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OZET
Yiiksek Lisans Tezi
Halka Arz Sonrasi Hisse Senedi Fiyat Performansi: Kiiresel Denizcilik

Sirketleri Uzerine Bir Inceleme

Erhan DEMIRBAS

Dokuz Eyliil Universitesi
Sosyal Bilimler Enstitiisii
Denizcilik Isletmeleri Yonetimi Anabilim Dal

Denizcilik Isletmeleri Yonetimi Program

Bu calismanin amaci, Kiiresel denizcilik sirketlerinin halka arz sonrasi
kisa donem hisse senedi fiyat performanslarim1 arastirmaktir. Kiiresel
ticaretinin cogunu denizcilik sektorii tasimaktadir ve onun dalgah yapisi
yatirnmcilara kisa donemde anormal getiri saglayabilir.

Bu cahismada, 2000 ve 2018 yillar1 arasinda halka acilmis Kkiiresel
denizcilik sirketlerinin arz sonrasi 21 giinliik fiyat performanslari incelenmistir.
4 borsadan 46 sirket secilmistir. Bu borsalar; NASDAQ, NASDAQ Kopenhag,
New York Borsasi ve Oslo Borsasidir. Cahismada kullanilan yontem olay
calismasidir ve anormal getirileri hesaplamak icin kiimiilatif anormal getiri
yontemi kullamlmistir. Her borsa icin, marketin getirilere olan etkisini
getirilere yansitmak icin birer endeks belirlenmistir. Hesaplanan anormal
getirilerin 6nem dereceleri tek orneklem t-testi ile dl¢iilmiistiir.

Oslo Borsasi, bu calismada en cok istatistiksel olarak anlamh sonuclari
veren borsa olmustur. New York Borsasinin en diisiik ortalama anormal
getirisi %-1,19dur. Oslo Borsasinin en diisiik ve en yiiksek ortalama anormal
getirileri sirasiyla %-2,21 ve %3,67dir. 21 giinliik kisa donem sonunda Oslo
Borsas1 %6,49 kiimiillatif ortalama anormal getiri saglamistir. Diger
borsalardaki kiimiilatif ortalama anormal getiriler ise; New York
Borsasinda %03,77, NASDAQ'ta %-11,5 ve NASDAQ Kopenhag'da %-3,45
olarak gerceklesmistir. 46 firmadan olusan orneklemin en diisiik ortalama

anormal getirisi %-1,24 olup istatistiksel olarak anlamhdir. Sonu¢ olarak



bulgular, Oslo Borsasinin 2000-2018 doneminde kiimiilatif ortalama anormal
getiriler bazinda, diger borsalara gore daha fazla getiri sagladig1 goriilmiistiir.
Tiim orneklemin 21. giin sonu kiimiilatif ortalama anormal getirisi ise %0,35tir.

Bu calisma, denizcilik firmalarimin halka arz sonrasi performanslari
hakkinda daha giincel kamit sunarak daha onceki cahsmalara katkida

bulunmustur.

Anahtar Kelimeler: Halka Arz Sonrasi Performans, Olay Calismasi, Halka Arz,

Kisa Donem Hisse Senedi Performansi, Anormal Getiri



ABSTRACT
Master’s Thesis
Post-1PO Stock Performances: Evidence From Global Shipping Companies
Erhan DEMIRBAS

Dokuz Eyliil University
Graduate School of Social Sciences
Department of Maritime Business Administration

Maritime Business Administration Program

The purpose of this study is to analyze post-1PO stock performances of
global shipping companies. The shipping sector carries most of the volume of
global trade and its volatile nature may enable investors to gain abnormal
returns in short-term.

In this study, 21-day short-term post-1PO stock performance of global
shipping companies that went public between 2000 and 2018 are examined. 46
shipping companies from four stock exchanges are selected as sample:
NASDAQ, NASDAQ Copenhagen, New York Stock Exchange and Oslo Stock
Exchange. Methodology used is event study and in order to calculate abnormal
returns, cumulative abnormal return method is used. For each stock exchange,
an index is defined in order to show market effect on returns. Then calculated
abnormal returns are tested by one-sample t-test and their significance levels
are measured.

Stock exchange that provided the most statistically significant results is
Oslo Stock Exchange. The lowest average abnormal return of New York Stock
Exchange is -1,19%. The highest and lowest average abnormal returns of Oslo
Stock Exchange are 3,67% and -2,21% respectively. At the end of 21-day period,
Oslo Stock Exchange provided cumulative average abnormal return of 6,49%.
Cumulative average abnormal returns of other stock exchanges are; 3,77% on
NYSE, -11,5% on NASDAQ and -3,45% on NASDAQ Copenhagen. The lowest
average abnormal return of the sample is -1,24%. As a result, the findings show

that Oslo Stock Exchange had more gains in terms of cumulative average

Vi



abnormal returns during 2000-2018 period compared to the other stock
exchanges covered in data. CAAR of the sample is 0,35% at 21%¢ day.

This study contributes to the existing literature by providing recent
empirical evidence of post-IPO short-term performances of global shipping

companies from different stock exchanges.

Keywords: Post-1PO Performance, Event Study, Initial Public Offering, Short-

term Stock Performance, Abnormal Return
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POST-IPO STOCK PERFORMANCES: EVIDENCE FROM GLOBAL
SHIPPING COMPANIES

CONTENTS
THESIS APPROVAL PAGE I
DECLARATION i
OZET \Y%
ABSTRACT Vi
CONTENTS viii
ABBREVIATIONS Xi
LIST OF TABLES Xii
LIST OF FIGURES Xiii
INTRODUCTION 1

CHAPTER ONE
INITIAL PUBLIC OFFERING

1.1. DEFINITION
1.2. MAIN PARTIES IN AN INITIAL PUBLIC OFFERING
1.2.1. The Company
1.2.2. The Vendor
1.2.3. The Investors
1.3. HISTORICAL DEVELOPMENT
1.4, PROCESS OF GOING PUBLIC
1.4.1. Introduction
1.4.2. Investment Bank
1.4.3. Underwriting
1.4.4. Marketing of the Offering
1.4.5. First Day of Trading
1.5. REASONS FOR GOING PUBLIC
1.6. ADVANTAGES AND DISADVANTAGES OF GOING PUBLIC

© 0O N N o o o B~ bM W

[ S T
w = O

viii



1.6.1. Advantages of Going Public

1.6.1.1.
1.6.1.2.
1.6.1.3.
1.6.14.
1.6.15.
1.6.1.6.
1.6.1.7.
1.6.1.8.
1.6.1.9.

1.6.1.10.
1.6.1.11.
1.6.1.12.
1.6.1.13.

Access to Public Capital Market
Overcoming Borrowing Constraints
Liquidity and Harvesting the Wealth

More Dispersed Share Ownership
Institutionalization

Opportunity to Obtain New Corporate Cash
Lower Debt-to-Equity Ratio

Increased Employee Motivation and Retention
Prestige and Higher Visibility

The Use of Stocks as Collateral
Self-Dealings and Consumption of Perks
Opportunity to Second Public Offering
Other Advantages of Going Public

1.6.2. Disadvantages of Going Public

1.6.2.1.
1.6.2.2.
1.6.2.3.
1.6.2.4.
1.6.2.5.
1.6.2.6.

LITERATURE REVIEW ON POST-1PO PERFORMANCE

Cost of Going Public

Adverse Selection and Moral Hazard
Disclosure/Loss of Confidentiality
Less Incentive for Management
Focusing on Short-term Earnings

Other Disadvantages of Going Public

CHAPTER TWO

2.1. LITERATURE REVIEW ON PRICE PERFORMANCE
2.1.1. Literature Review on Short-term Stock Performance

2.1.2. Literature Review on Long-term Stock Performance

2.1.2.1.

2.2. LITERATURE REVIEW ON POST-IPO OPERATING PERFORMANCE

Long-term Studies Focused on Shipping

13
13
14
14
15
16
16
16
17
17
17
17
18
18
18
19
19
19
20
20
20

22
23
26
34
34



CHAPTER THREE
POST-IPO STOCK PRICE PERFORMANCE

3.1. THE AIM OF THE STUDY

3.2. DATA

3.3. METHODOLOGY

3.3.1.
3.3.2.
3.3.3.
3.3.4.
3.3.5.

Calculation of Abnormal Return

Calculation of Average Abnormal Return

Calculation of Cumulative Abnormal Return
Calculation of Cumulative Average Abnormal Return

Calculation of T-Statistics

3.4. LIMITATIONS
3.5. FINDINGS

3.5.1.
3.5.2.
3.5.3.
3.5.4.
3.5.5.
3.5.6.

Post-1PO Stock Performance of New York Stock Exchange
Post-1PO Stock Performance of NASDAQ

Post-IPO Stock Performance of NASDAQ Copenhagen
Post-1PO Stock Performance of Oslo Stock Exchange
Comparison of Stock Exchanges

Short-term Stock Performance of the Sample

CONCLUSION
REFERENCES

39
39
42
45
47
47
48
48
49
49
49
53
56
59
62
66

69
71



ABBREVIATIONS

AAR
AR
BHAR
CAPM
CAAR
CAR
CFO
CSlI
IMKB
IPO
LSE
N/A
NYSE
OSE
R&D
SEC
S&P500
SME
SPK
UK
us
USA
VC

Average Abnormal Return

Abnormal Return

Buy and Hold Abnormal Return
Capital Asset Pricing Model
Cumulative Average Abnormal Return
Cumulative Abnormal Return

Chief Financial Officer

Commodity Sistems, Inc.

Istanbul Menkul Kiymetler Borsasi
Initial Public Offering

London Stock Exchange

Not Available

New York Stock Exchange

Oslo Stock Exchange

Research and Development
Securities and Exchange Commission
Standard and Poor's Index for 500 Common Stocks
Small and Medium Enterprises
Serbest Piyasalar Kurulu

United Kingdom

United States

United States of America

Venture Capital

Xi



LIST OF TABLES

Table 1: Highest First-Day IPO Returns in the USA in 2009
Table 2: Largest IPOs in the US
Table 3: The Costs and Benefits of Going Public

Table 4: Number of Papers Available in “Post-IPO Stock Performance” and “Post-

IPO Performance” Related Publications from Different Databases

Table 5: Studies on Initial Public Offerings in International Literature

Table 6: Studies on Stock Performance Focused on Turkey

Table 7: Studies on Post-IPO Operating Performance

Table 8: Distribution of IPOs by Year in the Study

Table 9: Companies Selected from NASDAQ

Table 10: Companies Selected from Oslo Stock Exchange

Table 11: Companies Selected from New York Stock Exchange

Table 12: Average Abnormal Returns of New York Stock Exchange

Table 13: Cumulative Average Abnormal Returns of New York Stock Exchange
Table 14: Average Abnormal Returns of NASDAQ

Table 15: Cumulative Average Abnormal Returns of NASDAQ

Table 16: Average Abnormal Returns of NASDAQ Copenhagen

Table 17: Cumulative Average Abnormal Returns of NASDAQ Copenhagen
Table 18: Average Abnormal Returns of Oslo Stock Exchange

Table 19: Cumulative Average Abnormal Returns of Oslo Stock Exchange
Table 20: Average Abnormal Returns of Stock Exchanges

Table 21: Cumulative Average Abnormal Returns of Stock Exchanges
Table 22: Average Abnormal Returns of the Sample

Table 23: Cumulative Average Abnormal Returns of the Sample

xii

11
15
21

22
30
33
38
40
40
41
41
50
51
53
54
56
57
59
60
62
64
66
67



LIST OF

Figure 1:
Figure 2:
Figure 3:
Figure 4:
Figure 5:
Figure 6:
Figure 7:
Figure 8:
Figure 9:

Figure 10:
Figure 11:
Figure 12:
Figure 13:
Figure 14:
Figure 15:
Figure 16:
Figure 17:

FIGURES

Number of IPOs in the U.S.

IPO Objectives of Main Parties

Selling Process for Large Security Issues

Main Advantages of Going Public

Calculation Order

Average Abnormal Returns of New York Stock Exchange
Cumulative Average Abnormal Returns of New York Stock Exchange
Average Abnormal Returns of NASDAQ

Cumulative Average Abnormal Returns of NASDAQ

Average Abnormal Returns of NASDAQ Copenhagen
Cumulative Average Abnormal Returns of NASDAQ Copenhagen
Average Abnormal Returns of Oslo Stock Exchange

Cumulative Average Abnormal Returns of Oslo Stock Exchange
Average Abnormal Returns of Stock Exchanges

Cumulative Average Abnormal Returns of Stock Exchanges
Average Abnormal Returns of the Sample

Cumulative Average Abnormal Returns of the Sample

Xiii

13
45
51
52
54
55
57
58
60
61
63
65
67
68



INTRODUCTION

One of the main financing methods for the companies is public offering. This
method first requires the initial sale of companies’ stocks in an exchange. Initial
public offering allows companies to be able to gather high amounts of finance and
expand their business activities through investment. However, initial public offering
has advantages and disadvantages. Main advantages may be listed as visibility,
prestige and liquidity. On the other hand, main disadvantages of going public can be
more disclosure requirements, loss of control and costs incurred both on the process
and after.

Post-IPO performance gives insight to investors that how firms perform in the
market and enables investors to compare. The purpose of this study is to analyze
post-1PO stock performances of global shipping companies. Shipping sector carries
most of the volume of global trade and it has unique characteristics. Its volatile
nature may enable investors to gain abnormal returns in the short-term.

