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Abstract 

 
Background: Acquiring capital is one of the most fundamental necessities for an enterprise. 

The discussed ways of doing so by this thesis, are the so called Initial Public Offerings (IPOs) 

and Seasoned Equity Offerings (SEOs). Although engaging in an IPO is a desire for most of 

the newly started firms, the process of introduction to the global market and the results of it 

are far from smooth and problem free. One of the main unknowns that issuers face is 

underpricing. Theory suggests that mechanisms for undervaluing the new stock have been 

devised, so that certain parties can benefit by allocation on the market.  

 

Purpose: The purpose of the study is to investigate any possible relationship between the 

level of industrial diversification and the level of short-run underpricing of the two most 

common asset issuances - Initial Public Offerings and Seasoned Equity Offerings.  

Further on, it is of use to compare the severity of diversification’s effect on underpricing of 

IPOs and SEOs.  

 

Method: This research is basically solely quantitative. A database for levels of diversification 

and industrial underpricing for the companies that conducted IPOs and SEOs in the given 

time period was compiled. Statistical calculations were conducted to examine possible 

relationships between the variables. 

Conclusion: The paper could not see any relevant relationship between the degree of 

industrial diversification and the amount of “money left on the table”. The conclusion can be 

drawn that investors apparently do not consider the degree of industrial diversification when 

assessing the value of a company.  
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Sammanfattning 
 

Bakgrund: Att ha tillgång till kapital är en av de mest fundamentala nödvändigheterna för ett 

företag. I denna uppsats behandlas två möjliga sätt att införskaffa sig kapital på 

aktiemarknaden, börsnoteringar och nyemissioner. Även om nystartade företag ofta 

eftersträvar en börsnotering, kan processen i sig vara en problematisk företeelse. Den 

vanligast förekommande problematiken för emittenten är en underprissättning av aktien. Ett 

flertal olika teorier försöker förklara underprissättningens orsaker och dess för- och nackdelar 

för olika parter. 

 

Syfte: Syftet med denna studie är att undersöka eventuella samband mellan graden av 

industriell diversifiering och underprissättningsgraden i de två vanligaste formerna av 

aktieemission, börsnoteringar och nyemissioner. Dessutom jämförs diversifieringens effekt på 

underprissättningen vid börsnoteringar och nyemissioner. 

 

Metod: Denna undersökning genomförs i grunddragen enbart på ett kvantitativt sätt. En 

databas med variablerna för underprissättningens och diversifieringens grad har sammanställts 

för alla företag som genomfört en aktieemission under en given tidsperiod. Statistiska 

beräkningar har undersökt eventuella samband mellan de två ovan nämnda variabler. 

 

Slutsats: I denna undersökning kunde inget relevant samband mellan diversifieringsgraden 

och “money left on the table” påvisas. En möjlig förklaring kan vara att investerare 

uppenbarligen inte tar hänsyn till diversifieringen när företagets värde bedöms. 
 

  



 
 

Glossary 

Focused Firms A firm operating mostly within one branch segment 

Herding Effect A tendency of people to align their beliefs and behaviors with 

those of a group  

Industrial Diversification A firm's spectrum of different market, customer and/or product 

spread 

Initial Price Also called stock offer price, the price for a new stock issue, 

often found in prospectuses 

IPO Initial Public Offering, the first public sale of a stock  

Leaving A Good Taste Idiom, describing the impression of a good memory, here the 

feeling to invest into a lucrative asset 

Lock-Up Periods A trading restriction for acquired assets, prohibiting any trade of 

these for a certain period 

Money Left On The 

Table 

The amount of money a firm loses due to an underpricing of its 

issued stock 

Prospectus A publicly accessible document for 

investors, including key figures about an issuing firm 

SEO Seasoned Equity Offering, new equity issue by an already 

publicly traded company 

Transaction Costs A cost incurred in making an economic exchange 

Underpricing Pricing of an IPO/SEO below its market value during the first day 

of a public sale of a stock 

Underwriter An entity that administers the public issuance and distribution of 

securities from a corporation 
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1 Introduction 
This part of the paper will present the basic concepts of IPO and SEO as well as a quick 

overview of previous studies about what causes eventual conflicts in the pricing process. 

Further on it presents the research questions that will help conduct the research followed by 

the purpose of the paper as well as the delimitations of the research population.  

1.1 Background 
In today’s business circles, the access to capital is vital not only for growth but even for 

survival. The necessity of having a sufficient amount of funds is one of the most fundamental 

requirements of every enterprise. Whether a business has to feed its own growth, maintain its 

liquidity, or pay off a loan, the financial capacity is strained. So when companies wish to raise 

money it comes to two alternatives: either borrow funds or sell equity. When a new loan is no 

longer an option, or is simply not appropriate, a company engages in a so called IPO (Initial 

Public Offering) or just in a seasoned equity offer (SEO), depending on what phase of its life 

cycle the company is at.  In all cases a new asset is introduced to the market for the first time, 

and with it an opportunity to realise profit through allocation. 

There are also several other reasons for a company to engage in the otherwise protracted 

process of a primary offering. For example the existing equity owners could use this 

opportunity to sell their shares at a higher price since the possibility to do so is not equally 

high for a non-public security. Aside from that a company may wish to raise public awareness 

of their existence by “going online”. This may help to increase the competitiveness of a firm, 

in terms of finding more competent staff and board members, but also to reach out to a greater 

number of customers. 

The number of IPOs and SEOs realised during a specific period is found to rely mostly on the 

economic climate. Bursell (2008) came to the conclusion that in times of economic instability, 

such as the latest recession, the number of new emissions decreases, which is supported by the 

example from NASDAQ OMX Stockholm in 2008. The implication is that firms are difficult 

to evaluate properly when the markets are insecure, especially when the prediction of the 

future plays a key role in the decision making. The evaluation of the markets might therefore 

cause a pessimistic view on the IPOs and SEOs and companies might feel inclined to set their 

prices even lower to successfully conduct their offering. The initial prices should then be 

significantly lower than the market price. Empirical evidence should therefore present 

distortions during the financial crisis. 

Becoming a part of a global mechanism for liquidating equity is a complex matter which 

requires involvement from multiple parts; issuer, financial inspections, investors, securities 

institutions, underwriters and the stock exchange have to coordinate their actions in order to 

perform an offer that meets each party’s goals. For that reason an evaluation of the company 

is conducted with the help of a competent so called “underwriter” (usually in the form of an 

investment bank), which helps determine the initial price of the emitted stocks and the 

expected development of the market price shortly after the initial offering. 
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Once reached the free market, stock prices are subject of constant fluctuations from the initial 

price. The empirical evidence from Loughran et. al. (2004) shows that, on average, stocks 

increase in price dramatically over the first day of public trading which means that the 

introduction price is usually too low and that the stock has been underpriced. The recent IPO 

of the business-oriented social networking service LinkedIn in May in 2011 has shown a 

problematic underpricing with an astounding 100% below the markets highest price, on the 

first trading day. This is the cause of an outcome that always includes a winner and a loser, 

also an outcome that leads to theory making and aiming to explain who/what causes 

underpricing and on which occasions it is more likely to occur. It would be of great use to 

minimize uncertainties regarding the pricing of an asset during an equity offering, be it a first 

time issuance or a subsequent one. 

1.2 Process of an IPO/SEO 
To fully understand the nature of the underpricing and its problems, it may be valuable to 

have insight into the equity offering processes. An IPO/SEO is most often managed by one 

(or several) investment bank(s), also called underwriter(s). 

Regarding an IPO, a firm first needs to ensure that it is entitled to become listed on a stock 

market. A possible impediment could be the legal structure of a company if it does not meet 

the requirements of the stock market it strives to be listed on. 

Therefore, before turning to an underwriter, a firm may want to consult an independent 

external IPO-adviser. This IPO-advisor has the know-how and investigates what measures 

may have to be taken to fulfill the requirements for the listing on the market. The actual 

investigation includes the following steps: 

1. a summary of  internal business data 

2. a branch, product, and competitor analysis 

3. a peer group comparison with already listed firms 

4. a stock market trend analysis 

5. a SWOT-analysis  

6. a business valuation by different methods such as the discounted cash flow model 

After this procedure, the actual contact with investment banks takes place to present the 

information gathered by the IPO-adviser. After an evaluation of the aggregate information, 

the so called “beauty contest” takes place. In this state the banks leave their respective offers 

with conditions for taking part in the listing process. The usual provision consists of 4% - 6% 

of the issued stock’s listing price.  

