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  Summary 

The Industrial Composition of equity markets varies greatly across 

countries 

 

 

Less developed equity markets exhibit significantly greater 

concentration. The industries in which listed firms concentrate in 

less developed equity markets 

• are not random, they tend to be the same 

• nor entirely explained by the underlying composition of 

production  

 

There is a strong positive relationship between the average wealth 

portfolio (or complete market) beta and the degree of development 

of equity markets  

• across countries, and 

• in the U.S. time-series 

 
These patterns are consistent with markets completing from the 

bottom up in terms of the ability of the assets to provide risk 

sharing  

• consistent with rational timing of listing under 

• risk-sharing externalities 



  Literature & Motivation 

The development of Stock Markets varies across countries 

• Goldsmith (1973), King and Levine (1996) , LaPorta et al. (1997, 

1998) 
 

The industrial composition of listed stocks varies across markets.  

• This has an effect on how one interprets equity index returns: 

Lessard (1974), Roll (1992), and Heston and Rouwenhorst (1994) 

 
New lists do have an effect on the pricing of other firms 

• In theory, there may be positive externalities of new listings for 

non-listed entrepreneurs  

• Pagano (1993), new listings increase risk sharing 

opportunities. 

• Subrahmanyam and Titman (1999), new listings provide 

“serendipitous” information about non-listed companies. 

• In practice, there is an effect on pre-existing listed companies: 

Braun and Larrain (2008). 

 
This paper argues that the three above are not unrelated and tests a theory of 

how markets complete over time.  

 



  Industrial Composition of Equity Markets 

Equity Markets are everywhere highly 

concentrated in a few industries/firms 

•Especially in less developed 

markets 

 
 

Equity Markets are everywhere highly 

concentrated in Manufacturing and 

Services 

• These two industries account 

for an average of 80-90% of the 

market by either number of firms 

or market cap 
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  Industrial Composition of Equity Markets 

The industrial composition of equity 

markets is not entirely determined by 

the composition of the economy 

 

 

Some industries are   

• everywhere 

underrepresented 

(agriculture and construction) 

• more underrepresented in 

highly developed markets 

(services) 

• more overrepresented in 

less developed markets 

(utilities, machinery, finance) 



  Theory 

The decision to go public depends on the cost of not doing so (being exposed to idiosyncratic risk) and the 

benefits of doing it (diversification).  If CAPM holds, the price paid by the market is inversely proportional to the 

beta and the market risk 

 

 

 

 

For a given idiosyncratic risk, higher beta firms will always have a lower incentive to list since they will get a 

lower share of the market once they list. 

 

However, the penalty imposed on higher beta firms, relative to lower beta firms, falls as the market  gets more 

complete and market risk gets reduced.  High beta firms have an incentive to wait for a better market. As the 

market completes, ever higher beta firms find out that it is worth listing.  

 

There is, then, an equilibrium in which the market completes starting with low beta firms and following with 

higher beta ones.   

 

 

This implies that less developed (or complete) markets will tend to be more concentrated in low beta industries. 

That is, the average market beta will increase with development. 

It also implies that new lists tend to be of industries with a higher beta than that of the market. 

 



  Methodology & Data 

Dependent Variable 

total wealth portfolio or complete market beta 

US betas (FFrench48), country-specific weights 

 (Worldscope) 

 

 

Dependent Variable 

Stock market development 

 

 

Source of Variation 

Across markets, in time (US and Chile), and dynamic (IPOs) 

 

Controls  

Per capita GDP, composition of economy, etc 

 



  

Industry Betas vary a great deal in the U.S. 

• Low Beta: Utilities, Food, 

Petroleum, Communication, 

Mining 

• High Beta: Recreation, 

Construction, Machinery, Services  
 

The industry sorting based on the U.S. 

