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1.  Introduction

While the institutional determinants and governance arrangements resulting from private equity investment have been subject to study across much of the rest of the world, Africa outside of South Africa has been notably omitted from study.  This is despite significant foreign growing interest in private equity and venture capital investment opportunities across the continent as well as the burgeoning entrepreneurial classes providing a pool of potential business angel investors (Reuters news, 2013).  However there is significant evidence that the risk profiles and associated investment strategies of the more formal, later-stage, venture capital investors tends to differ considerably from that of informal business angel investors (Bruton et al, 2010) that tend to be associated with early-stage start-up ventures (Harrison and Mason, 1992; Freear et al, 1994; Maxwell et al, 2011).  There is also a large literature underlining the considerable importance of state-level institutions in alleviating transactions costs (Williamson, 2002; La Porta et al, 2008) and agency conflicts (Bruton et al, 2010).  As such I am motivated to ask whether there are differences between formal venture capitalists and informal business angels in terms of the institutional quality of environments within which their investee firms are socially embedded.

The study of a sample group comprised of firms undergoing initial primary offering (IPO) facilitates the study of the differentiation between formal versus informal private equity.  The former being defined as foreign and domestic venture capital (VC) with the latter being business angels (BA) (see Mason and Stark (2004) for the distinction between formal and informal private equity).  The focus on IPO firms forms a largely homogeneous and comparable sample group of target investments (firms recipient to all three types of private equity investment) where the importance of stock markets either as an investment-exit mechanism or as a source of external finance is paramount.  Consequently this focus eliminates considerable incomparability in terms of breadth and heterogeneity of investment targets of private equity entities that would otherwise hinder the viability of study.  The IPO event itself is considered as a major event in firm’s lifecycle (Brav and Gompers, 2003; Bruton et al, 2009) where their organizational structures are opened for first time through engagement with professional product, labour and capital market institutions.  However the opening of the focal IPO firm’s organizational and ownership structure to a variety of very different principals (investor-owners) brings with it the potential for more complex agency relationships than those envisaged in traditional agency theory (see Jensen and Meckling, 1976; Fama and Jensen, 1983) between outsider principals and insider managerial agents.  This traditional view has only recently been challenged and extended through Arthurs et al (2008) and multiple agency perspective.  This considers principal-principal agency costs as well as principal-agent.  The former are characterised in the contrast of business angels investing their own funds and thus being their own principals while venture capitalists act as agents in manage investment funds on behalf of their own outside principal investors (Bruton et al, 2010).  These additional agency issues impact on investment time horizons of investors that are principal to the focal IPO firm as well as in terms of their personal ties and level of monitoring and surveillance of insider management.  However while the complex web of relationships involved in IPO firms infers consideration of equally complex myriad of multiple agency relationships these are also impacted significantly by informational asymmetries derived through the quality of state institutions governing the environments within which the IPO firms are located (Bruton et al, 2010).  Institutional quality impacts on firm-level agency costs in terms of improving the external contracting environment, reducing environmental uncertainty and facilitating contractual enforcement (Aguilera and Jackson, 2003; La Porta et al, 2000).  Thus motivational alignment within principal-principal or principal-agent scenarios is accentuated through the alleviation of potential contractual hazards and recourse to effective monitoring, surveillance mechanisms supported by suitable institutional enforcement.  However the very nature of formal (foreign and domestic VC) as opposed to their informal (BA) counterparts is largely based on physical proximity to target investment firm as well as the closeness of the relationship between private equity entity and incumbent management within firm (Mason and Stark, 2004).  Thus the closeness and importance of this relationship between investor (principal) and investment-recipient (managerial agent) can be viewed as a key differentiating factor between formal and informal private equity entities.  This is likely to be particularly profound in environments characterised by environmental uncertainty where informational asymmetries are particularly acute.  Thus institutional quality is linked to deeper intrinsic investment philosophy and risk tolerance of formal versus informal private equity investors.  Consequently my first contribution is in using the six well established World Bank Governance institutional quality indicators in providing a means to differentiate between formal, namely foreign versus domestic VC, and informal, namely BA, investor involvement within IPO firms.

Africa presents a unique opportunity to study the institutional determinants of private equity investment within the context of its nascent IPO markets.  Firstly as a developing region it shares many institutional characteristics of the wider developing world facilitating the generalizability of findings.  However secondly and equally as important, there is a comprehensive lack of any literature focussing on private equity within the continent.  This is reflected by the assertion of Bruton et al (2005), while studying the institutional influences behind the worldwide spread of VC activity, that VC investment is “truly in its infancy in Africa” (Bruton et al, 2005: 740).  Furthermore the overwhelming majority of literature and theory development is centred on the US-based VC industry (Bruton et al, 2005) and while a small number of studies focus on Europe (such as Ooghe et al (1991) and Sapienza et al (1996) on continental Europe, Bruton et al (2010) on France and UK) and Asia (in India by Wright et al, 2002; and in China by Bruton and Ahlstrom, 2003), even fewer focus on Latin America (Charvel and De Yeregui, 2002) and the relatively developed emerging market of South Africa (Morris et al, 2000).  However the study of the broader category of private equity using a comprehensive cross-country sample comprised from across Africa poses a unique set of challenges.  While there is no literature on VC involvement in Africa, outside of South Africa, there is at best an extremely limited literature focussing on BA investors in either the US or worldwide context.  This in turn is mirrored by the assertion that “our understanding of angel investing is highly incomplete” by Gompers and Lerner (2001: 146).  This is especially true in Africa where Bennell (1997) argues that private sector entrepreneurial-capitalist classes are especially undercapitalized in civil code countries (former French and Portuguese colonies) than in their common law counterparts because of the Dirigiste (state-led) economic model adopted.  Thus the study of Africa poses a unique set of challenges in the very definition of VC and BA investment activity while any such study must take into account the institutional setting within which it is socially embedded (Wright et al, 2002).  As such my study contributes to the nascent attempts in literature by Aguilera and Jackson (2003) to integrate institutional and corporate governance research through the application of both institutional and multiple agency theoretical perspectives.  Consequently my second contribution to the literature is in linking multiple agency with institutional perspectives in studying the determinants of VC and BA involvement in IPO firms within the unique underdeveloped institutional context of Africa.

Using a comprehensive sample set comprised of 131 private sector IPO firms, after the omission of privatizations of former state owned enterprises (SOEs) and both subsidiaries and joint ventures of foreign partner firms, I relate six World Bank Governance institutional quality measures in addition to an aggregated institutional quality indicator as hypothesized determinants for involvement of foreign as opposed to domestic VC and BA in IPO firms.  The evidence reveals all hypotheses are maintained, namely that elevated institutional quality is a determinant of both formal private equity entities, i.e. foreign and domestic VC, while the opposite underscores the involvement of BA investors.  This substantiates the traditional distinctions between formal and informal private equity investors and in particular the strength of close personal ties and relationships in mediating agency for BA where this is not possible in the more formalized VC industry.  In particular foreign VC involvement is closely associated with elevated political stability while its domestic counterpart is strongly associated with higher regulatory quality and democratic voice and accountability measures.  Finally BA involvement is strongly associated with five of the six institutional quality measures with sole exception of democratic voice and accountability.  These are corruption control, government effectiveness, political stability, regulatory quality and rule of law.  This evidence underscores the importance of state-level institutions in private equity investment and in particular the pervasive strength of BA investors close personal ties and relationships in being able to mitigate institutional uncertainties.

I proceed with the next section outlining the theoretical perspectives and background literature leading to hypothesis formation.  Section 3 presents the data while section 4 outlines the empirical methods and definitions of variables.  The discussion of empirical results is undertaken in section 5 while the final section concludes.

2.  Theory and Hypotheses

I first introduce the institutional environment of Africa and key structural features in its development before elaborating on institutional and multiple agency theoretically driven hypotheses.

2.1  African institutional environment: historical development

The continent of Africa is largely unique in having formal institutions that are primarily divided between civil code (former French and Portuguese colonies) and their common law counterparts (former UK colonies).  Three notable exceptions are South Africa and it’s immediate neighbours, namely Namibia, Lesotho and Swaziland that adhere to Roman-Dutch civil code, although these have also been substantially influenced by common law.  A more fundamental issue across Africa is the dichotomy between formal and informal institutions where the former has been essentially grafted onto the latter where this is made up from culture, social identity and values of indigenous society.  A further source of consternation across Africa is the incongruence and ambiguity reflected in this institutional dichotomy with formal and informal institutions engendering very different and often opposing social and economic goals.  This has been a source of structural rigidity across the continent where a combination of a lack of the indigenous population’s empathy with superimposed formal institutions as well as economic systems maintaining trade and economic hegemony of former European colonial metropoles long after independence has caused apathy and a lack of natural self-initiated institutional evolution.  This has resulted in often archaic formal institutions where in the case of many Francophone countries these date back to the Napoleonic era without any reform since (Joireman, 2001).  This is in combination with the universal adoption of the Dirigiste (state led) capitalist model across former French colonies (Levy, 2008; Gutelius, 2002; Hunter, 1987) where private sector activity is subsumed by that of the extensive state architecture
 (Bennell, 1997).  Entrepreneurial activity in both economic as well as political realms is thus confined to individuals exerting control over bureaucracy (North, 1994) leading to a severely undercapitalized embryonic independent private sector entrepreneurial class (Bennell, 1997).  A strong theme of countries adhering to French, and closely related Portuguese, civil code governance systems is not only the profound role of government permeating the economy through Dirigisme but also the extensive attraction of foreign direct investment (FDI) and foreign partners either through the outright sale of SOEs or through initiating joint ventures (Lavelle, 2001; Bennell, 1997).  This has led to the banking sectors in French and Portuguese speaking countries in particular being primarily dominated by large banking entities from the former colonial metropole (France and Portugal) alongside relatively inactive stock markets – in contrast to Anglophone common law countries.  This commercial landscape has led to the little VC activity there is to adopt distinctly continental European institutions in its application with VC typically being administered as a function of commercial and investment banking activities or being promoted by the state agencies.  This is in contrast to the prevalence of independent VC funds and agencies in US and UK that are more typical of common law countries such as South Africa (Morris et al, 2000).

However two prominent issues regarding the African institutional environment remain: namely the impact of Islamic shari’ya informal institutions and the slavery trade that was primarily centred on Sub Saharan Africa.  Islamic shari’ya informal institutions that overwhelmingly dominate North Africa, permeating throughout the Sahel region and into Central Africa, as well as the entire Eastern seaboard of Africa provide a cohesive cultural framework promoting trust and kinship (Granovetter, 2005) often in the absence of robust formal institutional frameworks (Khanna and Yafeh, 2007)
.  In addition to strong notions of social and moral values these promote the role of extended familial social networks and thus business groups that are both prevalent across the region and permeate traditional secular distinctions between public and private sector.  Consequently extended familial business groups as well as the state are actively involved in VC activity (Khanna and Rivkin, 2001; Khanna and Palepu, 2000) across North Africa.