The next step is to specify the transaction structure of the IPO together with the previously 

opted underwriters. Primarily this means that they have to deal with the composition between 

the variety of investors (for instance investment funds, employees or financial sponsors) and 

eventual discounts for some of these groups. Further on, it is necessary to stipulate conditions 

for investors such as “lock-up periods” which resemble a restriction for investors during a 

given time-span in which it is not possible to sell shares. 
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When these conditions are stipulated, it is time to commence in further risk assessment, in a 

so called “Due-Diligence Test”. This test analyses strengths and weaknesses of an object (in 

this case a company’s IPO). These characteristics are then quantified and integrated into a 

report that assesses the value of a company. The Due-Diligence Report, together with the 

Business Plan and the Peer-Group-Analysis, builds the base for the so called Prospectus. The 

prospectus is regulated by the EU and compiling it presents another prerequisite for an IPO. 

The definition of a prospectus is a brochure that presents a tool for investors to evaluate 

opportunities for speculation and it presents a publicly accessible document. 

This document alone would not be sufficient information when it comes to the investors’ 

needs. To meet them, financial analysts have to compile yet another report; “Research 

Reports”. The research report includes a discounted cash flow analysis which helps determine 

an approximate of the listing price. Since research reports often are regarded as an offer to 

buy, and also incur liability including reparations, investment banks have started to withdraw 

them from public access. Some even mark these reports with numbers to collect all of them 

after usage (for example a gathering of their best customers in connection with an IPO) to 

ensure that they will not be leaked out.  

In most of the cases a firm is still publicly unknown to the capital market, thus necessitating 

proper market communication prior to the engagement in the listing and settlement. The IPO-

communication is conducted by an Investor Relations Department either inside of the 

company or by an external IR-adviser who helps inter alia with presenting the company’s 

future plans and visions. 

A successfully performed IR-campaign may raise the chances of finding suitable stakeholders 

which embody a source of lower return requirements. The process of finding such 

stakeholders is called the “Bookbuilding” which is a type of auction. The parties give their 

offers and the amount of shares they wish to acquire. When the volumes and the offer prices 

are examined, the final price offer has to be set. Subsequently the potential acceptors have 

bindingly obliged themselves to their offers, which lead to the process of signing the 

securities. The underwriters now distribute these securities primarily to their best customers. 

Finally, when the order books are closed, the last stage is to list the shares on the stock 

market. From now on the leading underwriter has to ensure that the stock is maintained and 

constantly tradable. 

The above mentioned procedure is also applicable for an SEO with a few exceptions. For 

instance the entitlement requirements for the stock market listing and thus the IPO-adviser 

consultation have already been implemented and are therefore excluded. Further on, the 

discounted cash flow analysis has a higher impact on the pricing which additionally can be 

based on historical information of the stock. Also it is implied that underwriters tend to base 

the new subscription price at a similar level as the existing share price days before the 

following issuance. 
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1.3 Problem Discussion 

There are several debates about the underpricing phenomenon (Steven M. Davidoff, 2011). 

Some academics infer that the underlying causes of the short-run underpricing are related to 

asymmetric information occurring between the investors and the issuing party. Asymmetric 

information means that financial data is unequally dispensed and not all information is 

available for either party. Most often it is implied that investors who have insufficient 

information about an asset will lose a tremendous amount of money until his/her drop-out of 

the market. This “kicking out” leaves the issued assets without adequate demand, pressing the 

share price downward or even forcing the issuer to withdraw from a Public Offering. To 

prevent this from happening, it is implied, a company may feel pressed to set an initially 

lower price to boost demand, saving the IPO from failure. 

It has been shown that the return on sales the year prior to the issuance, the intensity of the 

underpricing differs for companies, meaning that a lower sales performance causes a higher 

underpricing the first day on the market (Loughran et al, 1991). Scholars theorize that also 

here the risk aversion, caused by unpromising data, a group of investors decreases the demand 

for a low investment opportunity. It is implied that they go through the numbers of such a 

company and identify it as a low performance company with a poor prognosis on future 

dividends since there are no major winnings to expect. 

The most recent study regarding the different causes of underpricing (Boulton, Smart and 

Zutter, 2013) offers a different perspective of firm specific factors that affect underpricing. 

Asymmetric information is believed to be reduced by the higher level of industrial 

diversification of the separate firms. And as asymmetry is one of the main causes for 

underpricing, it is logical to assume that it decreases underpricing as well. An alternative 

proposition is made, which posits that diversified firms could even be using their engagement 

in various segments as a quality feature that is being communicated to the investors, in order 

to secure successful stock issuances in subsequent occasions. Such a practice is expected to 

decrease underpricing additionally.  

In an attempt to countervail the discrepancy between different investor’s awareness and to 

minimize the gap of information, companies design a so called “prospectus”. A prospectus is 

a formal, legal, publicly issued document which contains financially worthful information, 

used as a tool for investors to evaluate the lucrativeness of an investment. The financial 

information included is a detailed view over the business and above all, about the transaction 

itself. 

An alternative explanation of what causes underpricing is the investment banking conflict 

(Steven M. Davidoff, 2011). This theory posits that investment banks who act as underwriters 

in a given IPO, deliberately arrange for the underpricing as a way to benefit themselves and 

their other clients. Although this theory lacks significant scientific support, several studies 

have found that higher underwriting commissions tend to reduce underpricing. Additionally 

underpricing is far less significant when the underwriting company participates in the IPO 

with a high rate of stock ownership. 
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The Managerial Conflict Theory or so called Agent Theory on the other hand postulates that 

the management of the issuer is the main cause of underpricing. In order to ensure the 

successful selling of its holdings after the lock up period, management creates excessive 

demand for the IPO which results in the abnormally high prices during the first day of trading. 

Alternatively, the management could encourage underpricing in order to ensure that there are 

many buyers. That way the risk of having big and influential owners is reduced.  

While the majority of the theories in the field deal explicitly with IPO underpricing, some of 

them can be extended to the case of seasoned offers (Loderer et al 1991). SEOs are 

traditionally less of a gamble for the investors, due to previous experience and statistical data 

for the long term development of the equity, and still asymmetric information and uncertainty 

problems are present and may be a cause for underpricing. Deliberate underpricing by the 

underwriters is observed in both IPOs and SEOs too. The only difference here is that in the 

case of seasoned offers, the underwriter is aiming to compensate for some of the risk taken by 

the investors, rather than ensuring any sort of desired outcome for any of the parties  (Lee, 

Lochhead, Ritter, Zhao 1996). 

Investors who buy stocks from the underwriter don’t pay transaction costs. In a case of no 

information asymmetry and no trading restrictions, transaction cost saving should allow 

underwriters to price SEO above the-pre offer price by the amount of one way transaction 

cost, according to Loderer et al (1991). That way, the transaction cost saving theory suggests 

that seasoned offers by firms with high transaction costs will be less underpriced than other 

offers. 

In previous studies it is reported that prices temporarily decline significantly in the days prior 

to seasoned offers. Gerard and Nanda (1993) argue that the pre-offer returns might reflect 

manipulative trading by investors who are trying to depress the offer price by selling the days 

before the offer. This manipulation reduces the informativeness of the secondary market 

prices and worsens the problem of the uninformed investors. 

Another study (according to Shane A. Corwin, 2001) on the subject of seasoned equity 

offerings, deals with a so called “temporary/permanent price pressure” where the value of a 

share might become reduced due to the excessive amount of shares offered on the market at 

the same time. This is in accordance with the rules for demand and supply as the supply curve 

shifts to the right and the demand curve resembles a downward sloping curve. 

While the permanent price pressure decreases the stock price in the long run, the temporary 

one leaves the long term price unaffected, only affecting it for the duration of the “flooding” 

on the market. In other words the temporary effect of the issuance occurs the first day it enters 

the market and disappears after an adjustment of the market. This may be the cause of the 

spike in the stock price curve for the respective share. 