In the first chapter of the study, definition of initial public offering and
regarding historical development are explained. Also, in the chapter, reasons for
going public, advantages and disadvantages of going public are explained in more
detail. In the second chapter, studies focused on post-IPO performance around the
world and in Turkey are summarized and also they are presented in tables. Post-1IPO
performance is mostly measured as post-offering stock performance and post-IPO
operating performance. Stock performance studies focused mainly short and long-
term performance and underpricing. Operating performance mostly focuses on
factors affecting post-IPO operating performance. Two terms, “post-IPO
performance” and “post-IPO stock performance”, are searched in the following
databases: Google Scholar, Science Direct, Jstor, Emerald Insight, Web of Science
and EBSCOhost and results are presented in a table.

In the third chapter of the study, aim of the study, data and methodology are
explained. Data is gathered from stock exchanges’ respective websites and close
price data of companies and indices is retrieved from Yahoo! Finance. The study
contains 46 shipping initial public offerings in 2000-2018 from New York Stock
Exchange, Oslo Bors and NASDAQ including NASDAQ Copenhagen. Methodology



of the study is event study and as a method, cumulative abnormal return is used on
calculations. Firstly, abnormal returns of each companies are calculated by using
their respective stock exchange indices. In the study, composite indices are used in
order to reflect market performance. Then average abnormal returns and cumulative
abnormal returns are calculated for each company. Portfolios from stock exchanges
are tested by using one-sample t test in order to see their significance level. Findings
are presented with tables and charts and discussed.

In the conclusion, the results are discussed and limitations and suggestions for

the future studies are presented.



CHAPTER ONE
INITIAL PUBLIC OFFERING

1.1. DEFINITION

The more companies easily raise capital from financial markets, the higher
they are able to acquire assets. This will provide businesses with a great advantage
over their competitors on the market (Sayar, 2003).

In today’s economy, capital can be obtained in various ways. Firms can use
their retained earnings, loan money from banks, use venture capital (Mateiciuc,
2009). Some companies may prefer to issue equity securities, which are also known
as stocks (Madura, 2013). Among those ways, one that has gained popularity over
the years (Hartog, 2016) and is one of the most tried and tested ways (Geddes, 2003)
Is to become a publicly-traded company by initial public offering (Hartog, 2016).

Figure 1: Number of IPOs in the U.S.
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Source: Statista, 20.08.2018.

Figure 1 shows number of IPOs in the US from 1999 to 2017. It indicates that

firms still decide to go public in order to meet their need of financing.



The initial public offering can be defined as the initial sale of a company’s
stocks to the public, listing of the company on an exchange (Geddes, 2003) and
letting the trade of stocks in public markets (Ehrhardt, and Brigham, 2011).

When a firm engages in an IPO, it becomes available to be invested in by the
public. In this way, the firm can obtain a large amount of capital and this enables
faster growth and expansion (Hartog, 2016).

IPO can be considered as one of the most important in the evolution of a
company for its related parties such as owners, management and employees (Mayer
Brown JSM, 2016).

1.2. MAIN PARTIES IN AN INITIAL PUBLIC OFFERING

There are three main parties in an initial public offering and their objectives
complete each other. These parties are; the company, the vendor and the investors
(Geddes, 2003).

1.2.1. The Company

Obijectives of company could be both finance related and non-finance related.
The company creates value for its investors and tries to maintain its value in
secondary market. Valuations are preferred to be sustainable by the main long-term
shareholders. They keep their shares however mostly want to see continual trading in
the shares of the firm. Thus investors know they are able to sell when they see as
necessary. Companies’ another objective is to increase company's image and

enabling company to raise funds for the future and acquisitions. (Geddes, 2003).
1.2.2. The Vendor
Existing shareholders also can sell their share when it is included and

registered as a part of the offering. Most large initial IPOs include only new shares

but in some cases existing shareholders are included (SEC, 2013).



Vendor, also known as selling shareholder, desire to maximize their worth of
shareholding. Vendor may accept low price at the time of offering but keep the
shares. Most of vendors do not sell their shares at the time of offering (Geddes, 2003).
Selling shareholder obtains the proceeds obtained by the sale of their shares (SEC,
2013).

1.2.3. The Investors

Investors want to maximize share price performance. Earning on the opening
day and strong market performance of company are what is desired. Investors have
opportunity to obtain a considerable portion from the company. That opportunity

may not be found in secondary market (Geddes, 2003).

Figure 2: IPO Objectives of Main Parties

Company Vendor Investors
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+Facilitate future financing

with successful deal » Broaden investment
portfolio

Source: Geddes, 2003.
1.3. HISTORICAL DEVELOPMENT
First examples of company issuing shares, the publicani is appeared in the

Roman Republic. The Roman State pulled back itself from many of its functions

such as temple building to tax collecting, to a capitalist society, known as



“publicani”. Like modern joint-stock companies, the publicani were legal bodies and
they are unattached from their members who holds ownership and the ownership was
divided into “partes”, considered as shares. They also had executive management,
“tabulae” which is public accounts, and held meetings of shareholders. Shares sorted
into two groups: large shares called “socii” and smaller shares “particulae”. There is
an evidence that not only politicians and large capitalists but also whole country, “all
over Italy” described by Polybius, the Greek chronicler, are interested in buying
shares but the Roman “publicani” faded with the Roman Empire (Chancellor, 1999).

Merchants in the Mediterranean area, are inventors of many basics of
financial markets. Genoa and Venice played in important role in 14" and 15" century
on this subject but Northern Europe improved and innovated in the late 16" century
(Atack, and Neal, 2009).

Modern stock exchanges that specialize in secondary markets in corporate
securities starts with formation of the Dutch East India Company, whose name is
originally Verenigde Nederlandsche Geoctroyeerde Oostindische Compaigne and
abbreviated as VOC, in 1602 (Goetzmann, and Rouwenhorst, 2005).

In the Netherlands, 1602, the United East India Company which was the first
company to receive official government charter, was founded. Then 19 years later,
the Dutch West India Company was founded. Europe's first central bank, the
Amsterdam Wisselbank was founded in 1609. By the early seventeenth century,
capital from all over Europe was invested in Dutch financial assets such as annuities.
All varieties of financial products and services were traded on Amsterdam Exchange.
Later, shares of the East India Company became available (Chancellor, 1999).

Additionally, the first initial public offering in the US is the offering of the
Bank of North America around eighteen century (Museum Of American Finance,
21.08.2018).

1.4. PROCESS OF GOING PUBLIC
In order to explain the process of initial public offering, steps of an offering

in the United States of America is explained as an example. The USA has two of
major stock exchanges in the world (Forbes, 17.07.2018).



1.4.1. Introduction

From decision of going public to listing in a stock exchange requires lots of
preparation from a firm and it usually takes 3 to 12 months until it becomes a
publicly-traded company. Thus, it is a time consuming process (Mateiciuc, 2009).

When shareholders of the company approve the decision to go public, the
process begins. Then, the documents of the company must be certified. This
certification is made by company’s auditors and lawyers (Gitman and Zutter, 2010).
Then, the company interviews a number of different investment banks (Ehrhardt and
Brigham, 2011).

1.4.2. Investment Bank

The role of investment bank is that an investment bank serves as assistant for
other entities in order to obtain and finance their business activities through the
issuance of stocks in the company (Zimmer, 2015).

An investment bank which is keen to underwrite the offering is found by the
company (Gitman and Zutter, 2010). An investment bank is also called “underwriter”
(Ehrhardt and Brigham, 2011). This underwriter is in charge of promoting the stock
and allowing of the sale of the company’s shares. Generally, other investment banks
are brought as participants by the investment bank.

When there is a very large security issues, investment banker gathers other
investment bankers to create a group named underwriting syndicate. The
underwriting syndicate divides the risks related to the issue. The original investment
banker and syndicate members create a selling group which contains themselves and
many brokerage firms. Group members accept that they are responsible for selling a
part of the issue and they gain commission when they sell out (Gitman and Zutter,
2010).

The company files a registration statement with the Securities Exchange
Commission (SEC). On this statement, there is a portion called the prospectus. Main
aspects of the issue, the issuer, and its management and financial position is

described on the prospectus (Ehrhardt, and Brigham, 2011).



Firms consider a number of factors that influence on their choice of
investment bank. Reputation and expertise are factors firm mainly seeks for an
investment bank. A firm may ask questions such as “Did the investment bank
perform as an underwriter?” and “If they perform then how other initial public

offerings perform?” (Mateiciuc, 2009).

Figure 3: Selling Process For Large Security issues
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Source: Gitman and Zutter, 2010.

1.4.3. Underwriting

Underwriting has two types: firm commitment and best effort basis. Between
them, firm commitment is the most used. Firm commitment stands for that
investment bank buys all the securities at a discounted price, usually at 7% and they
try to sell them back.

Difference between these prices is the investment banks gross spread. In this
type of underwriting, underwriter gives guarantee that investors will buy certain

amount of securities. Thus they will bear the risk.



However, in the best effort basis, securities may be sold or not, underwriter
does not guarantee the sale. Firm and underwriter agree about the offer price,
minimum and maximum shares to be sold. In this type of underwriting, the

underwriter plays a role of agent (Mateiciuc, 2009).

1.4.4. Marketing of the Offering

After the registration statement has been filed, investment banker, company’s
senior management team and company’s lawyers go on a roadshow (Ehrhardt and
Brigham, 2011). A roadshow is generally considered as the most important
opportunity for the company to sell shares (Cifrino, et al., 2014). Management team
makes a presentation to possible investors who are typically clients of the
underwriters. Not only a roadshow tries to measure the demand for the offering, it
also helps investment bank to set an expected price range. The standard roadshow
may continue 10 to 14 days. It stops in 10 to 20 different cities (Ehrhardt and
Brigham, 2011). After terms and price of the issue are set by the underwriter, the
SEC must confirm the offering (Gitman and Zutter, 2010).

A preliminary prospectus can be received by investors during the waiting
period between statement’s filing and its approval. This preliminary prospectus
contains all the main information that will appear in the final prospectus but the final
price is not included (Ehrhardt and Brigham, 2011). The preliminary prospectus is
also called red herring because notice in red color exists on the front cover and it
notice indicates it is subject to change (Gitman and Zutter, 2010). The waiting period
is given to make sure that all possible investors have access to the same information
about the company and not to publish any data that has potential to give them an
unfair advantage (Gitman and Zutter, 2010) and that period lasts 20 days (Ehrhardt
and Brigham, 2011).

1.4.5. First Day of Trading

Price and amount of securities are discussed by underwriter and the issuer the

day before. According to Ritter (1987), initial public offerings are mostly



underpriced. Thus it is expected price of securities to rise on the first day. Securities
are underpriced in order to make sure that public offering is going successful
(Mateiciuc, 2009).

When stocks are valued more than their actual value, it is called overpricing
(Unlii, 2006). When investors notice that price is too high, it may cause decrease in
demand and interest on securities may be low (Mateiciuc, 2009).

On the first day, some stocks may end the day with high returns and others
may have sharp increase and then decrease in price by the end (Brigham and
Ehrhardt, 2011).

Underpricing of IPO in the first day is seen most of the markets all around the
world (Engelen and Essen, 2010). Engelen and Essen (2010), outlined a broad range
of underpricing for 2,290 firms, in more than 21 countries, such as 2.11% for
Argentina, 12.12% for France and 21.14% in the US.

There are several reasons of underpricing issue on initial public offerings.
Amount of capital expected on public offering, time period between decision to go
public and the public offering, cost of going public and trend of market may be some
of the reasons why the firm is underpriced (Cihangir and Kandil, 2009).

There are studies about underpricing across the world. Underpricing is one
the most studied topics about initial public offerings (Wagner, 2006).

Dell’Aqua, Etro, Teti and Murri (2015) have examined 129 IPOs on the
Italian Stock Exchange from 2001 to 2012. Results show that there is an
underpricing in two thirds of sample offerings and an average underpricing level is
6.75%.

There are also studies about underpricing conducted in Turkey. One of these
studies is conducted by Demetoglu (2016). He has studied underpricing in Borsa
Istanbul between 1993-2014 and found that 209 companies in a sample of 280 have

experienced underpricing.
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Table 1: Highest First-Day IPO Returns in the USA in 2009

Symbol Company Offer Price 1st-Day Closing Price Gain
OPEN | OpenTable $20,00 $31,89 59,50%
RST Rosetta Stone $18,00 $25,12 39,60%
CYOU | ChangYou.com 16,00 20,02 25,10
ERII Energy Recovery 8,50 9,83 15,60
DGI DigitalGlobe 19,00 21,50 31,20
MJN Mead Johnson Nutrition 24,00 26,43 10,10%
SWi SolarWinds 12,50 13,75 10%
BPI BridgePoint Education 10,50 11,10 5,70%
CACAU | Chardan 2008 China Acqu 8,00 8,12 1,50
NNA-U | Navios Maritime Acqu 10,00 10,05 0,50%

Source: Brigham and Ehrhardt, 2011.

1.5. REASONS FOR GOING PUBLIC

There are several reasons why a company wants to go public. Those reasons
can be listed as follows:

Risk sharing and diversification: Ownership dispersion can share risk among
investors. About 50-70% of risk is able to be diversified (Brealy and Myers, 1991).

Liquidity: A family business or a small family owned company’s shares are
not liquid and there is no ready market. If one of the stockholders wants to sell out
some of the shares to get cash, it may not be easy to find a buyer. Even if stockholder
finds a buyer who is ready, there is no price that is set up. Public companies do not
have that kind of problem (Altin, 2010).

Also Bancel and Mittoo (2007) has studied about reasons of going public for
European firms. They surveyed 78 Chief Financial Officers (CFOs) in 12 countries
of Europe. The results show that visibility, prestige and financing for growth are the
main reasons for going public. For large companies, outside monitoring is an
important benefit and for small firms, they see public offering as a source of
financing. Family-controlled firms, on the other hand, sees it as a bargaining power

with creditors without giving up on control.
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Roell (1996) concludes the subject that the real reasons of going public are
stock price, stocks that are easily convertible into cash and competition among
finance providers.