The historical evolution of institutions across SSA region necessarily considers the prolific and pervasive role of the international slave trade on indigenous societies.  Early African civilization is characterized by large empires and kingdoms where inherently democratic power structures were based on notions of community and communal ownership with conflict resolution being through consultation with indigenous leaders and arbitration structures (Davidson, 1992).  The advent of the Atlantic slave trade alone caused the loss of an estimated 20 million of the most economically productive sections of population of West African region alone over the course of a 450 year period (Davidson, 1992; Nunn, 2008).  However up to ten times this number were forcibly removed by Arabian slave trades centred on Red Sea and Arabian Gulf (Davidson, 1992).  This notably resulted in the formation of modern day fusion languages such as Kiswahili, which is widely spoken across East and Central Africa (Davidson, 1992).  However equally as important as the loss of numbers was the demise of traditional political and power structures and the breaking up of the very cohesive social fabric of traditional African societies (Nunn, 2011).  This has been attributed with a long lasting detrimental impact on economic activity (Nunn, 2008) with the pervasive lack of trust within societies permeating through to modern day business environments (Nunn, 2011).  However the very functioning of slavery-based institutions incentivized the accentuation of ethnic divides (Davidson, 1992; Nunn, 2008) resulting in Africa having some of the highest levels of socio-linguistic diversity worldwide in relation to relatively small populations (Collier and Gunning, 1999).  Consequently the onset of European colonialism resulted in modern day national boundaries having been drawn in accordance to the limits of various European colonial expansion rather than taking into account the indigenous population (Davidson, 1992).  As such indigenous political and power structures were both divided and subsumed into newly formed countries with modern day political borders often dissecting indigenous nations that had their own distinct institutions, power structures and means for conflict resolution (Davidson, 1992).  Thus newly formed countries based on European colonial rule lacked legitimacy in eyes of indigenous populations inferring the transplantation of those formal institutions necessary to facilitate the control of populations by distant European imperial powers (Davidson, 1992; Lavalle, 2001).  Independence across the continent thus merely resulted in the transfer of power from imperial to local colonial control with states being patriarchal in nature (Davidson, 1992; Joireman, 2001).  Consequently despite the differences between common law (former UK colonies) and their civil code counterparts (former French and Portuguese colonies) all states were characterised by being patriarchal with narrow political economies controlled by polities dominated by handfuls of social elites and lacking universal constituency (Davidson, 1992; Lavelle, 2001; Bennell, 1997).  The presence of social elites has a twofold impact.  Firstly they are incentivized not to enact more equitable institutional reforms that would otherwise reduce their wealth effects arising from their accentuated control over economic and political affairs (North, 1990).  Thus social elites are inextricably tied with state-level institutional quality.  Secondly social elites form the only viable pool of sufficiently capitalized individuals from which potential business angel investors can be drawn in many countries across Africa.  Here their accentuated social ties within the densely networked local political economies would facilitate monitoring and surveillance of investments mirroring the activities of traditional Western defined business angels (Fiet, 1995; Prowse, 1998).


However more generally the lack of trust within indigenous societies combined with extremely narrow political economies underscores the necessity of relationships and kinship ties to alleviate otherwise prohibitively high transactions costs.  Partly as a result of these issues as well as the inheritance of a legacy of relatively well developed banking sectors designed to engender colonial trade has inferred the relationship focus of commercial banking entities are the dominant forms of finance across the continent.  Thus domestic VC activity generally emanates from distinct departments within existing commercial and investment banks as well as from state-sponsored development agencies.

2.2  Multiple agency and institutional perspectives of private equity
The focussing on IPO firms as the sample group in terms of target investments for private equity entities greatly assists in delineating a focal group which sharpens the focus on this specific type of investment.  This is particularly important in the light of anecdotal evidence that private equity entities invest in a wide heterogeneous portfolio of assets (Lerner and Schoar, 2005) which is particularly true in regions characterised by weak institutional frameworks and underdeveloped capital markets (African Venture Capital Association, 2013).  Thus the focus on IPO firms within the context of a cross-country developing region, characterized by variable but generally weak national institutional frameworks, provides an ideal setting with which to focus on the institutional quality determinants associated with differentiating between the two types of private equity: formal versus informal.  In particular the IPO process introduces a variety of agency relationships that both permeate and transcend the organizational boundaries demarking the focal IPO firm (Arthurs et al, 2008).  This in itself provides the basis for differentiating between formal versus informal private equity investors in terms of both the governance mechanisms they employ to alleviate agency costs as well as the degree of institutional uncertainty which they are able to tolerate.  This forms the basis for differentiating between the two formal categories of private equity, namely foreign VC and domestic VC and their informal BA counterparts.


While the IPO process is recognized as introducing a variety of agency relationships into the focal firm’s organizational structure, these agency costs typically take two forms: adverse selection and moral hazard.  Adverse selection is an ex-ante issue and infers that informational asymmetries occur when insider managerial agents (or entrepreneurs) have incentives not to reveal all the information known about the firm (Bruton et al, 2009).  One such example of this is in overly optimistic accounting or revenue and profitability forecasts which in turn exert an upward bias on the value of focal IPO firm thereby enabling insider management to appropriate higher rewards from IPO.  Moral hazard is an ex-post issue and focuses on informational asymmetry inducing managers to engage in shirking and other activities that reduce managerial efficiency and effectiveness of the focal IPO firm (Nygaard and Myrtveith, 2000).  The quality of state-level institutions underscores the quality of the external contracting environment.  Hence the quality of the institutional environment within which the focal IPO firm is socially embedded (Granovetter, 2005) impacts on the mechanisms and devices employed by formal as opposed to informal private equity in alleviating adverse selection and moral hazard costs.


VC investors are generally characterized by designated VC managers, or general partners that professionally manage funds, and limited partners that invest in these funds (Sahlman, 1990).  However this type of investor can also be employees of a commercial bank or other financial institution whose function is in directing investments into new ventures for a variety of principal groups (Bruton et al, 2010).  In particular this infers that VC can originate from commercial banks, state agencies, development authorities and business groups (Khanna and Yafeh, 2007).  VC investors typically have a formalized mandate on behalf of the funds they control with the managers, or general partners, being in effect managerial agents to limited partners that are their principals.  This agency relationship is exacerbated as limited partners have little or no control over investment process undertaken by general partners (Sahlman, 1990) while commonly having ability to withdraw, or liquidate, their funds at any stage.  This type of structure of VC is particularly common around the world through mimetic and intra-industry (normative) institutional pressures where the expansion of VC industry worldwide has been based on that in US owing to the overwhelming global dominance of this industry in the US (Bruton et al, 2010).  The relationship between general and limited partners also confers enhanced agency risk (Fiet, 1995) as the funds invested by the general partners are not their own which is reflected in increased incentives not to actively monitor investments (Osnabrugge, 2000; Prowse, 1998).  An additional issues derived from this agency relationship is that limited partners are likely to conduct their own due diligence and performance appraisals of general partners based on the returns to their investment (Cumming and Walz, 2010).  Thus general managers, and hence VC entities, are under greater pressure to exit investments early and have shorter term investment time horizons (Wright et al, 1997).  VC funds administered by banks face similar pressures (Bruton et al, 2009) although these are more likely to have greater staying power owing to the greater stability of having a commercial bank as principal to the funds rather than limited partners who are able to withdraw these with little recourse.  Given VC funds have a more formalized format of investing they are much more dependent on utilizing due diligence appraisal to scrutinize potential investment proposals in order to mitigate adverse selection costs.  This commonly takes the form of extensive pre-screening interviews with insider management and entrepreneurs as well as analysis of accounts and forecasts of revenues endorsed by independent auditors.  Equally while VC entities routinely do adopt ex-post monitoring and surveillance of management within focal IPO firm this is more difficult in the case of foreign VC managers where distance and lack of cultural proximity conspire against the effectiveness of these mechanisms.  Routine monitoring arrangements are engendered through VC representatives placed on the boards of focal IPO firms.  However their effectiveness in decision monitoring is more questionable owing to geographic distance and lack of familiarity with indigenous environment (Lerner, 1995).  Thus foreign VC in particular are more reliant on experience acquired from multiple investments over time in a country (Jeng and Wells, 2000; Lerner, 1995) and institutional quality in order to undertake due diligence and on-going, more distant, surveillance of their investments (Lerner, 1995).  Consequently I test the following hypothesis:

Hypothesis 1:  The likelihood of Foreign VC involvement in IPO firms is positively associated with institutional quality

In direct contrast to foreign VC managers, their domestic counterparts are geographically closer to their target investment firms.  However this geographic proximity brings with it a dilemma: on the one hand increased proximity facilitates monitoring and in particular participation of representatives on boards of investee firms (Lerner, 1995) while on other it infers that these managers are likely to be subject to uniquely domestic political and social constraints.  These latter constraints arise from their investment in extremely narrow political economies, dominated by handfuls of social elites, that are themselves often dominated by an equally narrow band of ethnic groups empowered at independence (Bennell, 1997; Lavalle, 2001).  Equally the pervasive presence of extended familial business groups infers that limited partners and general partners alike, alongside an equally wide array of what would be traditionally considered independent market institutions, are in fact ultimately owned by or are affiliated to same family or state entity (Hearn, 2011, 2014).

Bruton et al (2005) argued that the worldwide expansion of VC activity was mirrored by the parallel spreading of normative institutions, themselves developed in large, mature market of US.  In particular intra-industry mimetic pressures, training of local indigenous VC managers by US or European VC entities, and the dependence of more distant VC industries in Europe and Asia on the US VC market has inferred the extension of US values and norms outside of the US itself.  Wright et al (2002) showed that the importance of acquiring a local knowledge and understanding of indigenous environment was essential to successful functioning in the case of nascent Indian VC market.  However despite this adaptation to local conditions and assimilation of local regulatory and cognitive institutions (see Scott, 1995 for review of institutional theory) the institutional basis for VC investment is nevertheless framed on the US.  Consequently there is a considerable retained importance of institutional quality in VC firms ability to conduct due diligence and effective investment monitoring and appraisal.  Geographic proximity may well facilitate greater board participation on investee firms, as argued by Lerner (1995), but the reliance on well-established norms such as due diligence and on-going performance appraisal monitoring remain.  Consequently I test the following hypothesis:
Hypothesis 2:  The likelihood of Domestic VC involvement in IPO firms is positively associated with institutional quality