More to the point of this research, an additional theory suggests that underpricing could also 

be a result of a company’s segment composition, also called “industrial diversification”. The 

term “industrial diversification” is defined as a “spreading of activities” either into new 

market segments and/or new products for a different composition of customer circles. The 
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segmentation/spreading can occur into different dimensions, horizontal, vertical or lateral. 

Similar to a diversification in the portfolio theory, a spreading of a portfolio can achieve a 

dispersion of risks also for a company by creating “another leg to stand on”, and thus 

decreasing the demanded ROE (return on equity) which in turn makes a risk averse investor 

more inclined to invest in it. With more than one segment that a firm can base its revenue on, 

it might be better prepared for turbulent times as sales might decline in only parts of the 

segments. Therefore the risk of going default might be decreased as well as too heavy losses 

in turnover are reduced. As mentioned earlier, a poorly performing company’s underpricing 

tends to be higher, analogically a better performing company should also experience a slighter 

underpricing. In the worst case, when a firm goes default, all of the invested capital is lost to 

investors. This might play a role in the price determination of a pre-market asset since the 

“bookbuilding process” (explained later on) is affected by investors’ perception of it with 

regards to return and risk. A greater demand might cause the listing price to increase, thus 

decreasing the gap between the market price and the opening price. While industrial 

diversification is a costly process to engage in, when a company finally is diversified, the 

sales should become more stable, thus increasing the performance of the company despite 

eventual crises. As mentioned earlier, a poor performance of a company one year prior to an 

issuance is increasing the extent of the underpricing. This may imply the opposite for high-

performance companies due to diversification. 

Campa and Kedia (2001) registered that 38% of the publicly owned companies are, or have 

been diversified at some point in their corporate lives. They present another potential benefit 

of diversification that hasn’t previously been included in diversification literature: its effects 

on initial public offering. Another conclusion made by Hadlock, Ryngaert and Thomas 

(2001), which posits that diversified firms present less asymmetric information than focused 

firms. The suggestion is that diversification reduces underpricing through suppressing the 

effect of asymmetric information.  

Welch (1989), on the other hand, presents a model, according to which, high quality firms 

tend to underprice IPOs more severely and recuperate the losses of the underpricing during 

subsequent seasoned offerings, as the underpricing of the IPO signals the firms quality and 

“leaves a good taste” to the investors. If focused firms are of higher quality, then they would 

underprice more than diversified ones and be more likely to return to the market for an SEO.  

Due to the lack of research interest in this field, diversification as a cause for underpricing 

hasn’t yet evolved into a commonly recognised theory. Although some existing theories have 

been better supported by significant empirical evidence than others, it is not entirely 

inappropriate to hypothesise that underpricing is the result of several causes. And even that 

phenomena yet unaccounted for, could participate in the mix of driving forces responsible for 

underpricing. The degree of diversification is therefore a plausible candidate for integration 

into the existing theoretical framework. That awakens scientific curiosity and increased 

interest in the field. The ability to use factors in order to predict underpricing would be a great 

leverage for any investor. In addition to that, companies may take advantage of a better 

approximation for the money “left on the table”, by including an assessment of the extent of 

the underpricing in the calculations of their capital liquidation process. 
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Further on, a probable difference between IPOs and SEOs could be the extent of underpricing 

and with that in mind, investors could utilise such additional information for greater short-

term winnings. Also, from a company’s viewpoint, any knowledge of different performances 

between IPOs and SEOs could affect future decisions with regards to the advantages and 

usefulness of the premise of “leaving a good taste” or not. In other words, an IPO could be 

advantageous to be heavily underpriced if a planned future SEOs’ underpricing could be 

favourably affected. 

 

1.4 Research Questions 

 How does underpricing vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange? 

 How does underpricing vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange? 

 How does diversification of IPOs compare to diversification of SEOs in regard of 

underpricing? 

1.5 Purpose 
The purpose of this study is to investigate any possible relationships between the level of 

industrial diversification and the level of short-run underpricing of the two most common 

asset issuances - Initial Public Offerings and Seasoned Equity Offerings. 

Further on, it is of use to compare the severity of diversification’s effect on underpricing of 

Initial Public Offerings and Seasoned Equity Offerings. 

 

1.6 Delimitations 
This paper aims to focus on IPOs and SEOs from one single stock exchange, namely Nasdaq 

OMX Stockholm. This means that data from other Swedish stock markets will not be 

considered in this analysis. IPOs that have been conducted on other markets and consequently 

moved to Nasdaq OMX Stockholm won’t be included in the research either. The observation 

period in which the research is conducted circles around 2005 and 2014. The method choice 

for the empirical analysis is reduced to secondary data.  

Underpricing is theorised to be caused by a vast number of aspects, but the research is solely 

focused on one of them - degree of diversification of a firm. Also, no attention is paid to 

branch specificity, which means that the results will not be categorised by industries to 

determine whether there is greater or less impact on underpricing or diversification in between 

branches. 
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2 Theoretical Frameworks 

This chapter is designed to present the reader with the existing theories regarding IPO and 

SEO underpricing, as well as the concept of diversification. The content of the chapter is 

directly relevant to the research, for which a connection between the theoretical framework 

and the conduct of the research is presented. 

2.1 Underpricing 
IPOs and SEOs are essentially common stocks, with the exception that they do not have 

historical prices to compare with. For that reason evaluating them is both similar to and 

different from evaluating common stocks. Although a discounted cash flow analysis is 

considered to give the closest approximation of the true value of an asset, in the case of newly 

introduced stocks, the results of that method are often overlooked. IPOs are usually young 

growing firms and their future cash flow is difficult to predict (Ritter 1998). That causes the 

risk of under- or overestimating their value. Since historically IPOs are significantly 

underpriced (Loughran et al 1994) it seems that somebody is taking precautions against 

overvaluation in order to protect some parties’ interests. As for SEOs, there are two additional 

factors that are not present at an initial offering. One: new shares are issued at a discount, thus 

diluting the share price from the day before the issuance. And two: because most SEOs occur 

during rising markets, returns on the offering date can influence initial-date return estimates 

(Altinkilic and Hansen 2003). 

Although the aim of this paper is to investigate the effects of one particular cause of 

underpricing, it is useful to look at theories about other general causes, to see whether the 

theories can be integrated with each other in order to enhance their causality with 

underpricing.  

2.2 Influence from inside 

2.2.1 Asymmetric information 

In its original form, introduced in the 1970s by Akerlof, Spence and Stiglitz, the theory posits 

that during a transaction, a party can take advantage of another party’s incomplete knowledge 

of the object that is being traded, by agreeing upon an inaccurate price. Researchers have tried 

to apply that theory to the case of IPOs in order to explain the reason for underpricing. 

Loughran and Ritter (2004) explain how underwriters finance their efforts around an IPO 

involvement. According to their study, investment banks spend great resources in 

investigating the markets, their expected returns, climate and security before setting a price on 

an IPO. And, as part of the reward for their efforts they get a stake in the newly emitted stock, 

underwriters benefit from a reasonable degree of underpricing. Further the study claims that 

the more an issuing firm is willing to exploit the underwriters’ services, the more they are 

willing to compensate in form of underpricing. The money left on the table though, exceeds 

the resources spent by the underwriter. The reason for that is that investment banks are 

compensating uninformed investors against insiders, in order to maintain a healthy demand 

for the stock.  
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This theory does not discriminate any kind of information regarding either the market or the 

issuer, which makes it relevant for our research as the level of diversification of a firm is not 

always accurately presented, nor is it always taken in account by everybody on the market.  

2.2.2 Signaling 

Grounded in 1974 by Spence M. and continuously developed by diverse scholars, the 

Signaling theory is too associated with the problem of underpricing. Underpriced stocks tend 

to make a good impression on investors. By offering securities that have a good potential for 

profit, companies can try to secure their future relations with the market. According to Ritter 

(1998) common ways to signal a company’s quality is by deliberately underprice an IPO. 

Because the stock is known to have yielded generous profit, the company is more likely to 

enjoy positive demand on subsequent SEO occasions even if the stock is accurately priced. 

Thus the low price on the initial day can be classified as a signal indicating the firm’s quality.  