Additionally, Mayer Brown JSM, which is among the leading law firms in the
world (Mayer Brown JSM, 13.06.2018) has listed why firms go public:

e The need to provide additional capital in order to fund growth of the company

The need to give existing shareholders in the company an option to leave the
company all or part of their investment

e The need to convert an owner-managed company to a more widely-held

company with a non-owner management team

e The desire to enhance the profile of the company in the eye of related parties

such as customers, suppliers, investors and lenders

e The desire to create spin-off a particular division or line of business in order

to provide value to shareholders (Mayer Brown JSM, 2016).

Also capital structure theories could explain why a firm chooses to go public:

Market Timing Theory: Market timing theory is that firms issue new equities
when prices of the equity is high and when prices are low, firms buy back their
shares (Baker and Waurgler, 2002). Thus, companies' capital structure is affected by
fluctuation of prices (Popescu and Visinescu, 2009).

Pecking Order Theory: Pecking order theory suggests that a company prefer to
use internal financing as first choice rather than other financing methods. Theory
explains that firms prefer to invest with internal financing first then, by using debt
capital and lastly they would go for issuing equity (Al-Tally, 2014). Pecking order
theory highlights an hypothesis that if firms issue equity, it must have used all
retained earning and debt capacity. Thus it need more financing (Brau, 2010).

The Signalling Theory: This theory arises from information asymmetry between
management and stockholders. If firm is believed to be undervalued by managers,
they will issue debt as first choice then issue equity. On the other hand, if they

believe that firms is overvalued then they choose to issue equity first (Naidu, 2011).

12



1.6. ADVANTAGES AND DISADVANTAGES OF GOING PUBLIC

A public offering has advantages as well as disadvantages when a firm goes

to public. In order to understand, both advantages and disadvantages have to be

known by firm. In the following, literature is summarized, advantages and

disadvantages are discussed.

1.6.1. Advantages of Going Public

By considering following advantages, companies may decide to go public.

Aside from all, it may be enough for owner to go public and open a new way for

future growth when they consider the prestige company gains and acceptance by the
industry (Laiakis, 2010). Also, Ellingsen and Rydqvist (1997) argues that market

valuation rather than infusion of cash is the main benefit of initial public offering.

Figure 4: Main Advantages of Going Public

Source: Borsa Istanbul,

1.6.1.1.

2017.

Access to Public Capital Market

Liquidity
Promotion Institutionalization
Public Offering
Globalization Credibility
Funding

Public capital markets provide a way to obtain capital than private markets. It

lowers the cost and adds value to the company. Capital markets maximize purchasers

of securities. On the other hand, private companies are limited. They may choose
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either debt or private equity. That is generally made by counting assets as collateral
(Cifrino, et al., 2014).

1.6.1.2. Overcoming Borrowing Constraints

It is difficult for banks to calculate credit for companies which is not
publicly-traded. When compared to publicly-traded companies, banks take more
risks if they provide credit for a private company. Public offering gives bargaining
power to firms (Akkili¢ and Yildirim, 2017).

Going public is an alternative to the banks and it is a new way of finance
source. If a company with a large external funding deals with information
asymmetries, it may face high interest rates or even credit rationing (Pagano, et al.,
1995).

1.6.1.3. Liquidity and Harvesting the Wealth

The stock of the private corporation is not easy to convert into cash. If an
owner wants to sell some shares and find a buyer who is ready, price of the stock is
not set up (Ehrhardt and Brigham, 2011).

After an initial public offering, shares offered to the public provide an
opportunity to be bought and sold at price formed according to the supply and
demand of the market at the desired time in a stock exchange. This way makes shares
of existing shareholders easy to convert into cash (Serbest Piyasa Kurulu, 2010).
When stock is traded freely, it will provide public company an advantage of liquidity
and market valuation over privately-held company (Newman, 2001). When interest
in stocks exists in market, publicly traded company could raise more capital (Zozan,
2007).

For a company, a successful IPO can mean generating of important amount of
proceeds and it also means that it can hire more people, invest new infrastructure,
conduct more research and development and provide more products and services for
customers (Schultheis, et al., 2008).
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Table 2: Largest IPOs in the US

c v Exch Indust Deal Size
ompany ear xchange ndustry
(M)
Alibaba 2014 NYSE Technology $21,767
NTT Mobile | 1998 Tokyo Stock Exchange Telecom $18,099
Visa 2008 NYSE Technology $17,864
Hong Kong Stock ) )
AlA 2010 Financials $17,783
Exchange
ENEL SpA 1999 NYSE Utilities $16,452
Facebook 2012 NASDAQ Technology $16,007
General Consumer
2010 NYSE i ) $15,774
Motors Discretionary
Hong Kong Stock ) )
ICBC-H 2006 Financials $13,958
Exchange
Deutsche
1996 NYSE Telecom $13,034
Telekom
Dai-ichi ] ]
, 2010 Tokyo Stock Exchange Financials $10,986
Mutual Life

Source: Renaissance Capital, 12.06.2018.

1.6.1.4. More Dispersed Share Ownership

The scope of diversification is increased by going public (Pagano, et al.,
1995). Selling stocks in a public offering, allows the company to diversify owners
and thus reduces the riskiness of owners’ portfolio when compared to a privately
held company (Ehrhardt and Brigham, 2011).

Public firms can obtain required capital from large number of investors.
However, in private firms, mostly venture capitalists or investors called angel
provide most of the financing. Thus shareholders of publicly-traded firms are more
diverse than private firms. Also, it should be noted that, in private firms, large
investor or a small group of investors have more bargaining power on the firm than

the ones on the publicly-traded firms (Chemmanur and Fulghieri, 1999).
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1.6.1.5. Institutionalization

Public offering and being traded in a stock exchange, helps fasten
institutionalization process by control mechanism of the capital market (Cavusoglu,
2008).

Companies are required financial statements to be controlled and they are
obliged to inform their shareholders as well as the public. Independent audit
companies control firms’ financial statements after IPO (Zozan, 2007). Thus because
of the control mechanism of stock exchanges, modern management technics could be

obtained by the company (Baspinar, 2008).

1.6.1.6. Opportunity to Obtain New Corporate Cash

When a private firm wants to obtain cash by selling new stock, either existing
owners or wealthy investors is an option for it. The existing owner may not want to
put more money on the company or may be insufficient to provide any cash. When
outside investors do not have any right to vote, inside stockholders can make use of it.
Public offering opens information of firm to the public and firms are regulated by the
Securities and Exchange Commission. Thus, raising capital becomes easier for the
firm (Ehrhardt and Brigham, 2011).

The amount collected by selling shares to the public, is not a sum which is
obligatory to be repaid after a certain period and is not included as a liability on the
balance sheet. Funds collected in this way are included in the shareholders' equity
(Ayoglu, 2008).

1.6.1.7. Lower Debt-to-Equity Ratio
For a firm, having too much debt causes negative consequences. One of these
consequences is the interest rate that banks demand for the loan. In a public offering,

firm adds loan and lowers its debt-to-equity ratio. Thus firm could have better
conditions before going public when it is about to take a loan (Mateiciuc, 2009).
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1.6.1.8. Increased Employee Motivation and Retention

A company may choose to give stock as an incentive to employees firm sees
as valuable. Due to that it is beneficial to know the worth of those options (Ehrhardt
and Brigham, 2011). A stock-based compensation plan to attract and retain key
employees and managers give the opportunity to share in the financial success of the
firm (KPMG, 2015).

1.6.1.9.  Prestige and Higher Visibility

An IPO has the opportunity to create more diverse investor base. Distribution
of shares to the wider area can create awareness for what company provides. This
visibility may provide the company competitive advantage over privately held
companies in the same industry (KPMG, 2015). Customers have knowledge that the
company has made a lot of steps in order to be recognized in the industry (Laiakis,
2010). Also public companies have prestige and glamour over privately-held
companies. This may produce publicity for that company and may help it benefits its
product and business (Newman, 2001).

1.6.1.10. The Use of Stocks as Collateral
Initial public offering allows stocks of the firm to be bought and sold in a
stock exchange and stocks become liquid (Cavusoglu, 2008). After initial public
offering, firms gain ability to export debt securities or get credit from banks and by
using their stocks as collateral (Sayar, 2003).
1.6.1.11. Self-Dealings and Consumption of Perks
In a private company, when owners do not involve in the day-to-day

operations of the firm, then manager may have opportunities such as unethical self-

dealings, and personal transactions. When this situation occurs, manager gains full
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control and cost is distributed by all owners. If the company is publicly owned, such
transactions become much harder to arrange (Ehrhardt and Brigham, 2011).

1.6.1.12. Opportunity to Second Public Offering

After initial public offering, companies can go second public offering in order
to raise capital (Serbest Piyasalar Kurulu, 2016). Second public offering is made by
firms whose stocks are already publicly traded (Madura, 2014).

1.6.1.13. Other Advantages of Going Public

Stock Market Discipline: Additional ways to discipline management are
added when company goes public. Thus agency problems between shareholders and
managers can decrease (Pagano, et al., 1995).

Facilitates merger negotiations: Acquiring a company or being acquired by a
company becomes easier when having an established market price (Ehrhardt and
Brigham, 2011).

Increases potential markets: According to many companies which report,
their products and services are sold easily to possible customers after becoming a
public company (Ehrhardt and Brigham, 2011).

Publicly Observable Share Price: When a firm goes public, investors inside
and outside can observe the share price of the firm. Observable share price provides
outside investors to take action (Chemmanur and Fulghieri, 1999).

1.6.2. Disadvantages of Going Public
Although initial public offering has many advantages, companies also face

disadvantages of going public. Main disadvantages are disclosure and costs incurring

on the process and thereafter.
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1.6.2.1. Cost of Going Public

In a study of Ritter (1987), two cost components of going public are
presented: fixed costs and expenses. Registration fees, auditing fees, printing costs
are examples of fixed costs.

Even after the public offering, firm still has expenses. Examples are stock
exchange fees, accounting fees, and legal fees (Mateiciuc, 2009). Also a public
company must prepare reports in frequent periods. These can be costly (Ehrhardt and
Brigham, 2011).

1.6.2.2. Adverse Selection and Moral Hazard

When there is information asymmetry between investors and the issuing
company, investors may be willing to pay less for a stock of company (Mateiciuc,
2009). Thus this may result reduce in demand and underpricing of shares in the IPO
process (Marinkovic, et al., 2012). The situation is the result of adverse selection
problem (Mateiciuc, 2009). Listing aggregates information of investors thus reduces
adverse selection (Ellingsen, and Rydqvist, 1997).

1.6.2.3. Disclosure/Loss of Confidentiality

Stock exchanges require companies to apply their rules and reveal
information which may be significant for their advantage such as R&D or strategies
for marketing (Pagano, et al., 1995). This may cause management to devote a lot of
time in complying with the requirements of being public (Laiakis, 2010). Publicly
owned companies report operating data. The idea of being available of these data
may not be a wanted situation for managers and they may want others not to know
their net value (Ehrhardt and Brigham, 2011).

Campbell (1979) described why specific companies choose not to go public.
Because they might lose their confidentiality. They might lose their competitive
advantage and this information may be a knowledge that competitors do not have.
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1.6.2.4.  Less Incentive for Management

Ownership structure of firm, changes after the firm goes public (Mateiciuc,
2009). Portion of managers shrinks and more dispersed ownership might make
management less incentive. Thus it may result in lower performance according to
Jensen and Meckling (1976).

1.6.2.5. Focusing on Short-term Earnings

New investors often consider short-term profit. Thus, they may affect the
company become focused on their short-term earnings rather than focusing on long-
term growth. Even managers may make some decisions to increase short-term

earnings which might not be best interest in the long run (Mateiciuc, 2009).

1.6.2.6. Other Disadvantages of Going Public

Investor relations: Firms that went public, must inform investors on current
developments (Ehrhardt and Brigham, 2011).

Loss of control: Managers of public companies may have pressure on
generating earnings and they may be concerned about maintaining control (Ehrhardt
and Brigham, 2010).

Inactive market and/or low price: When the firm is small-scale, if its shares
are not traded regularly, the price of shares may not reflect the stock's true worth
(Ehrhardt and Brigham, 2011).
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Table 3: The Costs and Benefits of Going Public

Author Costs Benefits
Direct costs including
registration and o
) o Outside finance
Ritter (1987) underwriting costs, etc.

Indirect costs including

underpricing

Diversification

Holmstrom and Tirole
(1993)

Not explicitly identified

Increased liquidity and

outside monitoring

Booth and Chua (1996)

Underpricing

Improve liquidity

Brennan and Franks (1997)

Underpricing

Dispersed outside
shareholding

Zingales (1995)

Not explicitly identified

Lower cost of debt

Source: Pagano, et al., 1998.
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CHAPTER TWO
LITERATURE REVIEW ON POST-1PO PERFORMANCE

In this section, studies and articles about post-IPO performance and post-1PO
operating performance are reviewed.

Stock performance highlights that how well company perform and also gives
related parties a sense of movement after going public. It provides a way which
companies can be compared (Laiakis, 2010). Thus, alongside to the purpose of this
study, literature review of price performance and post-1PO operating performance is
made and studies are summarized.

The table shows number of papers that includes keyword “Post-IPO Stock

Performance” and “Post-IPO Performance” in databases.

Table 4: Number of Papers Available in “Post-IPO Stock Performance” and ‘Post-IPO
Performance” Related Publications from Different Electronic Databases

Databases Post-1PO Stock Performance Post-IPO Performance
Google Scholar 8,420 9,340

Science Direct 2,699 3,538

Jstor 2,466 3,177

Emerald Insight 685 838

Web of Science 76 171

EBSCOhost 19 130

Source: Author

Celik (2016) states that performances of initial public offerings are evaluated
in two ways, namely the price performance of the stock and the operational or
financial performance of the firms. Firstly, studies on the price performance of stocks
can be given as examples of Ritter (1991), Kiymaz (1997 and 2000), Kurtaran (2013),
Dagli and Kurtaran (2008).