There is considerably less known about BA investors than their VC counterparts (Lerner, 1998; Sohl, 1999; Mason and Harrison, 2002).  They are defined as wealthy individuals who invest solely their own funds (and are thus their own principals removing a key source of agency involved in VC investment) on the basis of close social ties and relationships with entrepreneurs and insider management of target firms (Lerner, 1998).  The market for BA investment is much less transparent than that for VC (Bruton et al, 2010) where there are clear distinctions within an economy between the pool of potential high net worth individuals able to invest as angels (Freear et al, 1994).  BA investors are notable in having access to wealth while their investment approach is marked by a lack of interest in diversification, which is a fundamental precept distinguishing angels from other high net worth individuals in an economy (Freear et al, 1994).  The lack of interest in diversification is mirrored in a much higher level of personal commitment to an investment (Freear et al, 1994) alongside a willingness to accept lower returns (Mason and Harrison, 2002) over a longer investment time horizon (Mason and Harrison, 2002; Shane and Cable, 2002).  Consequently the informal nature of BA investment is heavily reliant on relationships and social interaction with entrepreneur as well as geographical proximity which is reflected in significantly higher levels of ex-post monitoring and surveillance with BA’s being more likely than VC’s to take board positions (Mason and Harrison, 2002; Bruton et al, 2010).  While there is a lack of transparency in BA market, BA investors are actively courted by entrepreneurs and potential investment target firms using informal social networks (Bruton et al, 2009).  These social networks are particularly prevalent in the extremely narrow political economies of many developing countries (North, 1990) although these potential search and selection benefits are offset by a potential lack of sufficiently capitalization in emerging economies such as those in Africa (Bennell, 1997).  Given this exclusive relationship focus, inherent in the close personal social ties between BA and insider CEO or entrepreneur, this largely replaces the conventional due diligence and performance appraisal surveillance in VC investment that is so reliant on high institutional quality.  Thus BA investors have an effective means in mitigating otherwise prohibitively high agency and transactions costs caused by weak institutional frameworks.  Their proximity and reliance on relationships greatly assists in their on-going monitoring to mitigate ex-post moral hazard.  Consequently I test the following hypothesis:
Hypothesis 3:  The likelihood of Business Angels involvement in IPO firms is negatively associated with institutional quality

3.  Private equity investment characteristics across Africa
One of the most significant challenges in the study of private equity across Africa is the difficulty in obtaining reliable data and information.  This significant constraint is reported in Schertler and Tykova (2011) study of worldwide VC deals that solely utilises Thomson Zephyr database.  It is also a major motivation for my exclusive focus on IPO firms as a specific investment target of three variants of private equity (foreign versus domestic VC and BA) and where my sample is comprehensive and hand collected which has involved extensive triangulation from multiple sources to ensure integrity as well as being based on the listings prospectuses of IPO firms from across the continent.  However despite the very recent establishment of private equity associations, such as the Egyptian Private Equity Association (epea-eg.org, 2013), East Africa Venture Capital Association, centred on Nairobi, Kenya (eavca.org, 2013), African Private Equity and Venture Capital Association (avca-africa.org, 2013) and the well-established South African Venture Capital Association (savca.co.za, 2013), VC industries remain relatively underdeveloped across the continent.  The evidence from Table 1 verifies that much VC activity is dominated by foreign developmental organizations and the majority of domestic VC activity resides in the larger, more developed economies of North Africa and South Africa.  The rankings of foreign VC, domestic VC and BA investors is made on basis of the number of deals first and then by deal value – in line with Sahlman (1990) who argues that experience is derived from frequency of deals and not individual deal value or ownership participation.  It is also notable that the largest BA-related deals mirror economic development in being centred on large economies of Egypt and Nigeria alongside Botswana, where this latter nation benefits from both close proximity to neighbouring South Africa as well as from extensive diamond exports within a well-managed economy with institutional quality on a par with Western Europe (Transparency International, 2013).  Finally it is notable that very few of any category of private equity investor use the IPO to initiate an exit strategy although this is more common in the case of foreign VC involvement.
Table 1

There is considerable evidence from the literature regarding significant differences in VC investment target firms (Harrison and Mason, 1992; Jeng and Wells, 2000).  In particular US VC managers typically target younger entrepreneurial start-up firms and thus play a significant role in the focal firm’s evolutionary lifecycle while in UK VC managers typically target older and more mature firms (Harrison and Mason, 1992; Jeng and Wells, 2000).  The evidence from Table 2 supports the literature view of differences in investment target firms with this varying considerably both across Africa but also systematically varying between civil and common law groupings of countries.  Foreign VC in particular is almost completely averse to investment in entrepreneurial start-up firms (led by founders) with the sole exception of Morocco and Tunisia.  However the overwhelming majority of target firms across Africa are constituents to business groups which would support the argument by Khanna and Yafeh (2007) and Khanna and Palepu (2001) that single firms can leverage the wider reputation of their business group in order to attract foreign talent and capital investment.  A contrasting view is evidenced for domestic VC with this generally investing more often in entrepreneurial start-up ventures although it to is largely concentrated on investment in business groups and also in SOEs.  A small but notable presence in the investment targets of both foreign and domestic VC firms is in foreign partner firms i.e. those firms that are legally registered entities but are foreign joint ventures or foreign subsidiaries.  This is contrary to established principles in International Business literature where foreign partnered firms are unlikely to benefit from private equity involvement owing to their ownership either by a foreign parent or a combination of local and foreign partners.

Finally BA investment target firms generally fall into the categories of being constituent to a business group or entrepreneurial start-up in nature.  The relationship with start-ups is argued in the literature from BA participation at a much earlier stage in firm’s lifecycle, commonly through personal social interaction with entrepreneurial founder, and is complimentary to VC entry to firm at a later stage (Bruton et al, 2009; Bruton et al, 2010; Harrison and Mason, 1992).  However BA participation in firms constituent to business groups is likely to be based on the well-documented stewardship properties of business groups where controlling family entities have higher socialized interaction with multiple internal and external stakeholders (Khanna and Palepu, 2001; Khanna and Yafeh, 2007).  This socialized interaction is more applicable in fit with the relationship-based mode of investment underscoring BA participation.
Table 2

The evidence from Sahlman (1990) and Arthurs et al (2008) as well as from applied studies such as Bruton et al (2010) infers that differences in the structure of VC entities and in particular the type of limited partners involved exert considerable impact on the investment time horizons of the overall VC manager.  Evidence from Jeng and Wells (2000) also reveals the significant role of state agencies and government in promoting VC development capital to rejuvenate economies.  The evidence from Table 3 reveals a substantial distribution of ultimate VC owners (limited partners) across generic foreign VC category of investors.  However the majority of ultimate VC owners are state with the remainder falling being either private firms or agencies or commercial banks.  Few foreign VC funds participate in African investments.  Domestic VC is similarly categorized with  significant proportion being administered by state although the majority is administered by firms (or agencies) and commercial banks.  It is notable that there are significantly more domestic VC funds with these primarily being SICAV or SICAF funds centred on Morocco and Tunisia.  Finally the distribution of target investment IPO firms is heavily concentrated on finance and consumer cyclical industries with only a smattering of investment targets falling within other industry categories.  This concentration is likely the result of the very limited opportunities for investment in such narrow political economies common to emerging economies.

Table 3

The methods used to initiate investment in target firms is exemplified across my sample of IPO firms in Table 4.  There is approximately double the number of investment targets of domestic VC and BA in contrast to foreign VC (16 IPO firms).  However the proportions of these that are subject to syndication, where private equity entity invests in conjunction with other entities, is much higher in the case of domestic VC (27 syndicated investments out of 38 target firms) than for foreign VC (9 syndicated investments out of 16 target firms) or BA (15 syndicated investments out of 35 target firms).  The process of syndication is itself a mechanism for the provision of on-going monitoring and surveillance of investments (reduction of ex-post moral hazard) where multiple private equity entities within a syndicate are able to assess each other’s appraisals of the target investee firm (Barry et al, 1990; Sahlman, 1990; Lockett and Wright, 2001).  Overall the average numbers of foreign VC, domestic VC and BA engaged per individual target IPO firm is 1.81, 2.11 and 1.34 respectively.  While a value of approximately 2 VC firms to a target IPO firm would indicate coordination between a lead VC entity and secondary VC manager (either as a syndicate or acting individually) the very low value of 1.34 BA per target IPO firm would indicate a more closer personalized relationship between BA investor and entrepreneur in line with literature (Harrison and Mason, 1992; Maxwell et al, 2011).  Finally the number of investment exits at IPO are minimal across all categories of private equity while the proportions of IPO investment targets for which the private equity entity does not divest any ownership is approximately one third of the sample in each case.  This would indicate that all private equity entities view the IPO as one step in a much longer investment cycle than current theory based on US and lifecycle of firm suggests.
Table 4

4.  Data
The dataset construction is in two stages.  First, a list of Initial Primary Offerings (IPOs) on African markets between January 2000 and October 2013 was constructed.  In North Africa these include Algeria, Egypt, Morocco and Tunisia, and in SSA Cape Verde Islands (Bolsa de Valores de Cabo Verde), Cameroon (Bourse de Douala), BRVM (Cote d’Ivoire), Sierra Leone, Malawi, Kenya, Uganda, Rwanda, Tanzania, Seychelles, Zambia, Namibia, Botswana, Mozambique, Mauritius and Ghana.  Nigeria was also included but on data between January 2002 and October 2013 were available.  The primary source was the national stock exchanges and their associated websites and these were cross checked with lists sourced from major brokerage houses to ensure accuracy in the case of Nigeria and Zambia.  The three listings on the Algerian exchange were during the initial period following inception between 1998 and 2000 and have also been included.  This resulted in 280 listings in total.


Secondly, the IPO prospectuses were obtained.  These are IPO’s or offerings with genuine diversification of ownership amongst a base of minority shareholders as opposed to private placements involving the preferential allocation of stock with institutional or corporate block holders in pre-arranged quantities and prices.  Equally care was taken to avoid misclassifications with registrations, introductions and seasoned (secondary) offerings as these are often also officially referred to as IPOs.  Furthermore IPO’s are defined as listings of ordinary shares with single class voting rights, that is, excluding preferred stock, convertibles, unit and investment trusts as well as readmissions, reorganizations and demergers and transfers of listings between main and development boards.  They were collected from the financial market regulator websites for Algeria and Morocco while a combination of Thomson Corporation Perfect Information and Al Zawya databases were used for Egyptian prospectuses.  The Al Zawya database, the national stock exchange and direct contact with individual firms, were used to source prospectuses for Tunisia.  Similarly in SSA prospectuses were from the Ghanaian, Tanzanian, Cape Verdean, and Sierra Leone national stock exchanges and the exchange websites in the case of Seychelles and Cameroon.  Thomson Corporation Perfect Information database was used in the first instance to source prospectuses from Nigeria, Malawi and Kenya.  Pangea Stockbrokers (Zambia) as well as individual floated firms provided prospectuses for the Zambian stock market.  Finally, in SSA, the African Financials website (African Financials website, 2012) provided information relevant to listing from annual reports.  This resulted in a sample of 202 IPOs across all of Africa in total.  However given the focus of this study is on private sector firms at IPO then a further necessity is the removal of state privatization entities and joint-ventures or affiliates with foreign partners.  This resulted in a final sample size of 133 IPOs.  However any application of fixed effects in later empirical methods necessitates the removal of single country observations.  Thus single observations from Algeria and Sierra Leone are omitted leaving a final sample comprised of 6 IPO firms from Botswana, 3 from Mauritius, 4 from BRVM (Cote d’Ivoire), 10 from Ghana, 5 from Kenya, 2 from Tanzania, 2 from Namibia, 24 from Nigeria, 5 from South Africa, 7 from Egypt, 35 from Morocco, and 28 from Tunisia.  Thus the final sample is composed of 131 IPO firms.
Considerable care was taken in the interpretation of information from IPO listings prospectuses given the considerable variation in size and quality of these filings across the continent.  Attempts to verify data from prospectuses with additional sources such as firm websites, annual reports and mandatory filings of annual accounts were taken where possible.  The declaration of board compensation in Egypt’s Ghabbour Auto firm is one such example of successful additional verification, where the total value, in numerical millions, was stated alongside units, also denominated in millions, equating to a total figure in billions or even trillions.  Following additional verification with firm’s annual reports the value used here is in millions.  Similarly omissions and inaccuracies are notable in the balance sheets of many smaller Nigerian prospectuses, while there is a notable absence from reporting the salaries of individual board members in preference to a statement of the salaries of generic top 1, 5, 10 earners in the firm.  US$ Exchanges rates were from Bloomberg.

