy capital users, offering multiple opportunities to invest in finances and the possibility of five 
to 10 times returns.27) 

 
On top of that, the mutuality of interests between investment banks’ research analysts and IPO 

issuers spawned a sense of conflict, which emerged after the 2000 dot-com collapse. Analysts were charged 
with trading positive coverage for a piece of the IPO underwriting by their firm’s investment bank. New 
York Attorney General Eliot Spitzer’s crusade against research conflicts in the early 2000s led to the Global 

                                                        
24 Aggarwal, Rajesh, Laurie Krigman, and Kent Womack. “Strategic IPO Underpricing, Information Momentum, and 
Lockup Expiration Selling.” Journal of Financial Economics 66, no. 1 (2002): 105–37. 
25 Merkley, Kenneth, Michaely, Roni, and Pacelli, Joseph, “Does the Scope of the Sell-Si
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https://www.sec.gov/news/speech/factsheet.htm


https://pdfs.semanticscholar.org/a97f/162148741f78e4a63d17885e2bd33de19efd.pdf
http://scholarship.law.georgetown.edu/cgi/viewcontent.cgi?article=1082&context=fwps_papers
http://www.investcorp.com/docs/uploads/credit-ratings/Under_the_Radar_Structural_Alpha_in_the_Sm-Cap_Equity_Market_201507_F.pdf
http://www.investcorp.com/docs/uploads/credit-ratings/Under_the_Radar_Structural_Alpha_in_the_Sm-Cap_Equity_Market_201507_F.pdf
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stake in the company and may require disclosure in order to meet regulatory requirements.39 In addition, 
thinly traded stocks tend to have wider bid-ask spreads, meaning the transaction costs associated with taking 

https://www.sec.gov/fast-answers/answerssched13htm.html
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D. Growth in Private Capital 
 

A

http://clsbluesky.law.columbia.edu/2013/02/01/gone-with-the-wind-small-ipos-the-jobs-act-and-reality/
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https://www.gpo.gov/fdsys/pkg/PLAW-104publ290/pdf/PLAW-104publ290.pdf
https://papers.ssrn.com/abstract=3017610
https://www.sec.gov/news/pressrelease/2015-49.html
https://www.sec.gov/files/unregistered-offering10-2015.pdf
http://www.nber.org/papers/w17523
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companies play an outsized role in job creation,56 IPOs57 and innovation.58 Traditionally, VC funding was 
consigned to the earliest and riskiest stages of new company development. As a result, venture portfolios 
have long accepted the reality of many failures, a smaller number of reasonably successful companies and a 
handful of blockbusters. Quite a lot of research suggests that venture funding offers significant advantages 
to companies over other forms of financing: their sales59 and employees60 grow faster, their professionalism 
is greater,61 time to market is shorter,62 the likelihood of an IPO is greater63 and post-IPO survival is 
longer.64   

 
Ewens and Farre-Mensa argue that “private markets are filling much—if not all—of the IPO gap.”65 

Relying on Dow Jones VentureSource data on VC-backed startups, they argue that “of those startups whose 
first round was before 1997 and went on to raise over $150 million in the following seven years, 83% did so 
by going public; by contrast, only 36% of startups reaching that scale since 2000 were public—even though 
the annual number of startups raising over $150 million has not changed.” This suggests that startups are 
opting to remain private. We do note that this data may suffer from selection bias, given that VC-backed 
startups (which, by definition, have a history of private investment) are more likely to be able to access 
private capital markets than non-VC-backed firms. So the trend of VC-backed startup

http://www.nber.org/papers/w14250
https://doi.org/10.2307/2696354
https://doi.org/10.1287/mnsc.30.9.1051
https://www.gsb.stanford.edu/faculty-research/working-papers/venture-capital-financing-growth-startup-firms
https://www.gsb.stanford.edu/faculty-research/working-papers/venture-capital-financing-growth-startup-firms
https://doi.org/10.1111/1540-6261.00419
https://doi.org/10.1287/mnsc.48.1.154.14280
https://papers.ssrn.com/abstract=236035
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the SEC has reported that from 2009–14, 13.2% of Reg D offerings were debt offerings.68 Reg D is also 
used for more customized kinds of offerings, such as those including options or warrants.69 Unfortunately, 
the available Reg D data does not allow us to separate out debt and other offering types. Relevant amounts 
raised in the key capital markets are shown in the chart below for the period 2009–14 from the SEC. 