An additional way for the insiders of a company to use actions as signals, is by buying own 

stocks. Leland and Pyle (1977) discovered that the willingness of entrepreneurs to invest in 

their own business brings a sense of self confidence. And as insiders are expected to have the 

best knowledge of the quality of a firm, external investors see it as an incentive to put their 

trust in the hands of those entrepreneurs.  

 

2.3 Winner’s Curse 
Since an IPO/SEO in general can be perceived as an auction, it also is exposed to a 

phenomenon described as “The Winner’s Curse”. The winner’s curse is an anomaly in which 

any auction bidder, who wins the auction, is predestined to either have overpaid or overvalued 

an object (Thaler, Richard H. 1988). Since the bidders do not know the true market value of 

an asset, the only reference for a price is eventually their personal opinion regarding its value. 

The presumption though is that the value is generally equal to all bidders. Nevertheless, when 

the number of bidders increases the statistical probability of some bidders having strongly 

overvalued an object, the Winner’s Curse will also become more severe. 

When an attempt to link this “curse” with the pricing of IPOs was conducted (Rock, 1986), it 

is concluded as follows: when an IPO is lucrative, the demand will exceed the supply thus 

raising the initial price. This would actually result in an overpricing. On the other hand, if the 

lucrativeness is low, demand is low too, leaving the highest bidder “winning” at a too high 

price. That implies, regardless of the asset’s quality, one is always “worse off” when it comes 

to trying to earn an excess return on assets. 

Since bidders’ personal opinion about the true price of an asset is the product of any number 

of variables (personal utility, return expectations, risk, etc.), diversification is a plausible 

factor that could contribute to over evaluation.    
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2.4 Market & Behavioural 

2.4.1 Bandwagon hypothesis 

The bandwagon hypothesis (Leibenstein, H., 1950) contains another point of view where 

human behaviour plays an important role. Similar to the “Herding Effect”, investors tend to 

follow other ones who took the first step, be it to sell or to buy a stock. The reasoning behind 

this mimicry is to be on the safe side of a decision since “someone else has done the same, it 

cannot be wrong”. If the IPO is deliberately underpriced, the chance of a few investors taking 

the first step is higher, carrying away others to do so too and thus ensuring the successful 

implementation of the IPO and preventing it from failure. 

2.4.2 Hot Issue Markets 

When the market for IPOs is in a “hot issues period”, the average return after the issuance, 

exceeds the usually expected value (Ibbotson and Jaffe, 1975). The periods can vary in length 

and intensity, which makes it difficult to point them out. This phenomenon can be regarded as 

a market anomaly. Market anomalies might have an impact on the results of a research since 

the data becomes distorted and to be aware of and detect this is beneficial.  

2.4.3 Efficient Market Hypothesis 

The efficient market hypothesis (Fama, 1965) states that financial markets are efficient with 

regards to the pricing of the traded objects, in this case shares of IPOs and SEOs. All of the 

available information is included in the price and investors assess this information in a 

rational manner. Extraordinary return on speculations due to an advantage of certain investors 

is therefore not possible.  

Different degrees of efficiency are mentioned: weak efficiency, semi-strong and strong 

efficiency. As the weak efficiency states that no historical information (historical prices etc.) 

can result in any predictions of the price, the semi-strong implies that any publicly available 

information (as annual reports etc.) cannot reflect the price of assets and the strong efficiency 

states that not even insider information (confidential leadership decisions etc.) can do either. 

In this research, diversification is categorised as publicly available information as it is 

generally accessible in annual reports. 

2.5 Reflections 
Researchers of modern finance have devoted a considerable amount of energy and time in 

order to explain what causes underpricing of newly emitted stocks. The variety of 

explanations lined up in this chapter, let alone all those that aren’t, suggests that every 

research made in the field was impelled by a unique presumption of what the outcome might 

be (target and shoot approach). Some of those could probably be explained by the paradigm 

each researcher supports, the field of their expertise or just by their observation on a single 

matter. But since conclusive falsifications on so many different theories are absent, it is clear 

that underpricing is caused by a number of factors.  Some of the theories are easy to separate 

from, like Signaling and Hot Markets. Others could be embodied in each other, like 

Behavioral Finance and Winner’s Curse, both of which explore individuals’ evaluation based 

on available knowledge, thus completing each other. That way of reasoning is encouraging to 

ursue the assumption that diversification can be added to that list, and not only as a case 
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specific factor but as one that is present in general, a universal variable that adds up to the 

severity of underpricing.  

2.6 Model 
In this section, a model is presented that attempts to interweave researches with several 

theories into the current paradigm for all major aspects regarding the underpricing. The 

illustration strives to help clarify and simplify the majority of factors and existing thoughts 

within its subject matter. 

Figure 1. Model of Summarised Theories of Underpricing 

 
Source: Own findings 

2.6.1 Model Explanation 

Underpricing portrays the phenomenon which the summarized theory tries to explain. There 

have been found three main categories that affect underpricing; a so called Insider Influence, 

the Winner’s Curse, and the Market’s common theorems. These categories are divided into 

subcategories that are related to these different aspects. For example the Asymmetric 

Information presumes an advantage of Insider Information and Influence, likewise Signaling 

and the Efficient Market Hypothesis (EMH). The IPO process is a requirement for the 

different explanations to be possible and is also the underlying reason for some of them. For 

instance the Winner’s Curse to be applicable as an explanation is the presumption of knowing 

the process of how IPOs and SEOs take place, namely that the book building process is 

classified as an auction, hence the Winner’s Curse has to be considered.  The Market category 

supplies us with phenomena usually linked to its environment, namely Behavior of 

individuals and/or groups and the most basic rules of Economics as demand and supply. In the 

model, diversification is still on the outside of the frame of reference and it poses another 

possible, but yet unconfirmed explanation. 
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3 Method 
In this chapter the reader will find all the instruments used for processing and calculating the 

gathered data, as well as the approach, design and strategy of the research. 

3.1 Research Approach 
The approach on this paper is in its characteristics categorised as deductive study since there 

is a broad spectrum of previous research and studies. The positivistic view on this research is 

obvious due to the design of its procedure: to collect data from previous studies and to 

thenceforth design a list of hypotheses to be tested. The positivistic view also implicates to 

make general assumptions by means of a limited number of observations. The observed 

variables are quantified to scientifically question the theoretical framework. This is 

implemented by the use of statistical methods which will be more closely considered in the 

following subchapters.  

Worthwhile to mention is also the collection of samples which is solely based on secondary 

data. The data might be transformed and new data might be computed of initially secondary 

data. The form of the data is though not adjusted for any specific research so analysing it will 

be conducted with caution and criticism.  

3.2 Research Design 
Although there is a variety of possible conducts to research, e.g. exploratory, explanatory or 

descriptive, the design on this research is concentrating on the explanatory approach, namely 

to explain why phenomena occur and to predict future occurrences. 

To further understand this explanation a recall from Chapter 1, Research Questions, might be 

helpful: 

 

 How does underpricing vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange? 

 How does underpricing vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange? 

 How does diversification of IPOs compare to diversification of SEOs in regard of 

underpricing? 

 

3.3 Research Strategy 
Given the previously mentioned characteristics of this thesis, some of the potential strategies 

are preferable. This thesis is conducted with a statistical analysis of a series of empirical data 

given an appropriate event window. The event in question is the IPO and the SEO of a firm, 

but since events are being studied by comparing results before and after (MacKinlay, 1997), 

the original concept of an event window is in this case compromised. The reason for that is 

the lack of measurable data before the event, in the case of an IPO. For that reason a bivariate 
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analysis will be used to examine the causality between the variables in question (degree of 

diversification and level of underpricing).  

3.4 Other Methodical Restrictions 
The time period is chosen due to the variety of different business cycles it consists of, 

presented by the period prior to the financial crisis from 2008, the crisis itself and the 

recovery period that stretches to present days. In addition, the survey will consider the recent 

situation, which implies the use of fairly new empirical evidence. This is helpful to ensure the 

relevance of the outcome and to approximate realistic conditions on the market. The length of 

the period is also in consistency with similar researches conducted earlier. The whole 

population of IPOs/SEOs during the above mentioned period is 72/160. All suitable 

observations of the population will be included as empirical evidence to ensure a maximum of 

possible confidence. The nature of the research requires the use of statistical figures 

representing the relation between price and diversification degree of the companies present in 

the population. The data in question consists of both IPO and SEO prices and sales statistics 

based on companies’ branch segments which solely determine the degree of diversification. 