4.  Methods

4.1  Dependent variables

Three binary (0/1) dummy variables are used.  These adopt the value of 1 if private equity entity is firstly foreign venture capital (VC), domestic venture capital (VC), or thirdly business angel (BA) entity and 0 otherwise in each case.  These are in line with Megginson and Weiss (1991) and Jain and Tabak (2008) in being indicative of various categories of private equity involvement within focal IPO firm.
4.2  Focal variables outlined in hypotheses

Institutional quality:  A simple aggregate institutional quality index was constructed by aggregating the well-established World Bank governance measures of Voice and Accountability, Political Stability and Absence of Violence/Terrorism, Government Effectiveness, Regulatory Quality, Rule of Law and Control of Corruption ( see the World Bank Governance website (World Bank Governance indicators, 2012) for details
).  A similar procedure has recently been used in the specific context of North Africa by Hearn (2014).  However we also use each of the six individual institutional quality metrics on their own too.
4.3  Controls

Board controls

Board size:  This is defined as total number of executive and nonexecutive directors in unitary split board systems, or number of nonexecutive directors plus members of executive management committee in supervisory two-tier board systems.  The justification of this control is rooted in evidence that larger boards are less effective governance devices owing to their inhibiting communication between more disparate directors, thereby resulting in their inability to check dominance by CEO or insider groups (Boyd (1994); Yermack (1996)).

Board Independence Ratio:  This is defined as the number of nonexecutive directors in relation to board size.

CEO = Chairperson:  This is a binary dummy variable adopting value 1 if same person occupies both CEO and Chairperson roles and 0 otherwise

CEO = Founder:  This is a binary dummy variable adopting value 1 if Entrepreneurial founder is retained as CEO at IPO and 0 otherwise

Firm controls

Size:  This is defined as the natural logarithm of revenues in pre-IPO year (estimated in US$) and obtained from IPO prospectus.  Size is included as a control on the evidence from Wasserman (2003) that larger firms are better known, more mature in their markets, and with more complex operations.  Rosen (1982) and Smith and Watts (1992) both employ natural logarithm of firm revenues, where these are deemed to proxy for variation in economic growth opportunities experienced by firms.

ROA:  We include a firm performance-based measure as a control with this being defined as accounting return on assets.  This is formed from US$ converted net income in pre-IPO year to US$ converted total asset value in same year which are sourced from IPO prospectus.

Firm Age:  The justification for including firm age as a control is based on similar arguments for size inasmuch that younger firms have less well-established and shorter operational track records and increased levels of riskiness in terms of economic viability and future projected cash flows.  In line with Davilla et al (2003) firm age is defined as number of years from date of establishment of firm to the IPO.  Firm age is natural logarithmic converted.
Institutional controls

Legal Origin:  This is a simple dummy variable taking value 1 for civil code law markets and 0 for those of common law origin.  Primarily it captures the impact of very different economic regulatory models where French civil code law countries adhere to a Dirigiste (state-led capitalist) system while English common law countries typically adopt market-orientated systems.  It is notable Portuguese civil code law countries are largely centred on bank-based forms of continental European governance although in Cape Verde and Mozambique this has traditionally been heavily influenced by state.

Ownership controls

All ownership is in percentage terms and is as outlined in prospectuses for pre-IPO year.  It should also be noted that with any one of the three dependent variables (types of private equity) that the other two ownership categories are included, and not the ownership of the private equity delineated in the dependent variable itself.
Business Angel (BA):  This is the cash flow rights concentration in percentage terms owned by BA investors.

Foreign Venture Capitalist (VC):  This is the cash flow rights concentration in percentage terms owned by Foreign VC investors.  I extend the study of Jain and Tabak (2008) in specifically employing venture capitalist (VC) ownership, as opposed to their simple binary (1/0) dummy to signify VC involvement.

Domestic Venture Capitalist (VC):  This is the cash flow rights concentration in percentage terms owned by Domestic VC investors.
Corporate Block Owner:  This takes into account the potentially enhanced monitoring and protection of property rights afforded to minority investors in terms of potential expropriation by dominant insider groups.
Business Group:  This is the level of concentrated ownership of business groups within the focal IPO firm

Family:  This takes into account levels of concentrated cash flow ownership by the dominant insider family (see Andersen and Reeb, 2003)
IPO Controls

Ratio shares offered to domestic investors to total shares issued post-IPO:  This reveals the proportion of shares (total post-offer) that are marketed to domestic investors

Ratio shares offered to foreign investors to total shares issued post-IPO:  This reveals the proportion of shares (total post-offer) that are marketed to foreign investors, where this class of investor is perceived as more active in managing their portfolios.

4.4  Empirical Model

A logistic regression model is estimated to test each of the exploratory hypotheses alongside control variables as outlined in preceding sections in their ability to impact on each of the dependent variables.  In each case each focal variable of interest, as determined in hypotheses, is recursively added to base model composed only of the controls and then a grand regression is estimated including all variables.  The model can be represented as:
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with the dependent being a binary (1/0) dummy which is whether each of the three private equity types is involved in focal IPO firm.  All other variables and controls are as defined in preceding sections.  It is notable that differences between countries (institutional environments) are accounted for with the institutional quality control.  Additional country and time effects are not used so as to avoid the dummy variable trap (Wooldridge, 2009)
.  However while country effects are implicit within institutional controls we do take account of industry fixed effects.  Further justification of the necessity of industry effects arises from the dispersion across industries in Table 3.
5.  Results

5.1.  Correlation analysis

The evidence from correlation analysis in Table 5 is that there is generally minimal association between all variables although there is some variation in levels of statistical significance.  However despite this significance all correlation associations are extremely low with the only two prominent exceptions being between the domestic as opposed to foreign shares offered to total shares and the various private equity categories levels of ownership and their corresponding dependent variable binary dummy variables.  This latter relationship justifies the omission of a particular category’s ownership if it features in models as the dependent variable.  Overall the lack of correlation mitigates concerns over multicollinearity.
Table 5
5.2.  Hypothesis testing
The evidence across Tables 6, 7 and 8 reveal maintained statistical support for all three hypotheses in terms of aggregate institutional quality.  However there are considerable differences arising from the recursive addition of each of the six disaggregated institutional quality measures, namely corruption control, effective government, political stability and absence from violence, regulatory quality, rule of law and finally democratic voice and accountability.


The likelihood of foreign VC involvement in IPO firms, with evidence presented in Table 6, reveals a strong association with political stability, in model 4, with a large positive coefficient (+8.865) that is statistically significant to 99.95% confidence margin.  The McFaddon R2 is also high for model 4 at 63.02%.  Three other coefficients of association are also large and positive though at a weaker level of 90% statistical significance with these being corruption control (+5.686), rule of law (+4.811) and democratic voice and accountability (+10.450) between models 2, 6 and 7.  Model 7 also has the highest McFaddon R2 at 63.17%.  This would indicate that the absolute size and direction of coefficient of association alongside proportionate explanatory power is highest for political stability (model 4) and democratic voice and accountability (model 7) while only the former has the largest statistical significance at 99-95%.  This would indicate substantial support for the association between likelihood of foreign VC involvement within an IPO firm and elevated institutional quality which is particularly true in terms of political stability and to lesser extent democratic voice and accountability.

More generally in terms of controls and foreign VC involvement is associated with larger boards with lower proportions of nonexecutives and much less probability of CEO-Chairperson duality.  However foreign VC involvement is also very unlikely in entrepreneurial firms retaining their founder as CEO during IPO process.  IPO firms with foreign VC involvement are likely to be larger with more complex operations, with markedly higher performance (in terms of accounting ROA measure) and younger inferring that informational asymmetry through a lack of operating history is not a deterrent to foreign VC attraction.  There is equally a strong association across all models (1 to 7) between foreign VC involvement and the likelihood of target IPO firm being located in a civil code law environment.  This finding alone is at odds with earlier evidence from Bruton et al (2010) in finding VC activity is more likely in UK (common law jurisdiction) while BA activity is more likely in France (civil code law).  Foreign VC involvement is positively associated with elevated ownership levels of BA and business groups while being inversely associated with levels of concentrated family ownership.  Finally there is a dramatic difference in terms of marketing of shares with foreign VC involvement having a very large and positive association with increasing proportions of shares offered at IPO to domestic investors while the opposite is true for proportions of shares available to foreign investors.
Table 6
The likelihood of domestic VC involvement in IPO firms, with evidence presented in Table 7, reveals a strong association with regulatory quality, in model 12, in having a large positive coefficient (+4.891) and democratic voice and accountability, in model 14, with an equally sized positive coefficient (+3.495).  Both these relationships are statistically significant at 95% confidence margin.  There are also smaller positive associations with government effectiveness (+3.135) and rule of law (+2.909).  Both these two relationships are marginally statistically significant at 90% confidence level.  It is notable that all models pertaining to likelihood of domestic VC involvement have considerably lower explanatory power (McFaddon R2) than those in preceding section for foreign VC, with these routinely being in region of 10%.  The low explanatory power is corroborated by a general lack of statistical significance across the overwhelming majority of controls.  The only exceptions are a negative associations between likelihood of domestic VC and accounting performance (ROA), corporate block and family ownership.  However there are large and statistically significant associations between likelihood of domestic VC and ratio of shares offered domestically, which is negative, and ratio of shares offered to foreign investors at IPO, which is positive.  Both these latter two IPO control coefficients have the opposite sign (direction) of those reported earlier in association with foreign VC.
Table 7
Finally the likelihood of BA involvement in IPO firms, with evidence presented in Table 8, reveals a negative association with five of the six institutional quality measures, namely corruption control (-4.744), government effectiveness (-5.025), political stability and absence from violence (-3.996), regulatory quality (-4.595) and rule of law (-4.657), all of which are statistically significant at 95% confidence level.  The only institutional quality measure which is negative but lacking statistical significance at any discernable confidence margin is that of democratic voice and accountability.  Explanatory power (McFaddon R2) across all models 15 to 21 is notably higher than those in preceding section for domestic VC in being in region of 22%.