2.1. LITERATURE REVIEW ON PRICE PERFORMANCE
When the literature is examined, it is seen that the first studies on public

offerings focus on issues such as the reasons for public offering, short and long-term

performance after post-1PO, public opening time and underpricing, (Wagner, 2006).
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2.1.1. Literature Review on Short-term Stock Performance

When international studies of underpricing and long-term performance of
stocks are examined, it seems that the underpricing is generally accepted, but there is
not yet a consensus on whether the underpricing advantage of long-term profitability
iIs maintained. Although most of the literature suggests that abnormal return is
reversing from positive to negative in the long-run (Ritter, 1991), there is also
evidence that positive return continues in the long-term (Dawson, 1987).

Stoll and Curley (1970) found that short-term performance of the first
publicly offered stocks was considerably greater than the index.

In a study conducted by Goergena, Khurshed and Renneborg (2009),
underpricing issue has been investigated in Germany and France. 325 IPOs between
1997 and 2000 in Germany and 158 companies offered to the public in France
between 1996 and 2000 have included. It is found that first-day average return is
52,89% in Germany and 21,06% in France.

Beccalli, Casu and Girardone (2006) studied relationship between stock
prices and efficiency. The sample of the study contains all banks that publicly traded
in France, Germany, Italy, Spain and the UK. Results of the study suggest that stock
prices seem to reflect efficiency.

Levis (1993) has examined returns of 712 initial public offerings in the period
between 1980 and 1988 in London Stock Exchange. In the study, it is found that
first-day average return of 712 companies is 14,30%.

How analysts' recommendations have an effect on stock returns is studied by
Panchenko (2007). Sample of the study consists of 36 large cap stocks from the US
stock market in period of 1997-2003. Findings suggest that there is a significant
effect of analysts' recommendations on the market.

Chalk and Peavy (1987) studied 649 firms that went public between 1975 and
1982. Mean return of their sample is 21,65%.

How Standard and Poor's ranking changes affect stock performance is
examined by Mulugetta, Movassaghi and Zaman (2002). In this short-term
performance analysis, the study shows announcement day and surrounding dates

show statistically significant results.
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Aggarwal and Rivoli (1990) studied 1598 initial public offerings in the period
between 1977 and 1987 in New York Stock Exchange. It is found that short-term
price performance of stocks is average 10,7%. According to the study, price
performance of stocks are positive until the first year but after it begins to decline.

Gildiken, Tupper, Nair and Yu (2016) studied how media coverage affects
stock performance of IPOs. 93 firms from NYSE and NASDAQ are included in the
sample. Results of the study show that stock price of IPO is significantly impacted by
coverage in credible financial media. Also it is found that uncertainty tone of the
media negatively affects stock price of IPO.

343 initial public offering in Chinese market is examined by Yu and Tse
(2006). They found that first day average abnormal return is 123,59%.

Studies focused on Turkey are summarized as follows:

In a study conducted by Giizelhan and Agar (1991), stock price performance
of 36 publicly-traded companies in 1989-1991 have been investigated. In the study,
abnormal returns are 2,6% in the first day, 9,5% in the first week, and 9,5% in the
first month and they conclude that underpricing issue exists in Turkey.

Erdem (1993), has investigated 64 companies in 1989-1992. Results show
that first day abnormal return is 57,11% and there are abnormal returns statistically
significant until following 30 days.

Unlii and Ersoy (2006) have studied short-term performance of stocks of 141
initial public offerings in 1995-2005. Results of the study show that underpricing has
been spotted at 91 stocks (64,54%) and 39 stocks (27,66%) had been overpriced. 11
stocks (7,8%) is priced at the same level with market. The average initial return of
the portfolio consisting of all stocks is 5,7% and cumulative market-adjusted return is
14,2%.

Savaskan (2005) examined 19 initial public offerings in IMKB in 2004-2005
and found that investors purchase stocks for the aim of speculation and if they fail on
the first day, they are willing to sell even if it is a loss.

Unlii and Ersoy (2008) have studied short-term performance of 112 initial
public offerings in 1995-2008. According to results of the study, 37 companies are
overpriced. Average first-day return is 6,52%.
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Kiymaz (1996) has examined price performance of 88 IPOs in industrial
sector. In the study, it is found that first-day average abnormal return is 12,2%.

Kiymaz (1997) have studied stock performance of 39 companies of financial
sector and found that first-day return of all companies is 15,3%. For sub-sectors, he
has identified 20,9% for banks, 10% for insurance, 5,5% for leasing/factoring and
18,5% for investment/holdings. When performance of stocks after first day is
observed, it is seen that first-day returns is replaced by negative returns.

Yalginer (2006), has studied underpricing by examining 93 initial public
offerings between 1997-2004. According to the study, first-day average abnormal
return is 7,2%.

Rhoades, Onder and Giiner (2004) studied how underwriter reputation affects
stock performance of 191 initial public offerings in 1993-2000 in istanbul Stock
Exchange. Findings show that initial day IPO returns are not affected by underwriter
reputation but they also state that there is a complex relationship between
underwriter reputation and IPO returns after factors determining price of IPO, are
controlled.

Teker and Ekit (2003) have examined performance of 34 initial public
offerings in 2000 in Istanbul Stock Exchange and they found that first 3-day
cumulative average abnormal return is 9,78% and in -7,21% at the end of 30th day
but they state that average abnormal return at the end of 30th day is not statistically
significant.

In Kiiciikkocaoglu's study (2008), 217 initial public offering in 1993-2005
have been examined. Results show that in Turkey, underpricing issue exists at an
important level.

In a study conducted by Aydogan and Yildirim (1991), first-day, twenty-day
and 100-day returns of 33 companies that went public in 1989-1991 are calculated.
First-day return is 1,2%, 20. day return is -0,81% and 100. day return is -18%. But
they states that results are not statistically significant.

A short-term price performance study is conducted by Altan and Hotamis
(2008). In the study, 67 initial public offerings in 2000-2006 has been examined and
results show that average abnormal returns are 6,78% for the first day, 1,49% for the
first week, 6,64% for the first month and 15,65% for three-month period.
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In a study of Ertas (2012), first day minimum raw return of 113 initial public
offerings in 1998-2007 is -18,2% and maximum raw return is 47,5%. Average raw
return is 9,2%. Also he states that minimum abnormal return is -18,9%, maximum
abnormal return is 44,7% and average abnormal return is 9% in the same time period.

In a study of Kiymaz (2000), 163 initial public offerings in 1990-96 have
been investigated. Average abnormal return of first day is 13,1%. Industrial sector,
financial sector and others are underpriced at 11,7%, 15% and 17,6% respectively.
Kiymaz also states that underpricing lasts for 4 weeks and then declines into -15,1%
at the end of third month.

Acikgoz and Gokkaya (2017) studied initial returns and volatility by using
initial public offerings in Turkey in 1998-2013. Results show underpricing exists in
IPOs. Also they state that on the month firm went public, a positive relation exists
between their volatility and initial returns.

Akkilig and Yildirim (2017) studied 19 initial public offerings in Istanbul
Stock Exchange in 2014-2016. Results of the study show that underpricing exists in

initial public offerings in Istanbul Stock Exchange.

2.1.2. Literature Review on Long-term Stock Performance

In the study conducted by Agathee, Sannassee and Brooks (2014), 44 listed
companies in the period between 1989 and 2010 have been examined. Results show
that, 3-year cumulative average-adjusted return is -16,5%.

In the study conducted by Buser and Chan (1987), the two-year performances
of 1078 stocks belonging to the companies publicly offered for the first time between
1981 and 1985 were evaluated and it was determined that the first-day performance
was 6.2% higher than the index results.

Ritter (1991) found in his study of 1,526 companies in the period between
1975 and 1984 in United States of America that the cumulative adjusted abnormal
return was positive in the first 4 months after the public offering, but after returning
to the second month, it tended to decrease and returned negativity at the 5™ month,
and in the 36" month eventually reaching -29.13% of the cumulative adjusted

abnormal returns.
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Ljunggvist (1997) has found that stock returns that were offered to the public
after 15 months fell in his study consisting of 189 companies publicly traded in
Germany in 1970-1993.

Lyn and Zychowicz (2003) examined the performance of stocks of IPOs, 103
in Poland and 33 in Hungary in the period between 1991 and 1998. The market
adjusted returns were -3,32%, 1,18%, -4,92% in Hungary, -4.11%, 3.40% and -
24.44% in Poland in one, two and three years respectively.

Peng (2008) examined the long-term performance of 166 initial public
offerings in China in 2000-2002. The results of study show that market-adjusted
cumulative abnormal returns for the three-year period following the initial public
offering are -32.02%.

Dawson (1987) has studied short and long-term stock performance of initial
public offerings between 1978-1983 in stock exchanges of Hong Kong, Singapore
and Malaysia and found that stocks in Hong Kong and Singapore have experienced
abnormal returns in first-day but in after that, it turned negative. On the other hand,
in Malaysia, abnormal returns continued to exist after first-day abnormal returns. For
stock performance in the long-term, returns recorded in the study are 9,3% for Hong
Kong, 18,2% for Malaysia and -2,7% for Singapore.

Ritter and Welch (2002) has studied initial public offerings in the USA.
According to this study containing 6,249 companies, average first-day return is
22,6%. In long-term, when the return is market-adjusted, it goes far negative value
which is -23,4%.

In the study of Chen, et. al. (2000), 277 A shares and 65 B shares have been
evaluated by using BHAR. Results show that, at the end of third year, average
abnormal return of A shares is -21,20% and average returns of B shares is -44,28%.

Houge and Loughran (1999) have studied 393 initial public offerings of
banking sector in 1983-1991. They have examined 5-year performance and found
that first day average return is 6,4%. Along with that, if stocks are hold by investors
for 5-year period, return is experienced as -21,4%.

Dhamija and Arora (2017) studied 377 Indian companies that went public
during the period 2005-2015. Both BHAR and CAR methods are used in the study.

The results of the study show that Indian IPOs outperform broad market but in the
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long-run there is a significant underperformance. The IPOs have -57,33% buy-and-
hold abnormal return over 36 months after the offering. 10% of the sample
outperformed the index used as benchmark.

Ozdemir and Kizildag (2017) studied francising and post-IPO performance.
The main purpose is to examine whether franchising activity is priced in the financial
market and how franchising firms differ from non-franchising firms at the time of
offering and these two firms are compared. The results show that franchising affects
post-IPO benchmark adjusted cumulative abnormal returns in a positive way over
three-year period.

Gompers and Lerner (2003) studied 3,661 U.S. IPOs from 1935 to 1972.
They state that the sample showed underperformance when buy-and-hold abnormal
returns are used. When cumulative abnormal returns are used, underperformance
disappears. Calendar-time analysis shows that IPOs have returns as much as market.
In the study, Fama-French regressions are used but results are insignificantly
different from zero. Thus they suggest no abnormal performance.

Espenlaub, Gregory and Tonks (2000) examined IPOs in the UK. The study
consists of IPOs in the period 1985-1992 and they examined long-term returns. In the
study, a number of methods are compared. Results of the study show that, after the
first 3 year, there are negative abnormal returns. However, over the 5 years after IPO,
negativity of returns are less than the first 3 year. Also, significance of
underperformance is less marked when calender-time approach is used on measuring
returns.

Chinese small and medium enterprises are studied by Gao, Cong and Evans
(2015). Relationship between earnings management and IPO performance is
examined in the study. The sample consists of 464 IPOs from Shenzen Stock
Exchange SME board during 2006 and 2010. Findings of article show that higher
level of total discretionary accruals before IPO is related to higher underpricing level
and weaker long-run performance. Also, Chinese small and medium enterprises have
positive 3-year long-term stock returns. They state that Chinese SME IPOs show
different behavior when compared to main board firms.

Relationship between directors' dealing and post-1PO performance is studied
by Hoque and Lasfer (2015). The sample consists of 1117 IPOs from London Stock
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Exchange. Their study show that, when directors are net seller, positive long-term
returns are more likely to be obtained. However, when directors are net buyers, IPOs
underperform significantly.

Dong and Michel (2012) examined short and long-run IPO retuns and their
relationship with IPO growth prospects. The sample consists of 7,570 IPOs from
1982 to 2007. Industry-level growth measure is used in the study. Their findings
show that, before Internet bubble period (1999-2000), IPOs in industries that have
high growth prospects gain high first-day and long-term returns lasting three-years
following the offering. However, the effect of industry-growth reverses during the
Internet bubble period.

Zaremba and Szyszka (2016) studied post-IPO underperformance on Central
and Eastern European markets. They examined long-term performance of 1100
stocks from 11 countries for the period 2002-2014. Their results show that old
companies perform better than young companies.

Anderloni and Tanda (2016) studied green energy companies. They examined
long-term performance. All energy companies that went public between 2000 and
2014 are included. The study shows that there is a lower underpricing on green
energy companies. In the long-term performance of green energy companies is
similar to non-green ones.

Stock performances of America's corporate citizens considered as best are
examined by Brammer, Brooks and Pavelin (2009). Short and long-term
performances are measured in the study. Results show that, firms in Top 100 create
little but positive cumulative abnormal return.in 21-trading day but mostly not
statistically significant. Also study study suggests that companies that are newly
listed as good citizens and companies in the list but not included in S&P500 tend to
provide considerable positive abnormal returns.

Liu, Uchida and Gao (2012) studied how political connections affect long-
term stock performance of IPOs in China. The sample consists of initial public
offerings between 2000 and 2007. Results of the study show that firms that have
political connections are likely to have better performance.