More qualitative data for evaluating relatedness between segments will be considered. 

A more detailed description of the processes follows in the respective subchapters. The 

sampling process is closely explained in chapter 4.1 Sample.  

 

3.5 Measuring of Underpricing 
Underpricing of IPOs and SEOs is measured as the difference between the issue price and the 

first trading price: 

IRi = Pi,t - Ei 

 

where IRi stands for the initial return of the stock (i); 

Pi,t is the trading price of the stock (i) on the first trading day on the secondary market;  

and Ei is the issue price of the stock (i).  

 

It is necessary to define the trading price of the stock which would be compared to the issue 

price. There are several different points in time that are being used to extract the trading price 

from. The most common is through the closing price of the first day of trading.  

The measured initial return is then compared to the average return on the market. The 

difference between the two is generally referred to as under or overpricing. For greater 

accuracy the IRi from the equation is sometimes compared to a similar stock (same branch or 

size). 
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3.6 Measuring Diversification  
Measuring diversification often proves tricky due to the nature of the phenomenon. While the 

number of different industry segments is always a key variable in the measurement, the 

characteristics of those segments are also to be accounted for. That adds a qualitative aspect to 

the process of determining the degree of diversification, so a single method of measuring is 

often inconsistent.  

One of the most common ways of calculating diversification is the so called Berry Index. 

3.6.1 Berry Index    

The Berry Index (Alexis P. Jacquemin, Charles H. Berry, 1979) indicates the degree of 

diversification in an enterprise based on the number of different industry segments hosted 

under the same roof and the proportions of those segments in terms of revenue. The 

mathematical expression of the calculation is constructed as follows:  

 

 
 

  

where p(i) is the procentual proportion of the segment’s turnover in relation to the total 

turnover. 

 

The index is equal to 1 minus the sum of all segments proportions of the total revenue, lifted 

to the power of 2. Since the proportions are quadrated, any additional segment decreases the 

value of the second term after the equality sign, which increases the value of the index. The 

range of the index is captured by the interval 0 - 1 , where 0 indicates no diversification and 1 

indicates an extremely high level of diversification. It is though virtually impossible to 

observe a Berry index higher than 0.75 as the needed number of different segments for a value 

higher than that is 5 or more and is rarely observed. For that reason a value of 0.75 is 

considered to represent a very high degree of diversification. 

Example: 

 

 
   

The advantages of the Berry index are the simplicity and time efficiency of the calculation. It 

is relatively easy to find data that presents revenue by segment. And the data is further on 

easily inserted in the equation. There is though a huge disadvantage, regarding the quality of 

the data. As mentioned earlier in the thesis, diversification is not just dependable on the 

number of different segments, but also on the relation between the segments. It is plainly clear 

that segments can have a lot in common, such as production line, demand, use, market 

sensitivity and customer groups, etc. That makes the Berry index quite inaccurate and a 

further analysis of the values from the index is required for a more proper evaluation of 

diversification.  
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3.6.2 Jacquemin-Berry Entropy Measurement 

This time consuming method for measuring diversification takes into account relatedness of 

market segments and the proportions of sales to them. This presents the opportunity to analyse 

and group segments with regards to a broad spectrum and narrow spectrum diversification. 

However, it requires another variable for computation, 4-digit SIC-codes (NACE-codes) with 

sales data for each of the segments. It may prove itself to be an onerous task, since empirical 

evidence for the combination of NACE-codes and their respective sales proportion is lacking. 

3.6.3 Rumelt’s classification system 

Rumelt (1974) categorized a firm’s degree of diversification based on judgments about 

similarities in product and process technologies and also market activities. The extent and 

nature of relatedness among businesses was assessed in a qualitative way rather than using 

quantifiable data. The advantage of this approach is the possibility to include many different 

factors, which potentially affect relatedness. The method though is rather time consuming, too 

subjective and its reliability may be questionable. 

3.6.4 Choice of method 

For this study, the Berry index is used as step one, due to its simplicity and convenience. 

Once the degree of diversification has been quantified based on the number and the size of the 

segments, a qualitative aspect is added to the evaluation. Much like the Jacquemin-Berry 

Entropy Measurement from above, the characteristics of each segment is studied in order to 

determine the relatedness of the segments. A number between 0 and 1 is then given to each 

firm that represents the total relatedness of all the segments present in the observation. This 

led to the creation of an Ad-hoc Berry Index, which is more closely explained in the following 

section.  

3.6.5 Ad-hoc Berry Index 

The solution to the dilemma of having to choose between either an easy computable index; 

which does not take into account any relation between a company's different segments; or 

computing an index with scarce data, time consuming to gather or even non-existent; was to 

make a compromise between both indexes. 

 

As mentioned above, the Berry Index is computed in the traditional manner, ranging from 0 to 

1. The second step is to create an evaluation system for the extent of relatedness between the 

branch segments a firm operates in. The criteria helping to determine the relatedness are 

grouped as follows: 

 

Low levels of diversification = 0 - 0,3 

Single-Business  > 95% of revenues from a single business unit 

Dominant-Business   70-95% from a single unit 

Vertically-integrated Businesses 70% of sales in value chain 
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Moderate levels of diversification 0.6 - 0.4 

Related-Diversified  70% or more from business that are related  

 

Businesses must share product, technological or distribution linkage 

Businesses may be related-linked or related-constrained 

 

High level of Diversification 0,7 - 1 

Unrelated-Diversified    <70% in related business units  

 

Other aspects found necessary for the evaluation are the homogeneity of customers, markets 

and products but also if a company’s product mix is compounded of normal goods as well as 

inferior goods or not and the sensitivity of the produced goods with regards to economic 

cycles. The qualitative analysis is based on generally subjective assessment. This implies to 

make the impact on the Ad-hoc Berry Index less significant, so that evaluation discrepancies 

between different individuals are not distorting the result too extensively. The qualitative 

analysis is becoming one more self-standing index; the relatedness variable (Q) which has a 

range from 0 to 1 with one-decimal intervals where 0 means not related and 1 means 

extremely related. This additional index has to be included in the Berry formula in a way that 

affects the previously computed Berry Index as some sort of “handicap”-variable. The impact 

should not be linearly dispersed but exponentially progressive. As the number rises, the 

impact should become greater and greater. This is consistent with the idea that a certain 

amount of relatedness almost always is present in a diversified firm.  

 

The Ad-hoc Berry Index is computed as follows:  

where  

p(i) is the procentual proportion of the segment’s turnover in relation to the total turnover and 

Q is the degree of relatedness, ranging from 0 to 1 

 

Similar to the Q-variable, the different outcomes of the Ad-hoc Berry Index are grouped into 

several categories: 

≤ 0.3  highly diversified 

0.29 - 0.15  moderately diversified 

0.14 - 0.01  poorly diversified 

0  non-diversified 

 

3.7 Pearson’s Chi-Squared Test 
Pearson’s Chi-Squared Test is a statistical test helping to determine whether an observed 

difference in a set of categorical data is likely to have occurred by chance. It is suitable for 

unevenly dispersed data categories, rendering it preferable for this research due to the fact that 

non-diversification is over represented as a category. The causality between phenomena is 



- 17 - 
 

always represented by some kind of statistical correlation between them. The phenomena are 

turned into variables which are adjusted for proper use in the calculations. The Chi-Squared 

test is suitable for this research as the causality between level of underpricing and level of 

diversifications is being tested. The test is interested in the cross match correlation between 

categories observed as carriers of two characteristics. That is why a matrix of two variables is 

used for computing the correlation coefficient. In this case the variables are clear and the 

categorisation by severity of underpricing and severity of diversification is also possible, 

which makes the Chi-Squared test a suitable tool for the task. 

 

The premises to conduct the research are the following: 

 

H0,1: Underpricing does not depend on the degree of diversification among IPOs. 

HA,1: Underpricing depends on the degree of diversification among IPOs. 

 

 

H0,2: Underpricing does not depend on the degree of diversification among SEOs. 

HA,2: Underpricing depends on the degree of diversification among SEOs. 