More generally in terms of controls and BA involvement is associated with smaller boards and a much greater likelihood of CEO-Chairperson duality, which is a common feature of start-up firms and those that are at earliest stages of their development or lifecycles.  BA involvement is notably much more likely in lower performance firms, in terms of accounting ROA which is in line with extent literature (Harrison and Mason, 1992; Bruton et al, 2010).  Furthermore BA involvement is more likely in common law jurisdictions which is in line with evidence from Bennell (1997).  BA involvement is more likely associated with higher levels of foreign VC concentrated ownership while the opposite is true for the concentrated ownership of both corporate block and family entities.  Finally in line with evidence in preceding section there are large and statistically significant associations between likelihood of domestic VC and ratio of shares offered domestically, which is negative, and ratio of shares offered to foreign investors at IPO, which is positive.  Both these latter two IPO control coefficients have the opposite sign (direction) of those reported earlier in association with foreign VC.
Table 8
6.  Discussion

The primary theoretical contribution is in undertaking a unique application extending nascent multiple agency theory in differentiating between three categories of private equity investor, namely foreign VC, domestic VC and BA, in terms of the institutional environments within which they operate.  As such I further extend the insights of Aguilera and Jackson (2003) in terms of optimal governance arrangements being adapted to the framework of the institutional setting within which they are socially embedded.

The relaxation of the assumption of risk-neutral generic principals within the focal IPO firm and the separation of agency costs into ex-ante adverse selection and ex-post moral hazard costs is critical in my study.  The empirical evidence underscores the importance and strength of relationships, in the form of close personal and social ties, between BA investors and insider managerial agents (agents to their role as principals within the IPO firm) in effectively mitigating agency costs which underscores their ability to function in environments characterised by weak institutional quality.  Due diligence, investment and performance appraisal and on-going monitoring and surveillance all are intrinsically tied to the closeness and quality of the relationship between BA principal and agent mitigating the necessity for strong institutions to alleviate these costs.  However the opposite is true for both foreign and domestic VC managers.  Both are subject to their own agency relationships with principal investors into their own funds.  Consequently both are the subject of performance appraisal and due diligence reporting as well as the liability of withdrawal of funds by external principals (limited partners) if returns are poor.  Consequently the formalized approach of both necessitates a heavy reliance on high quality state-level institutions in order to alleviate adverse selection and moral hazard costs.  A reliance on investment valuation techniques requiring high levels of accounting and auditing definition and reporting (transparency) in addition to effective legal recourse are critical for investment performance appraisal.  However contrary to the findings in developed markets of UK and France by Bruton et al (2010) I find that in an emerging economy setting the common law institutional setting infers a larger pool of better capitalized individuals able to act as BA investors.  Furthermore the enhanced role of state, as embodied in legal framework and Dirigiste economic systems, in civil code law countries underscores the basic legal protections necessary for foreign VC in particular and to a lesser extent domestic VC.
7.  Conclusions
This study draws on a unique hand-collected sample of 131 private sector IPO firms from a comprehensive selection of equity markets across Africa between January 2000 and October 2013.  It focuses on the differentiation of the distinctive institutional environments that underscore the effective operation of three distinct categories of private equity investor: foreign venture capital, domestic venture capital and business angels.

The findings reveal that the extensive relationship-orientation, engendered through close personal social ties, of business angels differentiates their unique role as informal investors in being able to mitigate informational asymmetries and in particular both adverse section and moral hazard agency costs in environments characterised by weak institutions.  However the opposite is true of formal venture capital investors that overly rely on due diligence and on-going investment performance appraisal techniques that necessitate a reliance on high institutional quality.  This provides strong support for the premise advanced in behavioural and multiple agency theories that principals are not risk-neutral as assumed in traditional agency theory.  The involvement of both foreign and domestic venture capitalists is strongly influenced by democratic voice and accountability institutional quality while the former is additionally influenced by political stability and absence from violence and the latter is additionally influenced by regulatory quality.  However a unique aspect of this research is in its application of theory in an underdeveloped emerging economy context.  This is reflected in evidence that sustainable development finance supplied by a pool of well capitalized business angels is more likely in common law countries while foreign and to a lesser extent domestic venture capitalists and more likely associated with civil code law countries which is the opposite of similar cross country comparison studies undertaken in developed nations of UK and France.
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Table 1.  Characteristics of Top 10 (ranked by involvement in IPOs) private equity investors in African IPOs
	Private Equity Entity
	NIPO
	Home Country
	Ultimate owner
	Mean equity stake (US$m)
	Mean Divest (%)
	NEx

	Foreign Venture Capital [Target investment country]
	
	
	
	
	

	IFC [Tunisia; Botswana; Zambia; Tanzania; Ghana; Uganda; Benin; Nigeria]
	8
	US
	World Bank
	41.27
	16.75
	1

	PROPARCO [Tanzania; Benin; Cote d’Ivoire; Burkina Faso; Niger]
	5
	France
	State
	1.18
	8.87
	0

	Maghreb Private Equity Fund(s) [Morocco]
	3
	Tunisia
	Private
	7.70
	36.01
	0

	CDC [Uganda; Ghana; Malawi]
	3
	UK
	State
	6.71
	6.56
	0

	FMO [Tanzania; Cote d’Ivoire; Burkina Faso]
	3
	Netherlands
	State
	1.14
	9.93
	0

	Maertins and Woker (incl. Woker Trust) [Namibia]
	2
	South Africa
	Private
	14.32
	100.00
	2

	Banque Ouest Africaine de Développement (BOAD) [Benin; Niger]
	2
	UMEAO
	State
	0.67
	7.14
	1

	Wine Investments Ltd [Botswana]
	1
	South Africa
	Private
	2,825.76
	0.00
	0

	Capital Africa Ltd [Botswana]
	1
	South Africa
	Private
	2,455.15
	4.95
	0

	Goldman Sachs [Egypt]
	1
	US
	Private
	100.80
	10.91
	0

	
	
	
	
	
	
	

	Total:  22 Foreign Venture Capital
	22
	
	Mean:
	172.49
	19.34
	5

	
	
	
	
	
	
	

	Domestic Venture Capital
	
	
	
	
	
	

	STB Sicar
	4
	Tunisia
	State
	1.21
	19.26
	0

	Upline Investment Funds
	3
	Morocco
	State
	6.01
	36.92
	0

	Caisse de Dépôt et de Gestion (incl. Fipar-Holding)
	3
	Morocco
	State
	13.99
	0.00
	0

	Misr Bank (incl. Misr Insurance)
	2
	Egypt
	State
	230.71
	6.40
	0

	Caisse Interprofessionnelle Marocaine de Retraites
	2
	Morocco
	Private
	12.10
	19.20
	0

	ASMA Invest (Morocco-Saudi Arabia)
	2
	Morocco
	State
	8.59
	26.69
	0

	SPDC West Multipurpose Cooperative Society
	2
	Nigeria
	Private
	6.88
	2.42
	1

	BMCE (incl. Capital Invest)
	2
	Morocco
	Benjelloun Family
	5.20
	29.46
	0

	Access Capital Atlantique Maroc SA/LP
	2
	Morocco
	State
	3.78
	36.47
	0

	Sicar Invest
	2
	Tunisia
	State
	1.17
	2.13
	0

	
	
	
	
	
	
	

	Total:  78 Domestic Venture Capital
	48
	
	Mean:
	62.49
	17.51
	1

	
	
	
	
	
	
	

	Business Angel Investors
	
	
	
	
	
	

	Margot Bell
	1
	Botswana
	Individual
	935.30
	55.00
	0

	Abdelmoneim Al Rashid
	1
	Egypt
	Individual
	178.61
	0.00
	0

	Petronella Matumo
	1
	Botswana
	Individual
	139.47
	30.00
	0

	Alhaji Shehu Badamasi
	1
	Nigeria
	Individual
	111.01
	13.36
	0

	Ola Lotfy Zaki
	1
	Egypt
	Individual
	84.35
	26.00
	0

	Mohamed Abdullah M. Aldeghaim
	1
	Egypt
	Individual
	59.30
	29.17
	0

	Ahmed Amin Mahmoud El Abin
	1
	Egypt
	Individual
	58.06
	27.66
	0

	Omar Mostafa Tantawy
	1
	Egypt
	Individual
	56.81
	32.26
	0

	Keletso Rakhudu
	1
	Botswana
	Individual
	52.30
	30.00
	0

	Abdelaziz Al Saghir
	1
	Egypt
	Individual
	48.37
	0.00
	0

	
	
	
	
	
	
	

	Total:  56 Business Angels
	35
	
	Mean:
	35.80
	24.52
	2

	
	
	
	
	
	
	


Source:
Individual IPO firm listings prospectuses (including detailed descriptions of investors, shareholders and their roles
within focal IPO firm’s organizational structure) and author calculations
Notes:
(1) Union Monétaire et économique de l’Afrique de l’Ouest (UMEAO) countries include Cote d’Ivoire, Benin,
Togo, Burkina Faso, Mali, Niger, Senegal and Guinea-Bissau.  The UMEAO entity Banque Ouest Africaine de
Développement, based in Sénégal, is the primary source for regional development private equity capital.
(2) Sicar denotes the distinctive Sicar private equity/ venture capital investment funds located in Tunisia
(3) NIPO denotes number of IPO firms; NExit denotes number of investment exits (at IPO) by PE entities

Table 2. Target IPO investment firm characteristics
	
	IPO firms targeted by Foreign VC
	IPO firms targeted by Domestic VC
	IPO firms targeted by Business Angels

	
	N
	Foreign Partner
	State
	Business Group
	CEO Founder
	N
	Foreign Partner
	State
	Business Group
	CEO Founder
	N
	Foreign Partner
	State
	Business Group
	CEO Founder

	
	
	%
	%
	%
	%
	
	%
	%
	%
	%
	
	%
	%
	%
	%

	North Africa
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Algeria
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Egypt
	1
	0.00
	0.00
	0.00
	0.00
	12
	0.00
	41.67
	41.67
	33.33
	13
	0.00
	0.00
	30.77
	61.54

	Morocco
	3
	0.00
	0.00
	33.33
	33.33
	23
	13.04
	13.04
	78.26
	47.83
	11
	0.00
	0.00
	63.64
	36.36

	Tunisia
	7
	42.86
	0.00
	85.71
	57.14
	22
	0.00
	4.55
	45.45
	54.55
	13
	30.77
	0.00
	69.23
	61.54

	East Africa
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Kenya
	0
	-- --
	-- --
	-- --
	-- --
	2
	0.00
	0.00
	0.00
	50.00
	2
	0.00
	0.00
	50.00
	50.00

	Mauritius
	0
	-- --
	-- --
	-- --
	-- --
	5
	0.00
	0.00
	60.00
	60.00
	2
	0.00
	0.00
	100.00
	100.00

	Seychelles
	0
	-- --
	-- --
	-- --
	-- --
	1
	0.00
	100.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --

	Tanzania
	4
	100.00
	100.00
	0.00
	0.00
	2
	100.00
	100.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --

	Rwanda
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Uganda
	3
	33.33
	66.67
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	West Africa
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Nigeria
	1
	0.00
	0.00
	100.00
	0.00
	5
	0.00
	0.00
	20.00
	20.00
	8
	0.00
	0.00
	62.50
	75.00

	BVRM
	4
	0.00
	0.00
	100.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --
	1
	0.00
	0.00
	100.00
	0.00

	Ghana
	2
	0.00
	0.00
	100.00
	0.00
	2
	0.00
	0.00
	50.00
	50.00
	3
	0.00
	0.00
	33.33
	33.33