 
 
 
 

 
 
 

Filtering Reg D data in order to identify those private offerings where the company’s management 
may also have undertaken making an offering on public markets, we find evidence that suggests that private 
capital may be filling the IPO gap. The data, shown below, comes from Form  d1 524.62 342.842 1 328.25 omes from
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https://corpgov.law.harvard.edu/2017/04/27/the-deregulation-of-private-capital-and-the-decline-of-the-public-company/
https://corpgov.law.harvard.edu/2017/04/27/the-deregulation-of-private-capital-and-the-decline-of-the-public-company/
https://www.sec.gov/rules/final/33-7881.htm
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companies prior to public release, particularly to analysts or institutional investors. While the costs of 
complying with this requirement are theoretically low, it opened up major potential liabilities for public 
companies. Reg FD also introduced a degree of ambiguity into decision making. Indeed, what is or is not 
considered material nonpublic information may be subject to reasonable debate. And even if the distinction 
is clear, Reg FD necessitates that management be prepared to publicly release such information “as soon as 
is reasonably practicable,” if for some reason it is unintentionally disclosed.73  

 
Enacted in response to scandals such as Enron and WorldCom, Sarbanes-Oxley introduced a 

number of requirements relating to internal controls, auditing and financial disclosure. The act required that 
the chief executive officer or the chief financial officer certify corporate financial statements, and established 
criminal penalties for knowingly certifying noncompliant reporting. The most contentious of these 
regulations for smaller companies is Section 404, the Assessment of Internal Controls, which under part (a) 
requires that management report on the effectiveness of its internal controls over financial reporting and 
under part (b) requires that this report be attested to by an external auditor.74 Concerns about the impact of 
this requirement on small companies prompted the SEC in 2005 to charter a 21-member Advisory 
Committee on Smaller Public Companies to evaluate the issue.75 

 

https://www.law.cornell.edu/uscode/text/15/7262
https://www.sec.gov/info/smallbus/acspc/acspc-finalreport.pdf
https://www.law.cornell.edu/cfr/text/17/240.12b-2
https://fred.stlouisfed.org/series/CPIAUCSL?cid=9
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https://www.sec.gov/divisions/corpfin/guidance/cfjjobsactfaq-title-i-general.htm
http://www.ey.com/Publication/vwLUAssets/ey-update-on-emerging-growth-companies-and-the-jobs-act-november-2016/$FILE/ey-update-on-emerging-growth-companies-and-the-jobs-act-november-2016.pdf
http://www.ey.com/Publication/vwLUAssets/ey-update-on-emerging-growth-companies-and-the-jobs-act-november-2016/$FILE/ey-update-on-emerging-growth-companies-and-the-jobs-act-november-2016.pdf
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clearly beneficial to companies evaluating a potential listing. Since the JOBS Act was implemented, 87% of 
IPOs have been EGCs.85 
  

One provision of the JOBS Act was that the SEC should study and issue a report on the 
decimalization of equity trading that officially began in 2001, after years of debate and experimentation. 
Decimalization priced trading to the penny rather than in fractions, in large part to reduce bid-ask spreads. 
In 2011 the Treasury sponsored a conference and formed an IPO Task Force to “examine the challenges 
that emerging-growth companies face in pursuing an IPO” and develop recommendations.86 A year later, 
the SEC staff published a report that summarized its findings. Decimalization, the report argued, kicked off 
changes in market structure toward “a low-cost, frictionless environment characterized by electronic trading 
that favored highly liquid, large capitalization stocks at the expense of smaller capitalization stocks.”87 The 
changes favored short-term strategies and particularly hurt less liquid smaller companies with trading 
volumes too low “to make money for the investment bank’s trading desk.”88 The task force concluded “that 
the lack of profitability undermines the incentives for underwriters to take smaller companies public.”89  
  

The report also noted that decimalization threatened “the economic sustainability of sell-side 
research departments” by reducing spreads and trading commissions that once supported research. The 
combination of the Global Analyst Research Settlement and decimalization made analyst coverage of small 
companies unprofitable.90  
  

The Task Force did ultimately conclude that the benefits of decimalization outweighed the costs, 
arguing that the public has gained from greater market access and reduced trading costs.91 But the report 
made clear that small-company IPOs had been affected by fundamental changes in market structure.  