 

The hypotheses are to be tested by computing the data set as follows: 

 

 
  

where   is the observed value and   is an expected (theoretical) frequency 

 

Each expected value has to be calculated first, which is done by multiplying the column’s 

total value with the row’s total value in a given cell and then dividing by the table’s total 

value (numbers of observations). 

 

When all of the -values are found, the sum of them will add up to the “ -test statistic” 

which positions itself either within or outside of the -distribution.  

 

To determine its position thereby whether to reject or accept the premises, the “ -critical 

value” has to be obtained. For that additionally, the level of significance has to be chosen, 

commonly 0.05. 

The degree of freedom is necessary to read out the mentioned value from its table. The degree 

of freedom is calculated as follows: 

 

 
  

where r is the number of rows and c is the number of columns 
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At last the -critical value and the -test statistic are compared to each other. In the cases 

that: 

 

 -test statistic > -critical value -> reject null hypothesis 

 -test statistic < -critical value ->accept null hypothesis  

3.8 Other Hypotheses 
H0, 1: Underpricing does not vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange. 

HA, 1: Underpricing does vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange. 

 

H0, 2: Underpricing does not vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange. 

HA, 2: Underpricing does vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange. 

 

H0, 3: Diversification of IPOs does not equal diversification of SEOs in regard of 

underpricing. 

HA, 3: Diversification of IPOs does not equal diversification of SEOs in regard of 

underpricing. 

 

3.9 Bivariate Analysis 
A Bivariate Analysis is another quantitative analysis. Bivariate means two variables (often 

denoted as X and Y), and the empirical relationship between these variables is determined. In 

order to observe a relationship between X and Y, it is necessary to measure to what extent 

they change simultaneously. This is called “Covariance”. Bivariate analysis can be helpful in 

testing simple hypotheses. The aim to increase the reliability of the Chi-Square test results, as 

well as, the necessity to examine the correlation between the variables as a flowing 

observation too, rather than just as categorised observations, calls for the use of a bivariate 

analysis. The nature of the data is technically suitable for this statistical test which in turn 

contributes to the validity of the outcome.  

The most common kind of testing two variables is by means of “Pearson’s product-moment 

correlation coefficient”. It is determined as follows: 

 

 
  

where E is the expected value operator 

and σX and σY are the standard deviations for X and Y 

In this case, X stands for the degree of industrial diversification 

and Y stands for the short-run underpricing of the assets 
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The correlation is computed through the statistical analysis toolpak within Microsoft Excel. If 

the resulting value is -1 there is a strongly negative correlation, if the value is 0 there is no 

correlation and if it is +1 there is a strongly positive correlation. 

3.10 Spearman’s Rank Correlation 

Spearman’s Rank Correlation is a non-parametric measure of statistical dependence between 

two variables. In applications where duplicate values are absent (in this correlation test, solely 

diversified firms are examined) the following procedure to calculate a correlation between 

two variables is suitable: 

 

  
 

where  is the difference between two observed variable categories (x and y), which 

previously have been ranked independently from each other and 

n is the number of observations. 

 

The correlation can possibly range from -1 to +1, with the same characteristics as of a 

Pearson’s Correlation Coefficient. A negative coefficient indicates a reversive causality, 

meaning that the higher a variable x gets, to a given extent, the lower y will follow or vice 

versa. A positive coefficient indicates x and y to be simultaneously increased/decreased to a 

given extent. The test accordingly is used to find a causal connection whether diversification 

might be included in a determination of the underpricing severeness.  

 

As the bivariate analysis examines even non-diversified IPOs and , an additional Spearman’s 

rank correlation is needed to check the correlation between levels of underpricing and 

diversification only for those observations that exhibit Ad-hoc Berry index higher than zero.  

 

3.11 Basic Statistical Methods 
A set of basic statistical calculations is used to gain a general overview of the conditions for 

the data. This analysis includes the computation of averages, minimum/maximum values, 

standard deviations, variances, differences between values and periodisations of events. 

Further on extreme values for observations have to be considered and handled. 

 

3.12 Evaluation of Methods 
Advantages of statistical methods, if used properly, are often described to give clarity and 

solve questions. They are also often used as the basis for scientific proof as the results can be 

projected to the entire population without taking a census.  

 

On the other hand statistics can also be based on pre-judgments and the design can become 

manipulative. Further on it is difficult to obtain a sample that perfectly represents the 

population that is being studied. A deep understanding of a problem’s specificities is, in 
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addition, difficult to achieve through numerical data as statistical data presents superficial 

interpretational foundations. For that reason a more careful and creative analysis is needed 

once the result is ready.  

 

The assessment of all answers’ correctness is also conducted by means of the technique to 

analyse the research’s reliability and validity. As reliability of the collected data is determined 

by its respective sources, validity specifies to what extent the data measures its intended 

purpose. 

 

3.13 Reliability 
The collection of data was mainly completed with the use of official databases, well-known to 

be the common source of information. To these belong websites of the Nasdaq OMX 

Stockholm Stock Exchange, Börsforum Sverige AB’s “www.nyemissioner.se”, Avanza 

Bank’s database for stocks and the majority of the companies’ prospectuses and annual 

reports/quarter reports. Further on, earlier studies and newspaper articles have come to good 

use for speculation which later could be confirmed from official instances. 

The gathered data is systematically documented and processed/computed in an Excel-

document. Reliability is always questionable in a manual process regarding the correctness of 

the data and can only be guaranteed by thorough input methods. Equal caution should be 

tributed during the computation process in order to evade errors in the results. 

 

A last word about reliability discusses the question whether the research is consistent after 

repetition with similar methods. The general assumption should be Yes, since the data used is 

consistently. The evaluation of some of the Ad-Hoc Berry Indexes though is dependent on the 

individual’s skillfulness and effort invested in the gathering process. 

 

3.14 Validity 
Another point of view about the accuracy of the data is, as mentioned above, the extent of 

relevance regarding what is to be measured. Is a sample suitable to generalize its results over 

a population? In this study, the sample is large enough to be generalisable with regards to 

recent conditions on the markets. Even though the short-time conditions, for example the most 

recent global financial crisis, are affecting the underpricing, in the long run it should not be 

equally influential. 

If it is assumed that the distribution of the samples is shaped according to the normal 

distribution, the market movements during the analysed time period should not influence the 

results and any major attention to these market movements was not paid prior to the process 

of analysing. This could also be regarded as a weakness in this research. 
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4 Empirical Evidence 
This section is designed to present all data and empirical findings, as well as the data 

collection process and the filtration of the material used in the calculations and analysis of 

the thesis. 

4.1 Sample 
The population from which the observation subjects are extracted is the total number of IPOs 

and SEOs conducted on the Stockholm stock market in the period 2005-2014. The number of 

initial stock introductions for that period is 72, but those included in this research are 31. 

Filtering out 40 observations is the result of focusing only on stocks that enter the market 

without any previous history of public trading since this is the intended meaning of an IPO in 

this paper. As 32 stocks from the population are switches from other minor lists (primarily 

First North) to the OMX Stockholm, they are excluded. The reason for that is the aim to 

explore IPO underpricing of only those stocks that become the object of public trading for the 

first time, exclusively at the Stockholm market.   

The residual 8 stocks that are excluded are stocks of companies that have gone bankrupt or 

have been acquired by other firms and have stopped existing as separate entities and thus 

being unable to acquire any historical data from the sources used for data collection. 

The number of SEOs conducted in the observed period is 160 and the number of those 

included in the analysis is 120. The reasons for excluding 40 observations vary from 

bankruptcy, acquisition, inability to find data and issuance of specific securities directed to 

restricted groups of investors.  

For the collection of data, a number of official sources is used. Offer prices come mainly from 

prospectuses issued by the respective firms or from specialised media channels like Dagens 

Industri, SvD as well as from previously conducted researches in the field. Closing stock 

prices come from the official database of the Nasdaq OMX Stockholm stock exchange. 

Industrial segment information is gathered almost entirely from annual reports and to a small 

part from official websites of the respective companies.  

4.2 Distribution of sample   
As already mentioned, the number of IPOs observed in the research is 31. The number of 

stocks that have generated positive returns after introduction to the second-hand market is 17. 