Beta is highly correlated to that of other 

developed markets 

 

Betas are quite estable in time 

Data: Dependent Variable 



  Data: Dependent Variable (2) 

Aggregate Betas vary a great deal across 

countries 

• High Beta: US, UK, Germany, 

Singapore 

• Low Beta: Argentina, Chile, 

Russia, Turkey, Slovakia 
 

 



  Beta and Equity Market Dev: Cross-Country 

Complete Market Beta Increases with 

Equity Market Development across 

Countries 

• Highly significant 

• Two traditional measures of 

Equity Market Development 

• Not due just to economic 

development 

• Large part of the variation 

explained 

 

Large Economic Effect 

 



  Beta and Equity Market Dev: U.S. Time-Series 

Complete Market Beta Increases with Equity 

Market Development in the U.S. 

• Highly significant 

• Two traditional measures of Equity 

Market Development 

• Not due just to time or economic 

development 

• Large part of the variation 

explained 

 

Similarly Large Economic Effect 

 



  Beta and Equity Market Dev: Dynamics 

IPOs  of higher beta industries list in more 

developed equity markets 

 

 

IPO betas are on average larger than the 

market beta 

 

The Average market beta has generally 

increased in ten years. 



  Beta and Equity Market Dev: Not Entirely driven by 

the Economy Beta 



  Beta and Equity Market Dev: Cross-Country 

Instrumental Variables Estimates 

The results are robust to instrumenting 

stock market development with legal 

origins. 

 

Complete market betas are significantly 

lower in French (.9984) than in British legal 

origin countries (1.0242).  

(1) and (3) are benchmark regressions;(2) and (4) are instrumenting legal origin. 



  Beta and Equity Market Dev: The Case of Chile (1) 

Under represented sectors in 

the market tend to be high 

beta 

• Education, Health, 

social work and other 

services, Construction 

and Renting and 

Business Services 

On the other hand, low beta 

sectors are over represented 

in the Chilean market 

• Utilities, Products 

and Goods. 

As in the U.S. Time Series, the 

Chilean Market Beta has 

increased over time. 

• Firm Weighted 

• Market Cap Weighted 

 

Still, the Chilean beta is small. 

• below 1. 



  Beta and Equity Market Dev: The Case of Chile (2) 

Low beta industries tend to be overrepresented in the 

market when compared to their share in the economy 



  Beta and Equity Market Dev: The Case of Chile (3) 

Judging by its complete market beta, the 

Chilean Equity Market is much less 

developed than what its size implies.  

•  As is the case when using any 

measure different than size 

(turnover, ownership concentration, 

quality of prices, etc.) 

• On this dimension Chile is 

comparable to Slovak Rep, Peru, 

and Hungary. 

 



  Beta and Equity Market Dev: The Case of Chile (4) 

The Chilean market doesn’t have the 

composition that other equally 

developed countries have (measured 

with log firms to population). 

• More concentrated on low beta 

firms 
The level of development of the Chilean 

market is not reflected in its 

composition.  

• Average firm and market cap 

beta of similar countries are 

1.055 and .9552 respectively. 

• Chilean firm and market cap 

weighted betas are .9182 and 

.8624. 

 

 



  Beta and Equity Market Dev: The Case of Chile (5) 



  Robustness (1) 

Measurement of Complete Market Beta 

• Number of Firms 

• Market Cap 

• Revenues 

• Assets 

 

Industry Aggregation 

• FF48 

• FF17 

 

Multifactor Market Beta 

 

 

Equally Weighted 

 

 

 

 

 



  Robustness (2) 

Worldscope Coverage 

• Number of Firms 

• Market Cap 

 

 

 

 

 

 

 

 

 

 

(1)No restrictions,(2) using only countries that had at least 25% representation,(3)50% 

representation, and (4)75% representation of the number of firms  in the country 



  Alternative Explanations 

Privatizations 

• Number of Firms 

• Market Cap 

 

 

Value/Growth 

 

 

Tangibility 

 

 

Accounting Quality 

 

 

Quality of Prices 

 

 

 

 

 

 

 

 



  Conclusion 

The composition of equity markets varies in a predictable way based on the 

incentives of entrepreneurs to list their companies at different points in the life of a 

market 

 

There is a  strong relationship between complete market beta and the level of 

development of equity markets. 

 

New listings do depend on market composition. 

 

Endogenous measure of market development. 

 

 