How Six Sigma affects on stock performance is examined by Goh, Low, Tsui

and Xie (2003). Two issues is examined. Time that Six Sigma implementation is
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announced and long-term performance of those companies. Results of the study
show that on the event day, abnormal returns are not significant and Six Sigma
companies did not outperform S&P500 significantly.

Guo and Zhou (2014) studied innovation capability and post-offering
performance of biotech companies. Sample of the study consists of 151 biotech
companies from 1991 to 2009. Findings show that innovation capability is crucial to
stock performance. If biotech firms are able to expand their research and make
progress, they are likely to succeed in the long-term.

In the study of Zhang, Jiang and Guo (2017), how haze pollution affects stock
performance is examined. Results of the study indicate that haze pollution affects
negatively on stock performance.

Drobetz, Kammermann and Wilchli (2005) examined long-term performance
of IPOs in Switzerland from 1983 to 2000. Results of the study show that average
market adjusted initial return is 34,97%. Also their findings on long-term
underpricing is due to that IPO firms tend to be small firms.

Huang and Zong (2017) examined stock performance of socially responsible
companies that ranked in Corporate Responsibility Magazine. 100 companies in the
US are included. Monthly stock returns of these companies are calculated and
evaluated with S&P500 which is selected as market index. The results show that
these companies performed better than market in terms of monthly stock returns. In
the study, selected companies is narrowed down to Top 75, 50, 25 and 10 firms. As

they narrowed, the difference between firms' return and market return also shrank.

Table 5: Studies on Initial Public Offerings around the World

Country Author(s) Years IPOs
USA Ibbotson, Sindelar and Ritter 1960-96 13308
Germany Ljungqvist 1978-92 170
Australia Lee, Taylor and Walter 1976-89 266
Austria Aussenegg 1964-96 67
Rogiers, Manigart and Ooghe 1984-90 28
Brazil Aggarwal, Leal and Hernandez 1979-90 62
China Datar and Mao 1990-96 226
Denmark Bisgard 1989-97 32
Finland Keloharju 1984-92 85
France Husson and Jacquillat; Leleux and 1983-92 187
Muzyka
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The Netherlands Wessels; Eijgenhuijsen and Buijs 1982-91 72
India Krishnamurti and Kumar 1992-93 98
Hong Kong McGuinness; Zhao and Wu 1980-96 334
England Dimson; Levis 1959-90 2133
Spain Rahnema, Fernandez and Martinez 1985-90 71
Israel Kandel, Sarig and Wohl 1993-94 28
Sweden Rydqvist 1980-94 251
Switzerland Kunz and Aggarwal 1983-89 42
Italy Cherubini and Ratti 1985-91 75
Fukuda; Dawson and Hiraki;
Japan Hebner and Hiraki 1970-96 975
Canada Jog and Riding; Jog and Srivastava 1971-92 258
Korea Dhatt, Kim and Lim 1980-90 347
Malaysia Isa 1980-91 132
Mexico Aggrawal, Leal and Hernandez 1987-90 37
Norway Emilsen, Pedersen and Saettern 1984-96 68
Portugal Alpalhao 1986-87 62
Singapore Lee, Taylor and Walter 1973-92 128
Chile Aggarwal, Leal and Hernandez 1982-90 19
Taiwan Chen 1971-90 168
Tailand Wethyavivorn and Koo-smith 1988-89 32
New Zealand Vos and Cheung 1979-91 149
Greece Kazantzis and Levis 1987-91 79
Indonesia* Hanafi 1989-94 106
Nigeria* Ikoku 1989-93 63
Philippines* Sullivan, and Unite 1987-97 104
Belgium* Rogiers, et al. 1984-90 28
Poland* Aussenegg 1991-98 149

Source: Ritter, 1998 and *Ritter, 2000.

Studies focused on Turkey are as follows:

In these studies conducted in Turkey, some of them examined both short and long-
term stock performance of IPOs.

In a study conducted by Kurtaran (2013), she investigated initial public
offerings in Turkey in 1994-2009. Results show that underpricing level is high and
due to that investors gain high returns on the first day. Also in the study, she has
classified returns by sectors and noticed that the manufacturing sector has the highest
abnormal return. Sector that favors its investor in the short-run is other organizations
sector according to the cumulative returns method. On the other hand, according to
the buy-and-hold return method, the same sector has experienced low performance.
In the long-run, according to cumulative return method, the highest return belongs to

wholesale and retail trade, restaurants and hotels sector, and according to buy-and-
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hold return method, financial sector has the highest return. The lowest return is
experienced by technology sector.

In his study, Ozer (1999) has studied the long-term performance of 89 IPOs
between 1989 and 1994. According to long-run performance results of this study,
returns followed by a decreasing trend within 500 days after the IPO and then
followed by an increasing trend. However, the return at the end of the 500-day period,
he found that the return at the end of 500-day period was under the return at the end
of second week.

Unlii (2006) examined the 3-year performance of stocks of publicly offered
banks between 1990-1995. According to the results, banking sector shares have a
negative return in one and two year periods. In the three year period, it has a
performance over market performance.

Kirkulak (2010) has studied 5-year long-run performance of initial public
offerings in Istanbul Menkul Kiymetler Borsas1 (IMKB) in 1995-2004. The study
shows positive return at short-run and negative return at long-run. Average first day
return is 8,26% and he revealed that there is an underpricing issue on first-day
returns at IMKB. He also used buy-and-hold return in order to calculate long-run
performance. Results show that stocks which have high return at first-day, also have
high returns at long-run and large companies make investors earn more than small
companies.

Diizakin (1998) conducted a study containing 92 publicly-traded companies
in 1994-1997. She examined short and long-term price performance. Results show
that first day average abnormal return is 6%, average abnormal return at the end of
third year is -37,2% but daily, weekly, monthly and yearly returns are not found as
statistically significant.

Performance of 70 IPOs in long-term in 1992-1995 is examined by Karan and
Ayden (2000). Results show that in terms of long-term investment of stocks, there is
no statistically significant result.

Durukan (2002) investigated 173 initial public offerings in 1990-1997 and
found that initial public offerings are underpriced at 14,61%. In the study, also 12,
24 and 36-month performance of initial public offerings is examined. Abnormal

returns of IPOs declines at the end of first year, but on the second year, it begans to
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rise and on the third year, it declines. In the study, only abnormal return at the end of
24th month is found statistically significant.

In the study of Erdem and Erdem (2008), relationship between efficiency and
stock performance of Turkish banking sector during the crisis period is examined.
Data envelopment analysis is used for the time period 1998 to 2004 in the study.
Average efficiency of banks decreased in 2001 and started to increase after 2001
except 2003 when the financial crises affected banks. During the time period, six
banks at least happened to be technically efficient.

In a study conducted by Bildik and Yilmaz (2008), 234 initial public
offerings in 1990-2000 are examined. In the study, findings show that abnormal
return of the first day is 5,94% and long-term cumulative abnormal return is -84,5%.

Kaya (2017) evaluated companies on Borsa Istanbul. In the study, IPOs’
performance in the long-term in 2002-2006 is examined whether abnormal return is
obtained or not. These stocks are examined for 1, 3 and 5-year period by using buy-
and-hold abnormal return method. Findings show that, average abnormal return of
portfolios for 1, 3 and 5-year period is -13,2%, 19,4% and 79,2% respectively. In the
study, 5-year abnormal return is found statistically significant.

Table 6: Studies on Stock Performance Focused on Turkey

Author IPOs Years
Kiymaz (1996) 88 1990-95
Ozer (1999) 89 1989-94
Kiymaz (2000) 163 1990-96
Durukan (2002) 173 1990-97
Sevim, and Akkog (2006) 185 1990-99
Kiigiikkocaoglu (2008) 217 1993-2005
Unlii, and Ersoy (2008) 112 1995-2008
Unlii, et al. (2009) 136 1992-2005
Kirkulak (2010) 150 1995-2004
Altan, and Hotamis (2008)* 67 2000-06
Kaya (2017)* 38 2002-06
Tas, and Menemencioglu (2004)* 136 1990-2002

Source: Tiikel (2010), *added by Author
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2.1.2.1. Long-Term Performance Studies Focused on Shipping

In this section, number of studies focused on shipping companies’ initial
offering is summarized:

For the first time, shipping IPOs’ performance is studied by Grammenos and
Arkoulis (1999). Sample of the study consists of 27 companies from 1987 to 1995
and they are examined for 2 years. Findings show that portfolio underperforms the
index chosen for the study by 36,79% by the end of second year.

Klova (2017) has studied IPO underpricing in shipping sector using a sample
of 60 shipping IPOs from four stock exchanges, namely New York Stock Exchange
(NYSE), NASDAQ, London Stock Exchange (LSE) and Oslo Bors (OSE). Findings
show that average underpricing is 2.8% in the sample.

Gounopoulos, et al. (2009) have examined 143 global shipping companies
that went public during the period of 1984-2007 in large stock exchanges. They used
buy-and-hold abnormal returns (BHAR) and cumulative abnormal returns (CAR) and
found that in the long-term, after five month-holding period, Shipping IPOs
underperform.

Also in the study of Merikas, Gounopoulos and Karli (2010), returns of
shipping IPOs in the US are examined. 61 shipping companies in 1987-2007 are
included in the sample. Buy-and-hold abnormal returns and cumulative abnormal
returns are used. Findings show that these IPOs are underpriced by 4,44% by average
and returns by BHAR are 7,50%, 7,73% and 3,26% for 1, 2 and 3-year holding
period. They also state that no guaranteed investment exists for long-term shipping
IPOs.

2.2. LITERATURE REVIEW ON POST-IPO OPERATING
PERFORMANCE

In a study conducted by Jain and Kini (1994), operating performance of 682
initial public offerings are examined. Results show that there is an important decline
in operating performance after the offering. Additionally post-IPO operating

performance has significantly positive relationship with equity retention by the
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original entrepreneurs, but relation does not exist between post-IPO operating
performance and underpricing level.

Balatbat, Taylor and Walter (2004) studied 313 initial public offerings in
Australia. Results show that after the offering, operating performance of companies
went worse during 4-year period.

In the study of Kutsuna, Okamura and Cowling (2002), effect of ownership
structure pre- and post-IPOs on operating performance of JASDAQ companies is
examined. Results show that operating performance of companies vary according to
the managerial ownership, age and size of the firm.

In the study of Wang (2005), changes in operating performance of Chinese
firms that went public are examined. Study focused on the effect of ownership and
ownership concentration on IPO performance changes. Wang states that, in post-
issue operating performance a sharp decline occurred. Also study shows that change
in operating performance is not associated with state ownership or concentration of
ownership.

Pereira, and Sousa (2016) studied post-IPO operating performance of 555
European firms that offered to public in period of 1995 and 2006. Study show that a
decline is seen in post-IPO operating performance of firms. Also, firms in emerging
European countries perform worse than those in developed European countries.

In the study of Loughran and Ritter (1997), examination is made to seasoned
equity offerings. Study shows that operating performance of issuing firms show
improvement on pre-1PO period but after it worsens.

Kitsabunnarat, and Nofsinger (2004) studied operating performance of Thai
firms after their offerings. They state that performance declines in overall. Study also
shows there is a positive relationship between managerial ownership and
performance change in firms with 'low' and 'high' levels of managerial ownership.
However, firms with ‘intermediate’ levels of ownership experience negative
relationship between managerial ownership and performance change.

Coakley, Hadass and Wood (2007) examined operating performance of UK
IPOs 1985-2003. The sample contains 316 venture-backed and 274 non-venture
companies. Results show there is a strong relationship between venture capital

certification and operating performance in the non-bubble years.
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Operating performance of IPOs in China is examined by Chi, and Padget
(2006). They also examined whether there is a relation between operating
performance and both short and long-term market returns and short-term
underpricing. Study shows that listing causes a change for the worse in profitability,
sales-growth rates and efficiency but it affects sales in a positive way. Also study
shows that underpricing has an insignificant power on prediction of post-IPO
operating performance.

Cai, and Wei (1997) studied long-term stock returns and the operating
performance of 180 IPOs on the Tokyo Stock Exchange during 1971-1992 period.
Study shows that managerial ownership has no relationship with breakdown in post-
issue operating performance.

Chi, Mcwha and Young (2010) studied the performance and survivorship of
initial public offerings in New Zealand for the period 1991 to 2005. Results show
that there is a proof of existence of underpricing and underperformance in New
Zealand. It is reported that operating performance of these New Zealand firms does
not change significantly after going public. Market performance of IPOs is affected
by underpricing, size and operating performance. In the subject of survival, most of
the firms delisted is merger and acquisitions rather than failed firms and failed firms
have higher market volatility.

Chen and Liang (2016) studied operating performance of IPOs. They state
that venture capital backed initial public offerings underperform non-VC backed
IPOs when there is an excess cash on firms. They also add that higher excess cash
may motivate firms to spend money on wasteful investments.

Roles of institutional investors before and after IPO are subject of the study
conducted by Lo, Wu and Kweh (2017). The results of the study show that before
IPO, accrual-based earnings management is facilitated by institutional investors but
after the IPO, it is restrained. High post-1PO stock returns and operating performance
is experienced by firms having high institutional ownership. Also capital market
behaves positively on monitoring function of institutional investors.

There is also studies conducted in Turkey on this subject. These studies are

summarized as follows.
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Ownership structure and performance of 70 firms is examined by Samiloglu
and Unlii (2010). Results indicate that statistically significance is not found in
relationship of ownership structure and performance.

Effect of mergers and acquisitions on operating performance of firms is
examined by Ilarslan (2011). Results of the study show that mergers have an impact
of increase on operating performance.

Bulut, Cankaya and Er (2009) have conducted a study on IMKB. The focus
of the study is effect of management-ownership on operating performance. The study
contains 205 IPOs in the period between 1992 and 2000. Analysis shows that
relationship exists between management-ownership level and post-IPO operating
performance. Study shows that firms that have low level of management-ownership
experience higher underpricing than firms that have high level of management-
ownership. Also, high level companies perform better than low level companies.