 
 

5. Policy Recommendations 
 

Our analysis suggests that the decline in small-cap IPOs cannot be explained by any one factor 
alone. The decline has been the result of a combination of natural market trends and regulatory pressures. In 
evaluating potential regulatory reform, the relevant question to ask is: To what extent has each factor played 
a part? Some of the factors, such as shifts in investing preferences from active to passive funds, are difficult 
to address through reforms to legislation or enforcement approaches. However, regulatory reforms have the 
potential to make IPOs relatively more appealing when they are weighed against other options that may be 
contemplated by companies considering a listi
1 0 0PPeT

Byen 

https://www.sec.gov/news/studies/2012/decimalization-072012.pdf


https://www.sec.gov/news/pressrelease/2016-131.html
https://www.reginfo.gov/public/do/eAgendaViewRule?pubId=201710&RIN=3235-AL90
https://www.sec.gov/rules/proposed/2016/33-10107.pdf
https://www.sec.gov/fast-answers/answersform10qhtm.html
https://www.sec.gov/info/smallbus/acsec/william-newell-acsec-091317.pdf
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B. Extend the EGC On-Ramp 
 

Since the JOBS Act was enacted in April 2012, 87% of all IPOs have self-identified as EGCs.98 This 
high percentage suggests that most companies undergoing listings find the concessions offered to EGCs to 
be desirable. At present, a company can remain an EGC for five years post-listing, provided that its 
revenues remain below $1 billion, public float remains below $700 million and it does not raise more than 
$1 billion in debt over a three-year period.99  
 

It is understandable that once companies surpass a certain size threshold, they should be expected to 
abide by stricter reporting and disclosure requirements, which reflect the demands of their diversified 
investor bases. Also, once above a certain size, the proportional cost of meeting these requirements is less. 
However, what if a company reaches the end of the five-year on-ramp and has not surpassed any of these 
size thresholds? The five-year timeline appears to assume that a company will grow above the EGC size 
thresholds over that time. This, of course, may not be the case. The cessation of the concessions afforded to 
the company as an EGC will create a substantial burden for a company that has not achieved scale. 
 

So it must be asked what the purpose of the five-year timeline actually is, other than a reflection of 
an expectation as to how long it will take a company to achieve a certain scale. For a small company 
considering an IPO, the EGC concessions would be substantially more compelling if they were offered 
without a timeline. After all, it is the size that is most relevant to the relative cost of compliance. While 
removing the on-ramp timeline altogether may not be feasible, given it would create two tiers of companies 
(those that went public before the JOBS Act and those after), it may be appropriate to extend the timeline. 
A shift to a 10-year on-ramp would provide company management substantially longer to leverage the 
benefits of EGC status and would enhance sentiment around IPOs. 
 

We therefore support the extension of the time that a company may remain an EGC after an IPO. 
A shift to a 10-year on-ramp would give company management evaluating a potential IPO substantially 
more comfort around their ability to economically meet their near-term regulatory requirements upon 
listing. 
 
 

C. Increase the Shareholding Required to Bring Shareholder Proposals 
 

The current provisions allowing shareholders to put forward shareholder proposals at annual 
company meetings set the bar too low. The $2,000 shareholding amount required to be able to table 
proposals was instituted more than 30 years ago100 and is not fit for the present day. While arguments can be 
made for the benefits of the democratization of the public markets, it is neither practical nor efficient for 
shareholders owning an immaterial amount of a company’s stock to be able to wield a disproportionate 
influence on a company’s affairs. For instance, the Manhattan Institute found that in 2016, one third of all 
shareholder proposals were brought by just six individual investors.101 This suggests that shareholder 
proposals are being driven by the individuals proposing them, rather than by anything the company is or is 

                                                        
98 Ernst & Young LLP, op. cit.  
99 Ibid. 
100 U.S. Department of Treasury, op. cit. p. 32. 
101 Copland, James, and Margaret O’Keefe. “Proxy Monitor: An Annual Report on Corporate Governance and 
Shareholder Activism.” Manhattan Institute, 2016, https://www.manhattan-
institute.org/sites/default/files/pmr_2016.pdf, p. 7. 

https://www.manhattan-institute.org/sites/default/files/pmr_2016.pdf
https://www.manhattan-institute.org/sites/default/files/pmr_2016.pdf
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not doing. Shareholder proposals take up significant time and company resources to deal with, yet they cost 
almost nothing for shareholders to submit. 
 