	Cameroon
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Cape Verde Is.
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Sierra Leone
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Southern Africa
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Botswana
	4
	0.00
	0.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --
	3
	0.00
	0.00
	0.00
	66.67

	Malawi
	2
	0.00
	50.00
	50.00
	0.00
	1
	0.00
	100.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --

	Zambia
	1
	100.00
	0.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	Namibia
	1
	0.00
	0.00
	0.00
	0.00
	1
	0.00
	0.00
	0.00
	0.00
	0
	-- --
	-- --
	-- --
	-- --

	Mozambique
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --
	0
	-- --
	-- --
	-- --
	-- --

	South Africa
	0
	-- --
	-- --
	-- --
	-- --
	6
	0.00
	16.67
	0.00
	33.33
	0
	-- --
	-- --
	-- --
	-- --

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Civil Code Law
	14
	21.43
	0.00
	78.57
	35.71
	63
	4.76
	15.87
	57.14
	47.62
	40
	10.00
	0.00
	57.50
	55.00

	Common Law
	18
	33.33
	38.89
	22.22
	0.00
	19
	10.53
	21.05
	10.53
	26.32
	16
	0.00
	0.00
	43.75
	62.50

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Overall
	32
	28.13
	21.88
	46.88
	15.63
	82
	6.10
	17.07
	46.34
	42.68
	56
	7.14
	0.00
	53.57
	57.14


Note:
The zero values in the case of Foreign VC investment in Egypt, Namibia and Botswana as well as Domestic VC investment in Kenya and Namibia indicate that this falls into
a category not defined in table, namely generic private sector firms.
Table 3. Characteristics of Venture Capital investors

	Origin Country
	Proportion of VC investors characterised as
	
	Target industries of investment involvement

	Foreign VC
	N
	State
	Firm/ Agency
	Fund
	Bank
	
	NT
	Finance
	Con-Cyc
	Tech/ Telecom
	Energy
	Industry
	Non Con-Cyc
	Health
	Basic Material

	
	
	%
	%
	%
	%
	
	
	%
	%
	%
	%
	%
	%
	%
	%

	US
	3
	33.33
	33.33
	33.33
	-- --
	
	10
	80.00
	-- --
	-- --
	-- --
	-- --
	20.00
	-- --
	-- --

	France
	1
	100.00
	-- --
	-- --
	-- --
	
	5
	-- --
	-- --
	-- --
	-- --
	-- --
	100.00
	-- --
	-- --

	Germany
	1
	-- --
	-- --
	-- --
	100.00
	
	1
	-- --
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Italy
	1
	-- --
	-- --
	-- --
	100.00
	
	1
	50.00
	25.00
	-- --
	-- --
	-- --
	-- --
	-- --
	25.00

	Netherlands
	2
	50.00
	-- --
	-- --
	-- --
	
	4
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	UK
	1
	100.00
	-- --
	-- --
	-- --
	
	3
	-- --
	50.00
	16.67
	-- --
	-- --
	33.33
	-- --
	-- --

	Saudi Arabia
	3
	-- --
	-- --
	100.00
	-- --
	
	3
	-- --
	-- --
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --

	UAE
	2
	-- --
	50.00
	-- --
	50.00
	
	2
	50.00
	50.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	South Africa
	5
	-- --
	80.00
	-- --
	20.00
	
	6
	66.66
	33.34
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Tunisia
	2
	-- --
	50.00
	50.00
	-- --
	
	4
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	UMEAO
	1
	100.00
	-- --
	-- --
	-- --
	
	2
	60.00
	10.00
	20.00
	-- --
	-- --
	10.00
	-- --
	-- --

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Domestic VC
	N
	State
	Firm/ Agency
	Fund
	Bank
	
	NT
	Finance
	Con-Cyc
	Tech/ Telecom
	Energy
	Industry
	Non Con-Cyc
	Health
	Basic Material

	
	
	%
	%
	%
	%
	
	
	%
	%
	%
	%
	%
	%
	%
	%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Egypt
	12
	23.08
	7.69
	23.08
	46.15
	
	5
	38.46
	7.69
	-- --
	53.85
	-- --
	-- --
	-- --
	-- --

	Tunisia
	21
	-- --
	80.00
	4.00
	16.00
	
	11
	50.00
	50.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Morocco
	23
	48.28
	41.38
	3.45
	6.90
	
	12
	50.00
	50.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Ghana
	2
	-- --
	-- --
	100.00
	-- --
	
	2
	-- --
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Kenya
	2
	-- --
	100.00
	-- --
	-- --
	
	2
	13.79
	37.93
	27.59
	-- --
	17.24
	-- --
	3.45
	-- --

	Tanzania
	2
	100.00
	-- --
	-- --
	-- --
	
	1
	40.00
	-- --
	60.00
	-- --
	-- --
	-- --
	-- --
	-- --

	Mauritius
	5
	20.00
	40.00
	20.00
	20.00
	
	2
	-- --
	-- --
	-- --
	-- --
	-- --
	100.00
	-- --
	-- --

	Seychelles
	1
	-- --
	100.00
	-- --
	-- --
	
	1
	83.33
	16.67
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Malawi
	1
	-- --
	-- --
	-- --
	100.00
	
	1
	83.33
	-- --
	16.67
	-- --
	-- --
	-- --
	-- --
	-- --

	Namibia
	1
	-- --
	100.00
	-- --
	-- --
	
	1
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	Nigeria
	5
	16.67
	83.33
	-- --
	-- --
	
	4
	100.00
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --
	-- --

	South Africa
	6
	-- --
	80.00
	-- --
	20.00
	
	4
	100.00
	24.00
	24.00
	4.00
	12.00
	16.00
	-- --
	-- --


Source:
Compiled from IPO listings prospectuses and authors own calculations

Notes:
(1) N denotes number of VC investors while NT denotes the number of target IPO firms; (2) Con-Cyc and Non Con-Cyc denote Cyclical and Non-Cyclical Consumer

Industries
Table 4. Differences in active management and monitoring of private equity investors for IPOs
	Monitoring characteristics
	Private Equity (PE) Investor category

	
	Foreign VC
	Domestic VC
	Business Angel

	
	
	
	

	Number of IPO firms with PE
	16
	38
	35

	
	
	
	

	Number of PE-backed IPOs that are syndicates
	9
	27
	15

	Average number of PE in syndicate
	2.44
	2.56
	1.93

	
	
	
	

	Number PE-backed IPOs with PE directors
	8
	17
	18

	Average number of PE directors
	1.50
	1.94
	1.22

	
	
	
	

	Average Number of PE per IPO firm
	1.81
	2.11
	1.34

	
	
	
	

	Average PE shareholding pre-IPO
	19.15%
	17.19%
	9.79%

	Average PE shareholding post-IPO
	14.71%
	14.13%
	7.60%

	Number full exits
	2
	1
	1

	Number unchanged (no divestment)
	4
	11
	9

	
	
	
	

	Overlapping syndicates
	
	
	

	Number Foreign-VC backed IPOs
	-- --
	5
	6

	Number Domestic-VC backed IPOs
	5
	-- --
	14

	Number Business Angel backed IPOs
	6
	14
	-- --

	
	
	
	

	Average Number of Foreign-VC per IPO firm
	-- --
	1.60
	2.00

	Average Number of Domestic-VC per IPO firm
	1.20
	-- --
	1.93

	Average Number of Business Angels per IPO firm
	1.17
	1.14
	-- --

	
	
	
	

	Average Number of Foreign-VC directors
	-- --
	0.60
	0.50

	Average Number of Domestic-VC directors
	0.40
	-- --
	1.07

	Average Number of Business Angels directors
	0.33
	0.36
	-- --

	
	
	
	

	Average Foreign-VC shareholding pre-IPO
	-- --
	15.86%
	18.01%

	Average Foreign-VC shareholding post-IPO
	-- --
	8.48%
	17.19%

	Average Domestic-VC shareholding pre-IPO
	9.49%
	-- --
	19.75%

	Average Domestic-VC shareholding post-IPO
	7.58%
	-- --
	14.26%

	Average Business Angel shareholding pre-IPO
	7.60%
	8.59%
	-- --

	Average Business Angel shareholding post-IPO
	7.01%
	6.95%
	-- --


Table 5. Correlations

	
	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	1
	Foreign VC
	1.000
	
	
	
	
	
	
	
	
	

	2
	Domestic VC
	0.054
	1.000
	
	
	
	
	
	
	
	

	3
	BA
	0.131*
	0.126*
	1.000
	
	
	
	
	
	
	

	4
	Board Size
	0.233††
	0.099
	-0.027
	1.000
	
	
	
	
	
	

	5
	Board Independence Ratio
	-0.010
	-0.034
	-0.069
	0.014
	1.000
	
	
	
	
	

	6
	CEO = Chairperson
	-0.085
	0.091
	0.116*
	0.119*
	-0.392††
	1.000
	
	
	
	

	7
	CEO = Founder
	-0.152**
	0.047
	0.101
	-0.040
	-0.231††
	0.163**
	1.000
	
	
	

	8
	Log (Revenues)
	0.070
	-0.047
	-0.077
	0.146*
	0.018
	-0.203†
	-0.097
	1.000
	
	

	9
	ROA
	-0.122*
	-0.095
	-0.077
	-0.305††
	-0.064
	0.124*
	0.126*
	0.044
	1.000
	

	10
	Log (Firm Age) + 1
	-0.139*
	-0.003
	-0.043
	0.178**
	-0.056
	0.065
	-0.388††
	0.224††
	-0.090
	1.000

	11
	Legal Origin
	0.083
	0.137*
	-0.011
	0.225††
	-0.332††
	0.592††
	-0.057
	0.016
	0.017
	0.148**

	12
	Foreign VC Own
	0.659††
	-0.005
	0.060
	0.097
	-0.015
	-0.174**
	-0.169**
	0.027
	-0.057
	-0.046

	13
	Domestic VC Own
	-0.054
	0.761††
	0.168**
	0.098
	0.006
	0.110
	0.020
	-0.149**
	-0.039
	0.025

	14
	BA Own
	0.047
	0.035
	0.786††
	0.003
	-0.010
	0.140*
	0.096
	-0.080
	-0.082
	0.016

	15
	Corporate Block Own
	0.041
	-0.109
	-0.141*
	-0.172**
	0.304††
	-0.245††
	-0.313††
	0.040
	-0.029
	0.138*

	16
	Business Group Own
	-0.020
	0.023
	-0.005
	0.114*
	-0.051
	0.122*
	-0.093
	0.253††
	-0.115*
	0.214†

	17
	Family Own
	-0.148**
	-0.022
	-0.079
	0.089
	-0.382††
	0.396††
	0.195**
	0.124*
	0.088
	0.138*

	18
	Ratio Domestic Shares Offered
	-0.150**
	-0.138*
	-0.109
	-0.067
	0.192**
	-0.289††
	0.009
	-0.232††
	0.006
	-0.151**