Bulut (2008) examined the relationship between investment bank and post-
offering operating performance. In the study various operating performance
measurements are used and investment banks that have high prestige, and investment
banks that have low prestige, are compared. 175 initial public offerings are examined
in 1992-2000. Results show that no relation appeared between investment bank and
post-1PO operating performance.
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Table 7: Studies on Post-IPO Operating Performance

Author(s) Years Country
Jain, and Kini (1994) 1976-1988 USA
Loughran, and Ritter (1997) 1979-1989 USA
Mikkelson, et al. (1997) 1980-1983 USA
Cai, and Wei (1997) 1971-1992 Japan
Bulut (1997) 1992-2000 Turkey
Chui, et al. (2001) 1990-1997 China
Kutsuna, et al. (2002) 1996-1997 USA
Goneng, and Karacaer (2002) 1991-1996 Turkey
Napompech (2002) 1980-2000 USA
Wang (2005) 1994-1999 China
Albez (2003) 1995-2001 Turkey
Alper, and Giivenger (2006) 2003-2007 Turkey
Kim, et al. (2004) 1987-1993 Tailand
Yiikseltiirk (2006) 1994-2001 Turkey
Aydm (2005) 2003-2005 Turkey
Chi, and Padget (2006) 1996-1997 China
Coakley, et al. (2007) 1985-2003 England
Jain, and Kini (2008) 1980-1997 USA
Suzuki (2008) 1997-2002 Japan
Zhang (2008) 1991-1999 USA
Bulut, et al. (2009) 1992-2000 Turkey
Chi, et al. (2010) 1991-2005 New Zealand
Samiloglu, and Unlii (2010) 2002-2007 Turkey
Unlii (2011) 2004-2008 Turkey
Wong (2012) 1991-2000 Hong Kong

Source: Kiiglikcayl, 2013.
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CHAPTER THREE
POST-IPO STOCK PRICE PERFORMANCE

3.1. THE AIM OF THE STUDY

This study aims to evaluate stock performances of global shipping companies
which has offered and traded in a stock exchange and tries to explain short-term
trend in terms of abnormal return. Study examines 21-day short-term performance in
terms of stock exchanges for investors’ side. It is aimed to be an addition to literature

on the subject of post-IPO stock performance in shipping sector.

3.2. DATA

List of companies included in study are collected from their respective
websites and information about shipping companies in Oslo Bors has been obtained
by e-mail coming directly from Oslo Bors.

Data consisting of companies’ close prices is retrieved from Yahoo! Finance.
Morningstar, Inc. and Commodity Sistems, Inc. (CSI) are providers of data to
Yahoo! Finance (Yahoo! Finance, 13.07.2018).

Data consists of 46 companies which went public between 2000 and 2018.
While selecting companies, all companies that were offered to the public within the
time period were included in the sample.

Sample of this study is created from companies of selected stock exchanges.
These stock exchanges are:

e NASDAQ
e NASDAQ Copenhagen
e New York Stock Exchange
e Oslo Bors
Companies included in the sample are distributed by their public offering

years and presented in the following table.
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Table 8: Distribution of IPOs by Year in the Study

Year Number of IPOs
2000 8
2001 1
2002 1
2003 N/A
2004 2
2005 8
2006 2
2007 6
2008 3
2009 N/A
2010 2
2011 1
2012 N/A
2013 1
2014 3
2015 4
2016 1
2017 N/A
2018 2

Source: Author

In the sample, 10 publicly offered shipping companies have been selected
from NASDAQ. Also, 4 companies from NASDAQ Copenhagen have been included

into the sample and calculated separately.

Table 9: Companies Selected From NASDAQ

Company Ticker Company
CPLP Capital Product Partners L.P.
DCIX Diana Containerships Inc.
DRYS DryShips Inc.
EGLE Eagle Bulk Shipping Inc.
ESEA Euroseas Ltd.
PXS Pyxis Tankers Inc.
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SHIP Seanergy Maritime Holdings Corp
SBLK Star Bulk Carriers Corp.
GASS StealthGas, Inc.
TOPS TOP Ships Inc.
DFDS DFDS A/S*
MAERSK-A A.P. Moller Maersk (Shares A)*
MAERSK-B A.P. Moller Maersk (Shares B)*
ERRIA Erria A/S*

Source: NASDAQ and *NASDAQ OMX Nordic, 03.06.2018.

9 publicly-traded companies in the sample have been selected from Oslo

Stock Exchange.

Table 10: Companies Selected From Oslo Stock Exchange

Company Ticker Company
WWwWIB Wilh. Wilhelmsen Holding ser. B
BEL Belships
ODF Odfjell ser. A
ODFB Odfjell ser. B
WWI Wilh. Wilhelmsen Holding ser. A
JIN Jinhui Shipping and Transportation
AMSC American Shipping Company
WWL Wallenius Wilhelmsen Logistics
TEAM Team Tankers International

Source: Oslo Stock Exchange

In the sample of 46 shipping companies, there are 23 shipping companies

from New York Stock Exchange.

Table 11: Companies Selected From New York Stock Exchange

Company Ticker Company
CMRE Costamare Inc.
DAC Danaos Corporation
DHT DHT Holdings, Inc.
DSX Diana Shipping inc.
LPG Dorian LPG Ltd.
EURN Euronav NV
FRO Frontline Ltd.
GNK Genco Shipping and Trading Limited Warrants
GNRT Gener8 Maritime, Inc.
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GSL Global Ship Lease, Inc.
HMLP Hoegh LNG Partners LP
INSW International Seaways, Inc.
NVGS Navigator Holdings Ltd.
NM Navios Maritime Holdings Inc.
NMM Navios Maritime Partners LP
SB Safe Bulkers, Inc
SALT Scorpio Bulkers Inc.
SMHI SEACOR Marine Holdings Inc.
SSW Seaspan Corporation
SFL Ship Finance International Limited
TGP Teekay LNG Partners LP
TNK Teekay Tankers LTD
TNP Tsakos Energy Navigation Ltd

Source: Top Foreign Stocks and NASDAQ, 03.06.2018.

3.3. METHODOLOGY

The most appropriate metric to use in order to measure post-offering stock
performance is a matter of disagreement (Fama, 1998). Currently, there are three
popular ways to measure post-offering stock performance:

e Buy-and-hold abnormal return (BHAR)
e Cumulative average adjusted return (CAAR)
e Fama-French model (Gao, et al., 2015).

Gounopoulos et al. (2009) stated that Brav et al. (2000), Drotbetz et al. (2005),
and Alvarez and Gonzalez (2005) showed that performance is highly dependent on
the methodology selected for evaluation.

As an example for studies using different methodologies, Chang et al. (2010)
have evaluated the IPO stock performance using three approaches: pooled
regressions using buy-and-hold returns, Fama-MacBeth regressions using post-IPO
monthly returns, and the Fama-French three factor model (Chang, et al., 2010).

In this study, for evaluation of performance of global shipping companies,
methodology used is event study.

Event studies are applications that used capital asset pricing model widely.
They attempt to identify whether an event in market or life of a company, affected

performance of the company (Beninga, 2014).
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Shortly, capital asset pricing model is an important theoretical development.
One of the major application of capital asset pricing model (CAPM) is to measure
cost of equity capital. To explain shortly, CAPM states that cost of equity capital is
equal to risk-free rate plus a risk premium. Riskiness of a stock relative to the market
and difference between market rate of return and risk-free rate determine the risk
premium. Riskiness is determined by beta which indicates how stock is relative to
the market. It is calculated by regressing stock and an index of a market like
Standard and Poor's Index for 500 Common Stocks (S&P500) and risk-free rate is
generally 91-day treasury bills (Droms and Wright, 2015).

How a new information has an effect of the price of security is measured by
an event study. Especially, the hypothesis that an event will create an effect on the
value of a firm/firms and this effect will be visible on the prices of securities is
researchers’ concern (Dutta, 2014).

Aim of an event study is to determine if an event created unnatural movement
of company's share price (Beninga, 2014). For instance, in order to determine
whether earning announcement will have an impact on stock prices, event study may
be conducted (Dutta, 2014).

On this subject, Dutta (2014) states that accounting, finance and economics
uses event study methodology extensively. Events in various types are studied with
this methodology. Takeover announcements, CEO resignation announcements, and
competitor bankruptcy announcements may be an example. Econometric techniques
are used to measure effects of an event on the value of a firm in such methodology
(Dutta, 2014).

In an event study, there is a calculation of abnormal returns. Abnormal
returns are the difference between realized return and its expected return. This
expected return is generally measured by market model which requires market index
for estimation. Also, in order to see the total impact, cumulative abnormal return is
calculated (Beninga, 2014).

An event study includes three time frames: the estimation window, the event

window, the post-event window.
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The event window is the time frame consisting of the actual event date. It
generally starts before a few trading days before. The length is generally 3, 5 or 10
days. This helps to investigate whether there is a leakage of information.

The estimation window is a time frame that usually has a length of 1 calendar
year or minimum it should have 126 trading days. Estimation window is used in
order to determine normal behavior of returns of the firm. Mostly regression is used
for it.

The post-event window could have a length of 1 month or years. It is used to
measure longer impact of the event (Beninga, 2014).

There are many ways to estimate abnormal returns. Two of these ways are
buy-and-hold abnormal return and cumulative abnormal return. In short-term
calculation, these two are very alike. For long-term calculation, BHAR seems better
as a concept (Bauer, 22.08.2018) and it became standard method for long-term
abnormal return calculation (Barber and Lyon, 1996).

In this study, cumulative abnormal return method is used.

When market model is used in event study method, beta which shows the
relation between market and stock should be used but due to that initial public
offerings have no historical price data, beta is assumed to be equivalent to 1 (Kiymaz,
1997).

Similar to Gounopoulos, et al. (2009), cumulative abnormal return method is
used on calculation of abnormal returns. This study’s sample is selected from global
shipping companies in the period between 2000 and 2018 and due to that it presents
more recent results than other studies. Also, comparison of portfolios created from
stock exchanges is what it differs from other studies.

Firstly, in the study, the raw returns of the stocks on the first trading day are
calculated. The result obtained from raw returns does not fully reflect the market
psychology of the day. Because the performance of the related stock exchange index
is not considered in these calculations. On the other hand, the fluctuation experienced
in the market on the day when the initial public offering will see the first transaction
can affect the performance of the stock. In order to neutralize the performance of
such a stock, an abnormal return of the stock has been obtained by the raw return of

the stock minus the market return (Otlu and Olmez, 2011).
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Figure 5: Calculation Order
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Source: Author

3.3.1. Calculation Of Abnormal Return

Definition of abnormal return by Morningstar, Inc. is the difference between
the expected return of a security or portfolio and its actual return (Morningstar, Inc.,
15.07.2018). A security's expected return could be calculated by using different
models. The simplest model is the market-adjusted model. In market-adjusted model,
you need actual return of security and the actual return of market index (Beninga,
2014). Abnormal returns are dependent on actual returns. Whether actual returns are
higher or lower, so abnormal returns could be positive or negative (Morningstar, Inc.,
15.07.2018).

Return of the share i at the time t is calculated by using the formula below:

Rit= (Pit / Pit1) -1
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In the formula above,
Pi = close price of share i at the time of t,
Pit-1 =represents close price of share i at the time of t-1

Rit = raw return of stock at the time i

In order to calculate market return, formula below is used:

Rm,t= (Pm,t / Pm,t-l) '1

In this formula;
Rm,t = market return at the time t
Pm,t = close price of market at the time t

Pm,t-1 = close price of market at the time t-1

In order to calculate market return, a general index is defined for each stock
exchange as Gounopoulos et al. (2009) did in their study. Composite or all-share
indices are selected for calculation. Raw returns of the companies in the stock
exchanges are adjusted by using market returns of their respective indices.

Indices used in this study are;

NASDAQ Composite Index for NASDAQ),

NYSE Composite Index for NYSE,

OMX Copenhagen 20 Index for NASDAQ Copenhagen,

Oslo Bors Benchmark Index for Oslo Stock Exchange.

It must be noted that OMX Copenhagen 20 and Oslo Bors Benchmark Index
are selected due to the absence of composite or all-share indices data of these stock
exchanges at Yahoo! Finance.

Abnormal return of the stock i at the time t is calculated by substracting raw
return of the stock at the time t from market return at the time t. The formula of

abnormal return calculation is:

ARi,t = Ri,t - Rm,t
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In the formula above,

ARi: = abnormal return of stock i at the time t
Rit = raw return of stock i at the time t

Rm,t = market return at the time t

3.3.2. Calculation of Average Abnormal Return

After the calculation of abnormal returns, average abnormal return is

calculated by the formula below:

n AR
AARt= 1=0 Lt

In the formula above;
AAR: = average abnormal return
ARit = abnormal return of stock i

n = number of stocks

Average abnormal return is equally-weighted arithmetic mean of abnormal
returns. It is calculated by the sum of abnormal returns of n stocks divided by

number of stocks at the time t.
3.3.3. Calculation of Cumulative Abnormal Return

Cumulative abnormal return is defined by NASDAQ as sum of differences
between the expected return on a stock and the actual return often used to evaluate
the impact of news on a stock price (NASDAQ, 15.07.2018). Cumulative abnormal
return for stock i, sum of abnormal returns from time t to time s as indicated in the

formula below:
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S
CARi(q,S) = zARi,t
t=q

3.3.4. Calculation of Cumulative Average Abnormal Return

Cumulative average abnormal return is the sum of average abnormal returns.
Cumulative average-adjusted return of portfolio i from the time q to time s is

calculated by formula below:
S
CAARq = ) AAR
t=q
3.3.5. Calculation of T-Statistics

In order to measure significance, t-statistics is calculated by mean of
abnormal returns at the time t is divided by standard error of the mean. Standard
error of mean is calculated by IBM SPSS Statistics 23.