A balanced approach to shareholder proposals would be more appropriate. We will not suggest an 
optimal threshold, but the current $2,000 requirement is obviously too lenient. The shareholding value 
should be substantially revised upward, and the requirement should be based on the percentage ownership 
in the company. It is unreasonable to allow shareholders owning less than 0.001% of a company’s stock to 
dominate shareholder meetings. 
 

Additionally, the requirements for resubmitting proposals substantially similar to those tabled in 
prior years should be revised. At present, “if over a five-year period a proposal fails to receive 3% support 
once, 6% twice or 10% three times, a company may exclude it.”102 Notwithstanding drastic changes in the 
share register of a company, any proposal that receives less than 3% support on one occasion is extremely 
unlikely to be passed in the years following. With such low requirements, shareholder activists can waste 
time at company meetings year after year, with little scope or intention for a proposal to actually be passed. 
We believe that adopting the percentage requirements proposed by the SEC in 1997 but never enacted (6%, 
15%, 30%) would be a reasonable approach.103 

 
 

D. Allow Shareholders the Right to Mandatory Arbitration  
 
 Since 2006, the Committee on Capital Markets Regulation has urged the SEC to allow corporations 
to include in their charters the provision for mandatory arbitration in issuer-stockholder disputes. We agree 
with this step, believing it would reduce a major cost for all public corporations, and particularly for smaller 
companies that might be 

https://corpgov.law.harvard.edu/2017/10/03/finding-common-ground-on-shareholder-proposals/
http://clsbluesky.law.columbia.edu/2017/08/21/shareholders-deserve-right-to-choose-mandatory-arbitration/
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https://www.reuters.com/article/us-usa-sec-arbitration/u-s-secs-piwowar-urges-companies-to-pursue-mandatory-arbitration-clauses-idUSKBN1A221Y
https://www.reuters.com/article/us-usa-sec-arbitration/u-s-secs-piwowar-urges-companies-to-pursue-mandatory-arbitration-clauses-idUSKBN1A221Y
http://www.heritage.org/sites/default/files/2017-02/BG3178.pdf
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have hit smaller companies disproportionately hard. Startups struggle to pay for the kinds of disclosure and 
compliance regimens demanded by Sarbanes-Oxley, Reg FD or Dodd-Frank—practices larger companies 
more easily shoulder. Growth and consolidation have made it increasingly less economical for sell-side firms 
to research and highlight smaller IPO candidates or for buy-side firms to invest in their IPOs. Even the 
markets themselves have been driven by reforms like decimalization, which produced smaller bid-ask 
spreads and furthered the larger goal of frictionless, efficient markets. Those gains, however, came at the 
cost of increasing the importance of larger-cap stocks with greater liquidity and further undermining the 
economics of sell-side research, which had already suffered a significant blow from the Global Analyst 
Research Settlement.  
 

The larger question this study raises is: How much does this matter? Initial public offerings since 
their rise in the 1980s and ’90s have assumed an outsized role in how we evaluate the health of our market 
system, particularly in terms of job creation and technological innovation. The benchmark usually employed 
is the number of IPOs that occurred in the ’90s, a period that historically appears to represent a uniquely 
high plateau—until the bubble burst in 2000. In those decades, a number of market developments emerged 
organically that offered smaller, growing companies alternatives to the single pathway leading to the public 
markets—notably, but not exclusively, private equity, venture capital and growing levels of M&A. As private 
equity and venture capital matured, they could provide many of the benefits that public markets were 
struggling to offer: plentiful capital, lucrative compensation for senior executives, a long-term perspective 
and a tightly focused governance regime. (The downside: private equity portfolio companies will ultimately 
be sold, often in IPOs.) And companies that remained private, whether through private equity ownership or 
continued reinvestment by venture capital (the “unicorn” phenomenon), are able to operate without many 
of the regulatory burdens of their public peers, and without concerns that they will be taken over through 

https://data.worldbank.org/indicator/CM.MKT.LDOM.NO?locations=US
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Appendix 
 
Item 1 ² SEC Filing Categories 
 

Filer category Public float Form 10-K Form 10-Q 

Large accelerated 
filer 

<$700m 60 days after fiscal 
year end 

40 days after fiscal 
quarter end 

Accelerated filer $75m – $750m 75 days after fiscal 
year end 

40 days after fiscal 
quarter end 

Non-accelerated filer <$75m 90 days after fiscal 
year end 

45 days after fiscal 
quarter end 

 
 

Item 2 ² Russell 2000 Analyst Coverage 
Index constituents and market caps sourced from Russell, analyst coverage data from Bloomberg. 
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