	19
	Ratio Foreign Shares Offered
	-0.188**
	-0.099
	-0.061
	-0.054
	0.261††
	-0.252††
	0.011
	-0.191**
	0.011
	-0.128*

	20
	Aggregate Institutional Quality
	0.108
	0.104
	-0.094
	-0.087
	-0.094
	0.243††
	-0.126*
	-0.052
	0.165**
	0.034


* p < 0.10; ** p < 0.05; † p < 0.01; †† p < 0.005
Table 5. continued
	
	
	11
	12
	13
	14
	15
	16
	17
	18
	19
	20

	1
	Foreign VC
	
	
	
	
	
	
	
	
	
	

	2
	Domestic VC
	
	
	
	
	
	
	
	
	
	

	3
	BA
	
	
	
	
	
	
	
	
	
	

	4
	Board Size
	
	
	
	
	
	
	
	
	
	

	5
	Board Independence Ratio
	
	
	
	
	
	
	
	
	
	

	6
	CEO = Chairperson
	
	
	
	
	
	
	
	
	
	

	7
	CEO = Founder
	
	
	
	
	
	
	
	
	
	

	8
	Log (Revenues)
	
	
	
	
	
	
	
	
	
	

	9
	ROA
	
	
	
	
	
	
	
	
	
	

	10
	Log (Firm Age) + 1
	
	
	
	
	
	
	
	
	
	

	11
	Legal Origin
	1.000
	
	
	
	
	
	
	
	
	

	12
	Foreign VC Own
	0.012
	1.000
	
	
	
	
	
	
	
	

	13
	Domestic VC Own
	0.102
	-0.051
	1.000
	
	
	
	
	
	
	

	14
	BA Own
	0.041
	0.019
	0.074
	1.000
	
	
	
	
	
	

	15
	Corporate Block Own
	-0.183**
	0.022
	-0.119*
	-0.116*
	1.000
	
	
	
	
	

	16
	Business Group Own
	0.368††
	-0.082
	-0.068
	-0.020
	-0.119*
	1.000
	
	
	
	

	17
	Family Own
	0.476††
	-0.168**
	-0.125*
	-0.024
	-0.385††
	0.532††
	1.000
	
	
	

	18
	Ratio Domestic Shares Offered
	-0.422††
	-0.068
	-0.023
	-0.128*
	-0.012
	-0.302††
	-0.292††
	1.000
	
	

	19
	Ratio Foreign Shares Offered
	-0.415††
	-0.107
	0.010
	-0.082
	-0.022
	-0.344††
	-0.316††
	0.953††
	1.000
	

	20
	Aggregate Institutional Quality
	0.179**
	0.112
	0.055
	-0.109
	0.189**
	-0.063
	-0.005
	-0.160**
	-0.139*
	1.000


* p < 0.10; ** p < 0.05; † p < 0.01; †† p < 0.005
Table 6. Institutional and governance factors of IPO firms with foreign venture capitalist finance
	
	Likelihood of Foreign Venture Capital

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7

	Intercept
	-11.912 [-1.37]*
	-10.965 [-1.37]*
	-7.821 [-0.99]
	-14.212 [-1.85]**
	-9.048 [-0.90]
	-10.503 [-1.41]*
	-16.846 [-1.16]

	Institutional Quality
	
	
	
	
	
	
	

	H1: Aggregate Institutional Quality
	6.487 [1.28]*
	
	
	
	
	
	

	H1a: Corruption Control
	
	5.686 [1.28]*
	
	
	
	
	

	H1b: Effective Government
	
	
	-1.169 [-0.30]
	
	
	
	

	H1c: Political Stability
	
	
	
	8.865 [2.57] ††
	
	
	

	H1d: Regulatory Quality
	
	
	
	
	1.370 [0.18]
	
	

	H1e: Rule of Law
	
	
	
	
	
	4.811 [1.30]*
	

	H1f: Voice & Accountability
	
	
	
	
	
	
	10.450 [1.28]*

	Board controls
	
	
	
	
	
	
	

	Board Size
	0.751 [1.73]**
	0.736 [1.73]**
	0.644 [1.93]**
	0.802 [2.12]**
	0.670 [1.68]**
	0.755 [1.88]**
	0.889 [1.28]*

	Board Independence Ratio
	-15.864 [-1.85]**
	-16.038 [-1.83]**
	-13.831 [-2.18]**
	-16.75 [-2.12]**
	-14.297 [-1.78]**
	-16.187 [-1.97]**
	-17.145 [-1.44]*

	CEO = Chairperson
	-3.464 [-2.14]**
	-3.636 [-2.07]**
	-3.150 [-2.09]**
	-3.869 [-2.34] †
	-3.293 [-2.08]**
	-3.639 [-2.17]**
	-2.451 [-1.68]**

	CEO = Founder
	-3.696 [-2.11]**
	-3.716 [-2.08]**
	-3.919 [-2.38] †
	-3.458 [-2.07]**
	-3.845 [-2.24]**
	-3.756 [-2.09]**
	-4.633 [-1.52]*

	Economic Controls
	
	
	
	
	
	
	

	Log (Revenues)
	1.408 [1.33]*
	1.392 [1.32]*
	1.451 [1.29]*
	1.523 [1.46]*
	1.392 [1.37]*
	1.345 [1.31]*
	1.917 [1.28]*

	ROA
	6.356 [1.41]*
	6.725 [1.36]*
	6.156 [1.28]*
	5.975 [1.36]*
	6.242 [1.29]*
	6.939 [1.43]*
	5.117 [1.38]*

	Log (Firm Age) + 1
	-0.133 [-1.68]**
	-0.132 [-1.59]*
	-0.134 [-1.91]**
	-0.12 [-1.55]*
	-0.133 [-1.78]**
	-0.135 [-1.69]**
	-0.178 [-1.17]

	Institutional Control
	
	
	
	
	
	
	

	Legal Origin
	5.279 [1.46]*
	5.578 [1.45]*
	4.705 [1.50]*
	4.930 [1.49]*
	4.835 [1.38]*
	4.859 [1.48]*
	7.286 [1.29]*

	Ownership Controls
	
	
	
	
	
	
	

	Domestic VC Own
	-0.101 [-0.86]
	-0.084 [-0.84]
	-0.049 [-0.67]
	-0.114 [-1.08]
	-0.061 [-0.62]
	-0.088 [-0.88]
	-0.188 [-0.84]

	BA Own
	0.303 [2.46] †
	0.310 [2.40] †
	0.241 [2.46] †
	0.367 [2.78] ††
	0.254 [2.21]**
	0.297 [2.64] ††
	0.339 [1.73]**

	Corporate Block Own
	0.015 [0.62]
	0.017 [0.66]
	0.016 [0.68]
	0.015 [0.59]
	0.016 [0.64]
	0.019 [0.72]
	0.001 [0.07]

	Business Group Own
	0.025 [1.85]**
	0.025 [1.72]**
	0.017 [1.29]*
	0.020 [1.52]*
	0.020 [1.33]*
	0.026 [1.91]**
	0.036 [1.59]*

	Family Own
	-0.080 [-1.69]**
	-0.081 [-1.68]**
	-0.062 [-1.87]**
	-0.081 [-1.82]**
	-0.066 [-1.54]*
	-0.079 [-1.83]**
	-0.100 [-1.37]*

	IPO Controls
	
	
	
	
	
	
	

	Ratio Domestic Shares Offered
	11.908 [0.99]
	12.246 [1.28]*
	8.411 [0.82]
	13.287 [1.29]*
	9.188 [0.77]
	11.633 [1.28]*
	13.993 [1.28]*

	Ratio Foreign Shares Offered
	-14.729 [-1.28]*
	-15.457 [-1.28]*
	-12.879 [-1.31]*
	-15.835 [-1.39]*
	-13.006 [-1.28]*
	-15.396 [-1.33]*
	-14.806 [-1.29]*

	
	
	
	
	
	
	
	

	Industry Fixed Effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	No Obs. = 0
	115
	115
	115
	115
	115
	115
	115

	No Obs. = 1
	14
	14
	14
	14
	14
	14
	14

	No. Obs.
	129
	129
	129
	129
	129
	129
	129

	LR statistic (prob.)
	53.21 [0.00]
	53.10 [0.00]
	51.72 [0.00]
	55.84 [0.00]
	51.72 [0.00]
	52.75 [0.00]
	55.97 [0.00]

	McFadden R2
	0.6005
	0.5993
	0.5837
	0.6302
	0.5837
	0.5953
	0.6317


Notes:
(1) Z-statistics are in parentheses.  QML (Huber/White) standard errors & covariance. * p < 0.10; ** p < 0.05; † p < 0.01; †† p < 0.005

(2) Industry controls used were: Consumer cyclical, Financials, and Consumer Non-Cyclical
Table 7. Institutional and governance factors of IPO firms with domestic venture capitalist finance
	
	Likelihood of Domestic Venture Capital

	
	Model 8
	Model 9
	Model 10
	Model 11
	Model 12
	Model 13
	Model 14

	Intercept
	-0.846 [-0.36]
	-0.141 [-0.07]
	-0.758 [-0.34]
	0.050 [0.02]
	-1.367 [-0.51]
	-0.656 [-0.30]
	-1.645 [-0.62]

	Institutional Quality
	
	
	
	
	
	
	

	H2: Aggregate Institutional Quality
	3.145 [1.56]*
	
	
	
	
	
	

	H2a: Corruption Control
	
	1.848 [0.99]
	
	
	
	
	

	H2b: Effective Government
	
	
	3.135 [1.50]*
	
	
	
	

	H2c: Political Stability
	
	
	
	0.833 [0.55]
	
	
	

	H2d: Regulatory Quality
	
	
	
	
	4.891 [2.02]**
	
	

	H2e: Rule of Law
	
	
	
	
	
	2.909 [1.50]*
	

	H2f: Voice & Accountability
	
	
	
	
	
	
	3.495 [1.92]**

	Board controls
	
	
	
	
	
	
	

	Board Size
	0.028 [0.44]
	0.022 [0.35]
	0.034 [0.52]
	0.028 [0.43]
	0.025 [0.39]
	0.030 [0.47]
	0.018 [0.29]

	Board Independence Ratio
	-0.010 [-0.01]
	-0.021 [-0.02]
	-0.029 [-0.02]
	-0.142 [-0.12]
	0.013 [0.01]
	-0.106 [-0.09]
	0.353 [0.29]

	CEO = Chairperson
	-0.416 [-0.66]
	-0.335 [-0.53]
	-0.446 [-0.68]
	-0.325 [-0.49]
	-0.479 [-0.76]
	-0.464 [-0.72]
	-0.162 [-0.27]

	CEO = Founder
	0.284 [0.52]
	0.254 [0.46]
	0.272 [0.49]
	0.217 [0.40]
	0.362 [0.64]
	0.308 [0.55]
	0.210 [0.39]

	Economic Controls
	
	
	
	
	
	
	

	Log (Revenues)
	-0.259 [-0.69]
	-0.257 [-0.71]
	-0.276 [-0.74]
	-0.257 [-0.73]
	-0.340 [-0.85]
	-0.277 [-0.76]
	-0.153 [-0.39]