The t-statistics is calculated in the formula below:

AAR,

t=———
S.E.(AR))

In the formula below, 6(AR,) is standard deviation of abnormal returns and it

is used for calculation of standard error. n shows number of observations:

S.E.of AR, = “(ARt)/ "

Same calculation is also applied to cumulative abnormal returns as Otlu, and
Olmez (2011) did in their study.
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3.4. LIMITATIONS

This study includes 4 stock exchanges and sample of selected companies.
Due to that it may not reflect the true nature of short-term stock performance of
global shipping companies. Future studies may cover broader samples and stock
exchanges. Also there is an absence of data in both close prices of some shipping
companies and market indices in Yahoo! Finance. Due to that companies which do
not have enough data to be evaluated are eliminated. In the study it is determined to
be used composite or all-share indices in order to reflect market but NASDAQ
Copenhagen and Oslo Stock Exchange have different indices used in calculation due

to lack of data.

3.5.  FINDINGS

In this study, a sample of global shipping companies selected from stock
exchanges: NASDAQ (including NASDAQ Copenhagen), New York Stock
Exchange and Oslo Bors. Cumulative average abnormal return and average abnormal
return of the sample are also presented. Figures of them are represented as
percentages. 21-day short-term stock performance of these shipping companies are

evaluated on the following section.

3.5.1. Post-1PO Performance of New York Stock Exchange

The New York Stock Exchange, is the world largest organized securities
market in terms of market capitalization (Goetzmann, and Rouwenhorst, 2005).

Portfolio of New York Stock Exchange consists of 23 shipping companies.
Average abnormal returns, cumulative average abnormal returns, their significance

levels and figures are presented in the following.
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Table 12: Average Abnormal Returns of New York Stock Exchange

Days Firms AAR t-stat
1 23 0.02872 1.175
2 23 0.00151 0.271
3 23 -0.00448 -0.842
4 23 0.00055 0.079
5 23 0.00219 0.399
6 23 0.00618 1.556
7 23 0.00349 0.709
8 23 0.00009 0.023
9 23 -0.01198* -3.48*
10 23 -0.00589 -0.796
11 23 -0.00406 -0.679
12 23 0.00571 0.851
13 23 0.00487 0.765
14 23 0.00185 0.509
15 23 0.00641 1.2
16 23 0.00210 0.515
17 23 0.00478 0.738
18 23 -0.00358 -1.073
19 23 0.00023 0.072
20 23 -0.00216 -0.481
21 23 0.00118 0.334

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

In the table, 21-day average abnormal returns of portfolio from New York
Stock Exchange are presented. Average abnormal returns are not statistically
significant. However, according to results, only 9" day is statistically significant at
1% and it is the lowest value of the abnormal returns (-1,198%). As a result, it could
be said that there is a strong evidence that the lowest average abnormal return of
NYSE is -1,198%.
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Figure 6: Average Abnormal Returns of New York Stock Exchange
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Although first-day return is high, returns of following days fluctuated
between positive and negative values. Returns are relatively positive. The highest
return is 2,87% on the first day and the lowest return is -1,19% on the 9" day. After
11" day, returns became positive. At the end of 21% day, average abnormal return of
NYSE is 0,118%.

Table 13: Cumulative Average Abnormal Returns Of New York Stock Exchange

Days Firm CAAR t-stat
1 23 0.02872 1.175
2 23 0.03023 1.401
3 23 0.02575 1.117
4 23 0.02630 1.007
5 23 0.02849 1.041
6 23 0.03467 1.298
7 23 0.03816 1.425
8 23 0.03825 1.434
9 23 0.02627 1.081
10 23 0.02038 1.027
11 23 0.01632 1.014
12 23 0.02203*** 1.732%**
13 23 0.02690 1.662
14 23 0.02875 1.614
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15 23 0.03517 1.658
16 23 0.03727 1.57
17 23 0.04205 1.658
18 23 0.03847 1.653
19 23 0.03870*** 1.753***
20 23 0.03654 1.611
21 23 0.03772 1.589

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Cumulative average abnormal returns of New York Stock Exchange provide
positive returns. According to the results, most of them are not statistically
significant. However, there are two days statistically significant at 10%, 12" and 19"

days. On these days, returns are 2,20% and 3,87% relatively.

Figure 7: Cumulative Average Abnormal Returns of New York Stock Exchange
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It is clearly seen that cumulative average abnormal returns of portfolio
consisting of companies from New York Stock Exchange, are positive. After the 11™"
day, returns have an increasing trend. The highest return is 4,21% on the 17" day and
the lowest return is 1,63% but those values are not statistically significant. On the
19" day, return is 3,87% and it is statistically significant. Thus it could be said that
average abnormal return of New York Stock Exchange is 3,87% on the 19" day.
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3.5.2. Post-1PO Stock Performance of NASDAQ

According to Forbes, NASDAQ is world’s second largest stock exchange

after NYSE (Forbes, 17.07.2018). Average and cumulative average abnormal returns

of the portfolio are in the following tables.

Table 14: Average Abnormal Returns of NASDAQ

Day Firms AAR t-stat
1 10 -0.02935 -0.368
2 10 0.000437 0.026
3 10 -0.00684 -1.746
4 10 -0.00467 -0.562
5 10 -0.00221 -0.379
6 10 0.010478 0.853
7 10 -0.02357 -1.558
8 10 0.012831 0.827
9 10 -0.0146 -1.223
10 10 -0.00718 -1.017
11 10 0.003667 0.293
12 10 -0.01865 -1.5
13 10 0.000693 0.097
14 10 -0.0077 -0.838
15 10 -0.00487 -1.089
16 10 -0.00686 -0.943
17 10 -0.00553 -0.926
18 10 -0.00525 -1.406
19 10 -0.0057 -0.806
20 10 -0.00453 -0.73
21 10 0.004276 0.462

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Average abnormal returns are mostly negative and results indicate that none

of them is statistically significant. At the end of 21 day, average abnormal return is

0,42%.
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Figure 8: Average Abnormal Returns of NASDAQ
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On the chart, returns have fluctuation between the first day and 14" day.

After, values have a trend of increase and at the end of 21 day, average abnormal

return is 0,43%. The highest return is 1,28% on the 8" day and the lowest return is -

2,94% on the first day.

Table 15: Cumulative Average Abnormal Returns of NASDAQ

Days Firms CAAR t-stat
1 10 -0.02935 -0.368
2 10 -0.02891 -0.374
3 10 -0.03575 -0.464
4 10 -0.04042 -0.531
5 10 -0.04263 -0.556
6 10 -0.03215 -0.448
7 10 -0.05572 -0.745
8 10 -0.04289 -0.664
9 10 -0.05748 -0.851
10 10 -0.06467 -0.912
11 10 -0.061 -0.929
12 10 -0.07966 -1.123
13 10 -0.07896 -1.12
14 10 -0.08667 -1.238
15 10 -0.09153 -1.274
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16 10 -0.09839 -1.377
17 10 -0.10392 -1.391
18 10 -0.10917 -1.432
19 10 -0.11487 -1.573
20 10 -0.1194 -1.644
21 10 -0.11513 -1.59

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

According to the results, none of cumulative average abnormal returns of
NASDAQ is statistically significant as average abnormal returns of NASDAQ. At
the end of 21 day, NASDAQ has -11,51% cumulative average abnormal return.

Also cumulative returns are negative.

Figure 9: Cumulative Average Abnormal Returns of NASDAQ
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In the Figure 9, it is clearly shown that cumulative average abnormal return
shows consistently decreasing trend and at the end of 21% day, return is -11,51%. The
highest return is -2,89% on the 2" day and the lowest return is -11,94% on the 20"
day.
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3.5.3. Post-1PO Performance of NASDAQ Copenhagen

NASDAQ Copenhagen A/S operates a Danish securities market. Shares,
bonds, investment certificates and derivatives are listed and traded. It provides a
channel Danish companies can raise capital (Bloomberg, 18.07.2018).

Average and cumulative average abnormal return of the portfolio consisting

10 shipping companies from NASDAQ Copenhagen are on the following table.

Table 16: Average Abnormal Returns of NASDAQ Copenhagen

Day Firms AAR t-stat
1 4 -0.01979 -0.794
2 4 -0.00141 -0.045
3 4 -0.0055 -2.041
4 4 -0.00617 -0.73
5 4 -0.00182 -0.163
6 4 -0.0135 -1.571
7 4 0.006541 0.654
8 4 0.003796 0.539
9 4 -0.03276 -1.661
10 4 0.002228 0.17
11 4 0.04501 1.578
12 4 -0.0321 -0.947
13 4 -0.03366 -1.15
14 4 0.045102 0.86
15 4 -0.01609 -1.218
16 4 0.004068 0.331
17 4 0.040995 1.594
18 4 0.000759 0.142
19 4 -0.01558 -0.744
20 4 0.007133 0.41
21 4 -0.01182 -0.392

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

In the table, average abnormal returns are not found statistically significant as

NASDAQ. Average abnormal returns are mostly negative. First-day return is -1,98%.
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Figure 10: Average Abnormal Returns of NASDAQ Copenhagen
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In the graph, returns fluctuated widely between -3,37% and 4,51%. At the

end of 21% day, average abnormal return is -1,18%. The highest average abnormal

return is 4,51% on the 14™ day and the lowest average abnormal return is -3,37% on

the 13" day but statistically significance is not observed on the highest and lowest

values.

Table 17: Cumulative Average Abnormal Returns of NASDAQ Copenhagen

Day Firms CAAR t-stat
1 4 -0.01979 -0.794
2 4 -0.0212 -1.518
3 4 -0.0267 -1.662
4 4 -0.03287 -2.277
5 4 -0.0347** -5.171**
6 4 -0.0482** -3.927**
7 4 -0.04166 -2.087
8 4 -0.03786 -1.474
9 4 -0.07062 -2.044
10 4 -0.06839*** -2.97%**
11 4 -0.02338*** -3.128***
12 4 -0.05549 -1.917
13 4 -0.08914 -1.538
14 4 -0.04404 -1.879
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15 4 -0.06013 -2.181
16 4 -0.05606 -1.472
17 4 -0.01507 -0.714
18 4 -0.01431 -0.591
19 4 -0.02989 -0.918
20 4 -0.02276 -0.514
21 4 -0.03457 -0.715

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Unlike AAR results of NASDAQ Copenhagen, when results of cumulative
average abnormal returns are observed, there are 4 days that are statistically
significant. Cumulative average abnormal returns of these days are negative. Returns
are -0,18% on the 5™ day, -1,35% on the 6" day, 0,22% on the 10" day and 4,50% on
the 11" day.

Figure 11: Cumulative Average Abnormal Returns of NASDAQ Copenhagen
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From the first day to 21 day, cumulative average abnormal returns of
NASDAQ Copenhagen fluctuated in negative values. The highest cumulative
average abnormal return is -1,43% on the 18" day and the lowest is -8,91% on the

13" day. At the end of 21% day, cumulative average abnormal return is -3,46%.
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3.5.4. Post-1PO Performance of Oslo Stock Exchange

Oslo Stock Exchange, also called Oslo Bors, is a stock exchange founded in
1819 in Norway (NASDAQ, 03.08.2018). Oslo Bors is a marketplace of seafood,
shipping and energy sector aiming to become major marketplace for Norwegian
companies (Oslo Bors, 03.08.2018). Index used as benchmark for Oslo Stock
Exchange is Oslo Bors Benchmark Index.

Average and cumulative average abnormal return of the portfolio consisting

10 shipping companies from Oslo Stock Exchange are on the following table.

Table 18: Average Abnormal Returns of Oslo Stock Exchange

Day Firms AAR t-stat
1 9 -0.00322 -0.34
2 9 0.01628 1.028
3 9 -0.02125 -1.836
4 9 -0.01150 -1.725
5 9 -0.00380 -0.308
6 9 0.00528 0.286
7 9 0.00799 0.878
8 9 -0.00906 -1.327
9 9 -0.00210 -0.344
10 9 -0.00428 -0.26
11 9 0.01595 1.108
12 9 -0.01318 -1.237
13 9 0.01327 1578
14 9 0.02960 1.799
15 9 0.03679** 2.476**
16 9 0.01114 0.584
17 9 -0.02218** -2.63**
18 9 0.00952 0.972
19 9 0.00607 0.462
20 9 0.01012 0.917
21 9 -0.00649 -0.359

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Results of Oslo Stock Exchange do not show mostly statistically significant
results. However 2 days appeared as significant: 15" day and 17" day. On these days,

average abnormal returns are 3,67% and -2,21% respectively. These days are also the
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highest and lowest average abnormal returns are Oslo Stock Exchange. On the end of

21% day, average abnormal return is -0,64% but it is not statistically significant.

Figure 12: Average Abnormal Returns of Oslo Stock Exchange
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In the Figure 12, returns are represented as percentages. Most of the returns

are positive. There is a fluctuation between 1 day and 12" day and returns increased

between 3" day and 7% day. After 12! day, returns seem to have an increasing trend

but it changes on the 15" day. 3,68% on 15" day is the highest average abnormal

return. On the 17" day, returns have the lowest value, -2,22%. Returns of 15" day

and 17" day are statistically significant.