Those returns vary from just above 0% to as high as 12,69%. The stocks that have generated 

negative returns are 7, the lowest of which is -7,74%. The residual 7 stocks have been traded 

at the same price as the offer price, making them neither winning, nor losing stocks. The 

overall average return of the IPOs is 3,44% with a standard deviation of 5,02%. Overview of 

the data is available in Table 1. 
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Table 1. Sample Statistics for IPOs on the Stockholm Market 

 
Source: Own findings – Appendix A 

 

Of all 120 SEOs 102 have generated positive returns after the introduction to the second-hand 

market. Those returns vary between just above zero and go as high as 275%. The negative 

return stocks are 13 and those with no return are 5. The average for the whole sample is 

37,45% with a standard deviation of 48,13. Overview of the data is available in Table 2. 

Table 2. Sample Statistics for SEOs on the Stockholm Market 

 
Source: Own findings – Appendix B 

 

The majority of the firms in the sample are classified as non-diversified. The next biggest 

group is the one that consists of moderately diversified firms, leaving poorly diversified and 

highly diversified the smallest groups. 

Of all of the IPO firms, 21 are found to be non-diversified, having an Ad-hoc Berry index of 

zero. That is roughly two thirds of the sample, which is in accordance with previously made 

researches in the field, as a survey made by Boulton, Smart and Zutter (2013) suggests that 

38% of all publicly traded firms have been diversified at some point of their corporate lives. 

A more modest number of 4 is the poorly diversified firms. The number of moderately 

diversified firms is the same, whereas the highly diversified firms are 2. A more easily 

perceived presentation of those numbers is available in Table 3 and the adjacent figure.   
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Table 3. Sample Statistics of Diversification Levels of IPOs 

 
Source: Own findings – Appendix A 

  

In the SEO sample 86 companies are found to be non-diversified. Here too, that stands for 

roughly two thirds of the population. The poorly diversified firms are 8 and the moderately 

diversified are 23, which is the second biggest group in this set of categorisation. The highly 

diversified firms are, as expected previously, the smallest group, and constitutes only three 

companies. A closer look at the numbers is presented in Table 4 and the adjacent figure.  

 

Table 4. Sample Statistics of Diversification Levels of SEOs. 

 
Source: Own findings – Appendix B 

 

The number of IPOs throughout the years has varied too. The original figures are far greater 

than the observations accounted for in this research, but after filtering out the irrelevant ones, 

a pattern can be observed. During the first three years of the research period, a relatively high 

activity is observed. Thereafter it is followed by a period of low activity during the period 

2008 - 2009 and partially 2010. After the stagnation of IPO introductions, a year of recovery 

follows in 2011 with 6 IPOs again. 2012 is an empty period with no IPOs, and years 2013 and 

2014 are somewhat moderate. The numbers are shown in Figure 2. 
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Figure 2. Number of IPOs on the Stockholm Market by Years. 

 
Source: Own findings – Appendix A 

 

A different trend is observed with the SEO sample. While the first three years are 

characterised by a small number of seasoned offerings, the years 2008, 2009 and 2010 form 

an exponentially growing line, reaching a peak of 20 SEOs in 2010. The following year the 

trend is broken and the SEOs are 14, after which another growing activity occurs during the 

following two years. The SEOs observed in 2014 are again 13, but that is only until the end of 

March. The trend is presented in Figure 3. 

 

Figure 3. Number of SEOs on the Stockholm Market by Year. 

 

Source: Own findings – Appendix B 
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4.3 Periodised findings 
Due to the different levels of activity during the years, the observations are divided into three 

different groups: pre-crisis, during crisis and after crisis.  To see whether the correlation 

between level of underpricing and level of diversification varies during those three periods, as 

it is the case with number of issuances, they are observed separately. The categories Non-

diversified, poorly diversified, moderately diversified and highly diversified are used to cross-

match with the periods. The tests made here are rather simple and aim to uplift eventual 

differences in the average levels of underpricing and the standard deviations of the results for 

the predefined categories. The pre-crisis period is set to cover the years 2005, 2006 and 2007. 

Crisis period is defined by the years 2008, 2009 and 2010 and the post crisis period includes 

2011, 2012, 2013 and 2014. The range of the periods is motivated by the trend development 

of the Stockholm OMX30 index which during the respective periods describes the 

characteristics of normal trend development during the first period, followed by stagnation 

during the second, and recovery during the third. The trend can be seen in Figure 4. 

Figure 4. Historical Development of Stockholm OMX 30 Index. 

 

Source: NASDAQ OMX Stockholm 

 

In the IPO population from the pre-crisis period, the non-diversified stocks experience an 

average level of underpricing 2,04%. The standard deviation for those observations is 5,71%. 

During the years of the crisis, the same category has an average level of underpricing equal to 

2,40% with a standard deviation of 4,28%. In the period of recovery the numbers are as 

follows: average underpricing = 4,50% with a standard deviation of 3,94%. 

The poorly diversified class experiences different levels of underpricing than the non-

diversified. The pre-crisis underpricing is 1,25% and under the crisis is -1,60%. The standard 

deviations are respectively 1,77% and 0,95%. Observations from the after crisis periods are 

not present for this category. 

Moderately diversified companies have 2,25% underpricing before the crisis with a standard 

deviation of 5,09%. For the second period the underpricing is 12,12% and the after crisis 

underpricing is 0,00%. Standard deviations for the last two periods are insufficient due to the 

limited number of observations. Highly diversified IPOs are found only in the period before 
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the crisis and the average level of underpricing is 11,23%. The underpricing numbers can be 

more closely studied in Table 5. 

Table 5. Average Underpricing of IPOs, Periodised. 

 
Source: Own findings 

 

In the SEO population the non-diversified category has and average underpricing during the 

pre-crisis period of 21,33%. The standard deviation for those observations is 32,97%. Under 

the crisis the same category in underpriced in average as highly as 57,93% with a standard 

deviation of 60,58% and after the crisis the numbers are respectively 27,57% and 30,11%.  

No poorly diversified SEOs are found in the pre-crisis period and the average underpricing 

under the crisis is 58,62% with standard deviation of 110,58%. The after crisis underpricing is 

29,02% with standard deviation of 27,29%.  

Like with the previous category, no moderately diversified SEOs are found in the first period. 

The underpricing during the second period is though 48.39% and deviates 52,97%. The after 

crisis underpricing is 22,66% with a deviation of 33,67%. 

The number of highly diversified firms is insufficient (only 3) and therefore it is not analysed. 

Additionally no highly diversified IPOs are observed in this population. Closer look at the 

underpricing statistics is available in Table 6. 

Table 6. Average Underpricing of SEOs, Periodised 

 

Source: Own findings 

4.4 Spearman Rank Correlation 
A Spearman rank correlation is unable to calculate for the non-diversified observations due to 

the lack of a variable that allows any logical ranking of the observations. Because the ad-hoc 

Berry index for all of the observations with a categorisation of no diversification is 0, this 

method is not applicable for the category.  

The Spearman rank correlation is therefore used only with observations that feature a level of 

diversification. In the IPO population the correlation between diversification level of poorly 

diversified stocks and the level of underpricing is calculated by giving each observation two 
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ranking numbers in connection with each variable. The same is performed with the other 

categories. The correlation coefficient for poorly diversified IPOs is according to calculations 

-0,2. The graphic correlation is shown in Figure 5. 

Figure 5. Graphic Expression of Spearman’s Rank Correlation Between Poorly 

 Diversified IPO’s Level of Underpricing and Level of Diversification. 

 

Source: Own findings 

The same method is applied to the moderately diversified IPOs and the result is 0,9. See 

Figure 6. 

Figure 6. Graphic Expression of Spearman’s Rank Correlation Between Moderately  

Diversified IPO’s Level of Underpricing and Level of Diversification. 

 

Source: Own findings 

 

The SEO population is put to the Spearman rank correlation test as well. The observations 

here are considerably more, but that does not imply any complications. The slopes are instead 

defined by more points which, contributes to the flowing nature of the graphic expression of 

the correlation. In the case of poorly diversified SEOs the correlation coefficient is computed 

to -0,26061, which is a weak negative correlation. The coefficient for the moderately 

diversified SEOs is  -0,22468, which too is a weak negative correlation. The graphic 

expressions can be seen in respectively Figure 7 and Figure 8. 