	ROA
	-1.741 [-1.28]*
	-1.543 [-0.92]
	-1.630 [-0.98]
	-1.391 [-0.84]
	-1.942 [-1.28]*
	-1.643 [-1.00]
	-2.112 [-1.30]*

	Log (Firm Age) + 1
	0.001 [0.08]
	0.002 [0.12]
	0.001 [0.10]
	0.001 [0.1]
	-0.0002 [-0.02]
	0.001 [0.1]
	-0.001 [-0.05]

	Institutional Control
	
	
	
	
	
	
	

	Legal Origin
	0.551 [0.86]
	0.586 [0.89]
	0.415 [0.65]
	0.499 [0.78]
	0.469 [0.73]
	0.380 [0.61]
	1.094 [1.53]*

	Ownership Controls
	
	
	
	
	
	
	

	Foreign VC Own
	-0.012 [-0.54]
	-0.010 [-0.48]
	-0.009 [-0.43]
	-0.010 [-0.45]
	-0.010 [-0.47]
	-0.012 [-0.54]
	-0.011 [-0.52]

	BA Own
	-0.012 [-0.34]
	-0.015 [-0.45]
	-0.011 [-0.32]
	-0.016 [-0.48]
	-0.011 [-0.32]
	-0.012 [-0.35]
	-0.017 [-0.48]

	Corporate Block Own
	-0.021 [-1.70]**
	-0.019 [-1.46]*
	-0.020 [-1.57]*
	-0.017 [-1.38]*
	-0.023 [-1.69]**
	-0.020 [-1.68]**
	-0.026 [-2.01]**

	Business Group Own
	0.003 [0.35]
	0.002 [0.30]
	0.002 [0.27]
	0.002 [0.29]
	0.004 [0.50]
	0.003 [0.40]
	0.003 [0.46]

	Family Own
	-0.010 [-1.43]*
	-0.010 [-1.42]*
	-0.009 [-1.37]*
	-0.009 [-1.39]*
	-0.010 [-1.45]*
	-0.010 [-1.46]*
	-0.010 [-1.49]*

	IPO Controls
	
	
	
	
	
	
	

	Ratio Domestic Shares Offered
	-5.541 [-1.68]**
	-5.537 [-1.68]**
	-5.733 [-1.68]**
	-5.785 [-1.71]**
	-5.554 [-1.59]*
	-5.257 [-1.58]*
	-5.742 [-1.49]*

	Ratio Foreign Shares Offered
	3.806 [1.29]*
	3.828 [1.28]*
	3.950 [1.28]*
	4.003 [1.28]*
	3.836 [1.29]*
	3.536 [1.28]*
	4.060 [1.28]*

	
	
	
	
	
	
	
	

	Industry Fixed Effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	No Obs. = 0
	92
	92
	92
	92
	92
	92
	92

	No Obs. = 1
	37
	37
	37
	37
	37
	37
	37

	No. Obs.
	129
	129
	129
	129
	129
	129
	129

	LR statistic (prob.)
	16.11 [0.85]
	15.05 [0.89]
	16.18 [0.85]
	14.59 [0.91]
	17.52 [0.78]
	15.96 [0.86]
	17.40 [0.79]

	McFadden R2
	0.1042
	0.0973
	0.1047
	0.0944
	0.1133
	0.1032
	0.1126


Notes:
(1) Z-statistics are in parentheses.  QML (Huber/White) standard errors & covariance. * p < 0.10; ** p < 0.05; † p < 0.01; †† p < 0.005

(2) Industry controls used were: Consumer cyclical, Financials, Technology, Telecommunications, Health, Industrials and Consumer Non-Cyclical
Table 8. Institutional and governance factors of IPO firms with business angel finance
	
	Likelihood of Business Angels

	
	Model 15
	Model 16
	Model 17
	Model 18
	Model 19
	Model 20
	Model 21

	Intercept
	3.572 [1.53]*
	2.962 [1.29]*
	3.542 [1.50]*
	3.131 [1.34]*
	3.353 [1.39]*
	3.175 [1.40]*
	2.766 [1.07]

	Institutional Quality
	
	
	
	
	
	
	

	H3: Aggregate Institutional Quality
	-4.997 [-1.96]**
	
	
	
	
	
	

	H3a: Corruption Control
	
	-4.744 [-1.69]**
	
	
	
	
	

	H3b: Effective Government
	
	
	-5.025 [-2.04]**
	
	
	
	

	H3c: Political Stability
	
	
	
	-3.996 [-2.05]**
	
	
	

	H3d: Regulatory Quality
	
	
	
	
	-4.595 [-1.99]**
	
	

	H3e: Rule of Law
	
	
	
	
	
	-4.657 [-1.69]**
	

	H3f: Voice & Accountability
	
	
	
	
	
	
	-1.676 [-0.81]

	Board controls
	
	
	
	
	
	
	

	Board Size
	-0.115 [-1.48]*
	-0.103 [-1.32]*
	-0.121 [-1.59]*
	-0.128 [-1.68]**
	-0.110 [-1.44]*
	-0.124 [-1.57]*
	-0.106 [-1.37]*

	Board Independence Ratio
	-0.661 [-0.56]
	-0.709 [-0.60]
	-0.717 [-0.60]
	-0.316 [-0.26]
	-0.675 [-0.57]
	-0.457 [-0.38]
	-0.817 [-0.64]

	CEO = Chairperson
	1.436 [1.78]**
	1.408 [1.68]**
	1.398 [1.76]**
	1.677 [1.95]**
	1.231 [1.72]**
	1.519 [1.68]**
	0.900 [1.39]*

	CEO = Founder
	0.263 [0.44]
	0.252 [0.42]
	0.239 [0.39]
	0.302 [0.50]
	0.226 [0.38]
	0.227 [0.38]
	0.379 [0.64]

	Economic Controls
	
	
	
	
	
	
	

	Log (Revenues)
	-0.052 [-0.15]
	-0.057 [-0.16]
	-0.044 [-0.12]
	-0.044 [-0.12]
	-0.004 [-0.01]
	-0.005 [-0.01]
	-0.143 [-0.39]

	ROA
	-2.927 [-1.28]*
	-2.954 [-1.29]*
	-2.946 [-1.29]*
	-3.110 [-1.37]*
	-2.811 [-1.28]*
	-2.950 [-1.30]*
	-3.144 [-1.41]*

	Log (Firm Age) + 1
	-0.005 [-0.35]
	-0.007 [-0.46]
	-0.006 [-0.43]
	-0.007 [-0.46]
	-0.003 [-0.24]
	-0.006 [-0.39]
	-0.003 [-0.21]

	Institutional Control
	
	
	
	
	
	
	

	Legal Origin
	-0.801 [-1.28]*
	-0.874 [-1.29]*
	-0.529 [-0.73]
	-0.587 [-0.77]
	-0.618 [-0.89]
	-0.535 [-0.74] 
	-1.055 [-1.41]*

	Ownership Controls
	
	
	
	
	
	
	

	Foreign VC Own
	0.037 [1.40]*
	0.038 [1.40]*
	0.032 [1.32]*
	0.041 [1.41]*
	0.032 [1.39]*
	0.037 [1.39]*
	0.029 [1.28]*

	Domestic VC Own
	0.024 [1.28]*
	0.023 [1.07]
	0.024 [1.09]
	0.020 [0.93]
	0.026 [1.29]*
	0.025 [1.29]*
	0.024 [1.28]*

	Corporate Block Own
	-0.022 [-1.68]**
	-0.023 [-1.70]**
	-0.025 [-1.79]**
	-0.021 [-1.68]*
	-0.025 [-1.88]**
	-0.024 [-1.79]**
	-0.026 [-1.87]**

	Business Group Own
	0.006 [0.82]
	0.006 [0.86]
	0.007 [0.95]
	0.007 [0.97]
	0.005 [0.74]
	0.006 [0.78]
	0.007 [0.89]

	Family Own
	-0.015 [-1.91]**
	-0.014 [-1.88]**
	-0.015 [-2.03]**
	-0.016 [-2.05]**
	-0.015 [-1.93]**
	-0.014 [-1.88]**
	-0.015 [-1.95]**

	IPO Controls
	
	
	
	
	
	
	

	Ratio Domestic Shares Offered
	-8.223 [-1.55]*
	-8.383 [-1.68]**
	-7.683 [-1.45]*
	-7.895 [-1.43]*
	-8.160 [-1.50]*
	-8.580 [-1.55]*
	-8.729 [-1.56]*

	Ratio Foreign Shares Offered
	5.890 [1.28]*
	5.924 [1.28]*
	5.530 [0.98]
	5.648 [0.96]
	5.898 [1.01]
	6.122 [1.28]*
	6.635 [1.28]*

	
	
	
	
	
	
	
	

	Industry Fixed Effects
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	No Obs. = 0
	95
	95
	95
	95
	95
	95
	95

	No Obs. = 1
	34
	34
	34
	34
	34
	34
	34

	No. Obs.
	129
	129
	129
	129
	129
	129
	129

	LR statistic (prob.)
	33.01 [0.06]
	33.06 [0.06]
	33.00 [0.06]
	33.78 [0.05]
	32.30 [0.07]
	32.85 [0.06]
	30.47 [0.11]

	McFadden R2
	0.2218
	0.2222
	0.2218
	0.2270
	0.2171
	0.2208
	0.2048


Notes:
(1) Z-statistics are in parentheses.  QML (Huber/White) standard errors & covariance. * p < 0.10; ** p < 0.05; † p < 0.01; †† p < 0.005

(2) Industry controls used were: Consumer cyclical, Financials, Health, Industrials and Consumer Non-Cyclical, Technology, Telecommunications
� It should be noted that the Dirigiste model was transformative in enabling change in France’s economy although this was only achieved using state direction in conjunction with an extensive social security net so when entire state supported economic initiatives were drastically changed the population were economically protected before re-employment in new state-engendered industries (Levy, 2008; Gutelius, 2002).  Such advanced social security does not exist in underdeveloped emerging economies inferring that on its own the Dirigiste system is a source of structural rigidity


� It is worth noting that Islamic shari’ya institutions also have their own distinct set of financial instruments which are routinely used in Islamic shari’ya compliant VC funds and activity.  See Hearn et al (2012) for a review of these in the entirely Islamic shari’ya compliant economy of Sudan.  Sahlman (1990) argues that when limited partners are replaced by mutual funds, which are not subject to same liquidity constraints as limited partners, the resulting investment time horizon of the general VC partners is much longer and thus more akin to the Islamic concept of partnership.  This underscores the structure of Islamic shari’ya compliant VC funds as in the case of Sudan (Hearn et al, 2012)


� Governance indicators are available from: � HYPERLINK "http://info.worldbank.org/governance/wgi/index.asp" �http://info.worldbank.org/governance/wgi/index.asp�


� If dummy variables for all country (and time) categories were included, their sum would equal 1 for all observations, which is identical to and hence perfectly correlated with the vector-of-ones variable whose coefficient is the constant term; if the vector-of-ones variable were also present, this would result in perfect multicollinearity, so that the matrix inversion in the estimation algorithm would be impossible. This is referred to as the dummy variable trap (Wooldridge, 2009)
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