Table 19: Cumulative Average Abnormal Returns of Oslo Stock Exchange

Days Firms CAAR t-stat

1 9 -0.00322 -0.34

2 9 0.01306 1.071

3 9 -0.00819 -0.528

4 9 -0.01969 -1.556

5 9 -0.02349** -2.739**
6 9 -0.01821 -0.98

7 9 -0.01022 -0.63

8 9 -0.01929 -1.044

9 9 -0.02138 -1.176
10 9 -0.02566 -1.534
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11 9 -0.00971 -0.439

12 9 -0.02289 -0.979

13 9 -0.00962 -0.343

14 9 0.01998 1.04

15 9 0.05677*** 2.241%**
16 9 0.06791*** 2.105***
17 9 0.04573 1.524

18 9 0.05525 1.8

19 9 0.06131 1.584

20 9 0.07143 1.482

21 9 0.06494*** 1.923***

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Like NASDAQ Copenhagen’s CAAR results, results of Oslo Stock Exchange
show statistically significant results on 4 days. At the end of 21% day, cumulative
average abnormal return is 6,49% and it is statistically significant. 5" day has
negative return, -2,35% but 15" and 16" days have positive returns, 5,68% and

6,79% respectively.

Figure 13: Cumulative Average Abnormal Returns of Oslo Stock Exchange
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First-day return of Oslo Stock Exchange is -0,32%. After the 2" day, returns

have decreasing trend until 5" day. After the 5" day, returns fluctuated in negative
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values until 12" day. After 12" day, returns followed and increasing trend and even

if there is a decrease on the 17" day, at the end of 21% day, cumulative average

abnormal return is 6,49%. The highest and lowest cumulative average abnormal

returns are 7,14% on the 20" day and -2,57% on the 10" day respectively.

3.5.5. Comparison of Stock Exchanges

In this section, results of all stock exchanges are presented for comparison. In

the tables, average abnormal returns and cumulative average abnormal returns of

portfolios are presented with their significance. Number of companies included per

portfolio is 23 companies in New York Stock Exchange, 10 companies in NASDAQ),

4 companies in NASDAQ Copenhagen and 9 companies in Oslo Stock Exchange.

Table 20: Average Abnormal Returns of Stock Exchanges

Days NYSE NASDAQ NASDAQ Copenhagen OSE
1 0.02872 -0.02935 -0.01979 -0.00322
2 0.00151 0.000437 -0.00141 0.01628
3 -0.00448 -0.00684 -0.0055 -0.02125
4 0.00055 -0.00467 -0.00617 -0.01150
5 0.00219 -0.00221 -0.00182 -0.00380
6 0.00618 0.010478 -0.0135 0.00528
7 0.00349 -0.02357 0.006541 0.00799
8 0.00009 0.012831 0.003796 -0.00906
9 -0.01198* -0.0146 -0.03276 -0.00210
10 -0.00589 -0.00718 0.002228 -0.00428
11 -0.00406 0.003667 0.04501 0.01595
12 0.00571 -0.01865 -0.0321 -0.01318
13 0.00487 0.000693 -0.03366 0.01327
14 0.00185 -0.0077 0.045102 0.02960
15 0.00641 -0.00487 -0.01609 0.03679**
16 0.00210 -0.00686 0.004068 0.01114
17 0.00478 -0.00553 0.040995 -0.02218**
18 -0.00358 -0.00525 0.000759 0.00952
19 0.00023 -0.0057 -0.01558 0.00607
20 -0.00216 -0.00453 0.007133 0.01012
21 0.00118 0.004276 -0.01182 -0.00649

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

62



In terms of average abnormal returns of stock exchanges, none of the first-day
returns are statistically significant but the highest first-day return belongs to New
York Stock Exchange with 2,8%.

New York Stock Exchange does not show statistically significant results
except for 1 day. On the 9" day, average abnormal return is -1,19%.

NASDAQ and NASDAQ Copenhagen do not show any statistically
significant results and average abnormal returns are mostly negative.

Alongside with results of other exchanges, Oslo Stock Exchange also does
not show statistically significant results. However 2 days show significant results.
3,6% on 15" day and -2,21% on 17" day. These values are the highest and lowest
average abnormal returns respectively.

On the Table 20, volatile nature of shipping business can be observed.
Underpricing of IPO in the first day is seen on NASDAQ, NASDAQ Copenhagen
and Oslo Stock Exchange. It also shows similarity with the findings of Engelen and
Essen (2010). Overpricing is observed on New York Stock Exchange.

Figure 14: Average Abnormal Returns of Stock Exchanges
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Among average abnormal returns of 4 portfolios, New York Stock Exchange
performed more stable returns than the other stock exchanges. On the other hand,
Oslo Stock Exchange and NASDAQ are the ones that fluctuated the most. NASDAQ
is stabilized on the 14" day and Oslo Stock Exchange has mostly positive returns.
The highest average abnormal return belongs to NASDAQ Copenhagen, 4,51% but
that value is not statistically significant.

Table 21: Cumulative Average Abnormal Returns of Stock Exchanges

Days NYSE NASDAQ NASDAQ Copenhagen OSE

1 0.02872 -0.02935 -0.01979 -0.00322

2 0.03023 -0.02891 -0.0212 0.01306

3 0.02575 -0.03575 -0.0267 -0.00819

4 0.02630 -0.04042 -0.03287 -0.01969

5 0.02849 -0.04263 -0.0347** -0.02349**
6 0.03467 -0.03215 -0.0482** -0.01821

7 0.03816 -0.05572 -0.04166 -0.01022

8 0.03825 -0.04289 -0.03786 -0.01929

9 0.02627 -0.05748 -0.07062 -0.02138

10 0.02038 -0.06467 -0.06839*** -0.02566

11 0.01632 -0.061 -0.02338*** -0.00971

12 0.02203*** | -0.07966 -0.05549 -0.02289

13 0.02690 -0.07896 -0.08914 -0.00962

14 0.02875 -0.08667 -0.04404 0.01998

15 0.03517 -0.09153 -0.06013 0.05677***
16 0.03727 -0.09839 -0.05606 0.06791***
17 0.04205 -0.10392 -0.01507 0.04573

18 0.03847 -0.10917 -0.01431 0.05525

19 0.03870*** | -0.11487 -0.02989 0.06131

20 0.03654 -0.1194 -0.02276 0.07143

21 0.03772 -0.11513 -0.03457 0.06494***

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

Although New York Stock Exchange does not show such a strong results, it
may provide positive cumulative abnormal returns. 12" and 19" days are positive
and returns are 2,2% and 3,8% respectively.

Like average abnormal returns of NASDAQ, cumulative average abnormal
returns also do not show significant results. Thus there is no statistical evidence that

NASDAQ could provide abnormal return.
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Apart from the results of AAR of NASDAQ Copenhagen, CAAR results
show 4 days statistically significant. Values of these days are negative.

On the other hand, Oslo Stock Exchange shows statistically significant results
on 4 days. It could provide positive returns and at the end of 21% day, cumulative

average abnormal return is 6,49% and the value is statistically significant.

Figure 15: Cumulative Average Abnormal Returns of Stock Exchanges
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New York Stock Exchange shows stable cumulative average abnormal
returns. Its values change between 4,57% and 1,63%. At the end of 21% day, New
York Stock Exchange has a CAAR of 3,77%.

Cumulative average abnormal returns of NASDAQ have a decreasing trend.
It consistently decreased until 20" day. The lowest CAAR belong to NASDAQ with
the value of -11,94% on 20" day.

Like NASDAQ, NASDAQ Copenhagen also shows negative cumulative
average abnormal returns. It has -3,46% CAAR at the end of 21% day.

Like New York Stock Exchange, Oslo Stock Exchange also has positive
cumulative average abnormal returns. After the 12" day, it started to increase until

16" day and on the 21% day, it has cumulative average abnormal return of 6,49%.
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Stock Exchange with 6,49% and NASDAQ with -11,51% respectively.

3.5.6. Short-Term Stock Performance of the Sample

When compared to CAARSs of 21% day, the highest and lowest belong to Oslo

In this study, the sample consists of 46 shipping companies from three stock

exchanges and 21-day short term price performance of stock of the sample is

evaluated. In the following tables, significance results of the sample are presented.

Also average abnormal returns and cumulative average abnormal returns are

presented in figures.

Table 22: Average Abnormal Returns of the Sample

Days Firms AAR t-stat
1 46 0.005631 0.268
2 46 0.00391 0.659
3 46 -0.00836** -2.302**
4 46 -0.00353 -0.846
5 46 -0.00029 -0.074
6 46 0.005228 1.078
7 46 -0.00125 -0.263
8 46 0.001392 0.335
9 46 -0.01242* -3.329*
10 46 -0.00515 -1.008
11 46 0.005803 1.026
12 46 -0.00657 -1.158
13 46 0.002258 0.474
14 46 0.008963 1.443
15 46 0.007949*** 1.691***
16 46 0.002094 0.461
17 46 0.000412 0.084
18 46 -0.001 -0.367
19 46 -0.00129 -0.345
20 46 0.000533 0.146
21 46 -0.00078 -0.159

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

First-day average abnormal return of the sample is 0,56%. However, sample

does not indicate mostly statistically significant results. According to the results, 3",
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ot and 15M days are found statistically significant. -1,24% on the 9" day is the

lowest average abnormal return at 1% level.

Figure 16: Average Abnormal Returns of the Sample
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The highest return is 0,90% on the 14" day and the lowest return is -1,24%

on the 9" day. Returns are relatively positive.

Table 23: Cumulative Average Abnormal Returns of the Sample

Days Firms CAAR t-stat
1 46 0.005631 0.268
2 46 0.009541 0.481
3 46 0.00118 0.058
4 46 -0.00235 -0.111
5 46 -0.00263 -0.122
6 46 0.002594 0.124
7 46 0.001345 0.062
8 46 0.002737 0.137
9 46 -0.00969 -0.488
10 46 -0.01484 -0.783
11 46 -0.00904 -0.532
12 46 -0.0156 -0.871
13 46 -0.01335 -0.688
14 46 -0.00438 -0.232
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15 46 0.003565 0.171
16 46 0.005659 0.255
17 46 0.00607 0.268
18 46 0.005066 0.225
19 46 0.003775 0.168
20 46 0.004308 0.183
21 46 0.003531 0.155

Asterisks indicate statistically significance levels at *1%, **5% and ***10%.

CAAR results of the sample is mostly positive. However, it shows no
statistically significant results. At the end of 21% day, the sample has 0,35% CAAR.

Figure 17: Cumulative Average Abnormal Returns of the Sample
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In the first three day period, returns are positive but after 8" day, positive

returns turned into negative and it lasted until 14" day. After the 14" day, returns are

relatively positive but none of the days have met 2" return.

The highest cumulative average abnormal return is 0,95% on the 2" day and

the lowest value is -1,56% on the 12" day. It should be noted that cumulative

average abnormal return are not statistically significant.
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CONCLUSION

Initial public offering is an alternative way to obtain capital for companies in
order to continue activities and operations. Initial public offering is defined as the
initial sale of stocks of the company and become listed in an exchange.

Initial public offering has advantages and disadvantages for companies. Main
advantages are stated in previous studies as prestige, visibility and liquidity.

An observable stock price is one of the advantages. Stocks can be used as
collateral in order to get a loan from a bank or they can be used as incentives for
employees or managers. When a company is listed on a stock exchange, stocks
become liquid and easily can be converted into cash. Also investors can see how
company performs and decide whether is worth holding or selling it.

On the other hand, when a company became public, there are certain rules it
must apply such as periodically reporting and control. Also disclose and loss of
control are considered as main disadvantages of going public.

In this study, a sample of publicly-traded shipping companies is used and
their 21-day short term stock performance is examined. Methodology is selected as
event study and in order to calculate abnormal returns, cumulative abnormal return
method is used and values are tested with t-statistics.

46 companies are included in the study. Distribution of these companies by
stock exchanges are; 23 companies in New York Stock Exchange, 10 companies in
NASDAQ, 4 companies in NASDAQ Copenhagen and 9 companies in Oslo Bors.

For each stock exchange, market indices are used as benchmark. Market
indices used in calculation are, New York Stock Exchange Composite Index for New
York Stock Exchange, NASDAQ Composite Index for NASDAQ, OMX
Copenhagen 20 for NASDAQ Copenhagen and Oslo Bors Benchmark Index for Oslo
Stock Exchange. Average abnormal and cumulative average abnormal returns are
calculated using these indices.

Results of the study can be listed as:

e The lowest average abnormal return of New York Stock Exchange is -1,19%.
e The highest and lowest average abnormal returns of Oslo Stock Exchange are
3,67% and -2,21% respectively.
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e At the end of 21-day period, Oslo Stock Exchange provided cumulative

average abnormal return of 6,49%.

e The lowest average abnormal return of the sample is -1,24%.

Finally, results shows that portfolios of stock exchanges do not show such a
statistically significant results. However, some results found are highlighted. Among
all the stock exchanges, one that has mostly significant results is Oslo Stock
Exchange and it must be noted study could not reach a general conclusion about
short-term stock performance of shipping sector.

When results are considered, it is seen that the Oslo Stock Exchange is more
successful in terms of providing positive returns in the portfolios created by the
mentioned stock exchanges. It has 6,49% cumulative abnormal return on average and
this is the highest CAAR among the stock exchanges. On the other hand, NASDAQ
with -11,51% CAAR, is the worst performed stock exchange but this result is not
statistically significant. In short-term, sample has positive results in terms of CAAR.
Cumulative average abnormal returns of stock exchanges are 3,77% on NYSE, -
11,5% on NASDAQ and -3,45% on NASDAQ Copenhagen.

Contribution of this study to existing literature is that, Firstly, existing
literature examines shipping IPOs as a whole. However, this study evaluates short-
tem performance of global shipping companies on a stock exchange basis and it
provides a comparison between them. Additionally, its coverage of years is more
recent than previous studies. Study covers 46 shipping companies from stock
exchanges listed between 2000 and 2018.

Future studies can continue examining post-IPO performance of global
shipping companies by using larger sample size and broader year coverage. They
also can compare results of two abnormal return calculation methods, namely

cumulative abnormal return and buy-and-hold abnormal return methods.
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