Figure 7. Graphic Expression of Spearman’s Rank Correlation Between Poorly  

Diversified SEO’s Level of Underpricing and Level of Diversification. 

 
Source: Own findings  
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Figure 8. Graphic Expression of Spearman’s Rank Correlation Between Moderately 

 Diversified SEO’s Level of Underpricing and Level of Diversification. 

 
Sources: Own findings 

 

4.5 Pearson’s Chi-Squared Test 

In order to conduct this test properly, an additional categorisation of the observations is 

necessary. The previously used categories non-diversified, poorly diversified and moderately 

diversified are inserted in the horizontal axis of the matrix. The vertical axis is constituted of 

the newly formed categories that represent different degrees of diversification. For that use 

the IPO observations are divided into four different groups. Group one consists of IPOs with 

negative initial returns. Group two consists of IPOs with positive initial returns but no higher 

than 5%. Group three consists of returns higher than 5% but no higher than 10%. Finally, 

group four consists of IPOs with initial returns higher than 10. The IPO matrix is available in 

Table 7. 

 

Table 7. Chi-2 Table of The IPO population. 

 
Source: Own findings 

 

The zero hypothesis is: 

Underpricing does not vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange. 

 

Respectively the counter hypothesis is: 

Underpricing does vary between diversified and focused IPOs on Nasdaq OMX Stockholm 

stock exchange. 

 

The calculated  in this matrix is 4,32928. The critical  for the matrix is defined by the 

number of rows minus 1, multiplied by the number of columns minus 1, and the degree of 

significance, which for this calculation is set at the standard for this type of researches 5%. 

The critical  borrowed from the -table is 12,592. The fact that the calculated  does not 

exceed the critical implies that the Zero Hypothesis cannot be rejected. In this case a 

Level of Underpicing

Level of Diversification
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statistical correlation between the degree of underpricing and the degree of diversification is 

not confirmed. 

 

An identical test is conducted with the SEO population. The one difference from the previous 

test is the categorisation of the observations according to the level of underpricing. Because 

the frequency between the highest and the lowest initial returns is greater in the SEO 

population, the categories are set so that they each have a greater range of initial returns. 

Group one constitutes all negative returns, group two constitutes all positive returns that do 

not exceed 15%. Group three is set to consist of returns higher than 15% but no higher than 

40%. Group four includes observations with returns higher than 40% but no higher than 70%. 

Group five consists of initial returns no higher than 100% and group six includes the 

extremely high returns above 100%. The groups and the number of observations of the matrix 

are shown in Table 8. 

 

Table 8. Chi-2 Table of The IPO population. 

 
Source: Own findings 

The zero hypotheses is:  

Underpricing does not vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange. 

Respectively the counter hypothesis is: 

Underpricing does vary between diversified and focused SEOs on Nasdaq OMX Stockholm 

stock exchange. 

The calculated for this matrix is 12,98. The critical  for 5% significance level, taken 

from the -table is 18,307. The fact that the calculated value does not exceed the critical 

value implies that the zero hypothesis cannot be rejected. A statistical correlation between the 

level of diversification and the level of underpricing is not found according to this calculation.  

4.6 Bivariate Analysis 
The bivariate analysis is made for a one tailed test for both IPOs and SEOs. In the IPO 

population the means of variable 1 being diversification and variable 2 being underpricing are 

respectively 0,0749 and 3,44%. Variances are 2,74% and 0,25% and the correlation 

coefficient is 0,3616. At the critical t-value of 1,697 and a calculated t-value of 1,539, here 

too the Zero Hypothesis is not rejected.  The test is conducted with the variables in their 

primary forms, not adjusted to periods or categories, which implies that, in general, a 
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correlation between the two variables is absent. The scatter diagram of the population is 

available in Figure 9. 

Figure 9. Scatter Diagram of IPOs observation. 

 

Source: Own findings 

 

The t-test in the SEO population gives a correlation of 0,1106. The 0 Hypothesis is not 

rejected and the statistical correlation between the two variables in sot confirmed. The scatter 

diagram of the population is shown in Figure 10.  

Figure 10. Scatter Diagram of SEOs observation. 

 

Source: Own findings 
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5. Analysis 
This chapter provides the reader with the analysis of the result presented in the previous section. It 

also consists of explanations regarding the causality between the examined variables as well as a 

revision of the authors’ understanding of the empirical findings. It has also been used as an attempt to 

establish a link between the theoretical frameworks used in the thesis and the results of the research.  

Throughout this paper, the level of industrial diversification and its influence on IPO and SEO 

underpricing has been questioned and tested in order to draw the conclusion whether or not it 

deserves a place alongside with other theories explaining the reasons for underpricing. While 

a scarce amount of previous research has been conducted in this field, a conclusive answer to 

the above discussed research questions is not to be found among industrial diversification 

literature. Although Hadlock, Ryngaern and Thomas (2001) find diversification as a factor 

that decreases information asymmetry, which in term would lead to lower levels of 

underpricing, in this paper, the same conclusions cannot be drawn. Welch’s “Seasoned 

Offerings, Imitation Cost, and the Underpricing of Initial Public Offerings” from 1989 which 

explains the reasons for diversified firms to underprice IPOs on purpose, is too contradicted 

by the research. No statistical proof for the causality between underpricing and diversification 

is available from the previous chapter.  

5.1 Sample analysis 
Looking at the sample examined in chapter 4. Empirical Evidence, it is obvious that the 

majority of firms traded on the Stockholm stock market are non-diversified. 68% of the IPO 

observations exhibit an Ad-hoc Berry index of zero, which makes diversified stocks easy to 

watch for trend-breaking characteristics. Because the majority of observations are categorised 

under the same level of diversification, spotting discrepancies regarding level of underpricing 

of diversified stocks, is an easy task, provided that there are any. The same applies to the SEO 

population as 69% of the stocks are too non-diversified. From a practical point of view then, 

the samples are suitable for analysis and generalisation of the outcome provided by the 

statistical tests. 

5.2 Underpricing of IPOs/SEOs 
Equal to Loughran et al (2011) and Ljungqvist (2006) who concluded an underpricing for 

Swedish IPOs of 27,3% respectively 15%, the IPOs in this study are generally underpriced 

too, but to a very lower extent, at around 3%. A possible explanation for this deviation may be 

as plausible as the different observation periods where the researches were conducted. It has 

been shown in earlier studies (Sandsjö & Westgren, 2012) that IPOs were significantly 

underpriced during periods of “hot markets” (explained later on) as the IT-bubble in the 

beginning of the 2000s, but also, in times of economic instability, to be only slightly 

underpriced. Since a larger part of the sample in this research lies within an unstable period, 

the outcome should be equally affected and show only a smaller degree of underpricing. 

Another premise, that an IPO’s future performance is difficult to predict (Ritter, 1998), could 

not be confirmed as it is implied that the risk of under- or overestimating the value should be 

reflected in the standard deviation of the underpricing. Since the IPO standard deviation is at 

5%, compared to the SEO standard deviation of 48,13%, an IPO does not seem to cause 
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greater problems in performance prediction. A last word about the underpricing and its 

deviation may be that generalisations could be questioned due to the rather small sample size 

of only 31. 

With regards to SEOs, other studies are scarce and target other, earlier periods starting with a 

low degree of underpricing that eventually rises significantly, the more in the future it is 

observed (Shane A. Corwin, 2001). Therefore, searching any conformity between this study 

and others is simply not suitable. As mentioned above, this study does not draw the same 

conclusion as Corwin (2001) with a strong discrepancy in the degree of underpricing. An 

average of 38,44% in this study is held against an average of 2,2% of underpricing in the 

earlier studies. 

5.3 Periodised findings analysis 

The fact that the observed period consists of different economic cycles gives the opportunity 

to examine if diversification has a shifting effect on underpricing, depending on the intensity 

of different outside factors, as business trends, economic crisis and booms, etc.  

According to the Hot Issue Markets hypothesis, firms issue stocks at times when the markets 

are high and the risks are low. Looking back at Figure 2 Number of IPOs on the Stockholm Market 

by Years, the hypothesis is proven accurate in this population of IPOs. The low number of 

IPOs during the years 2008 and 2010, and the absence of any during 2009 is clearly a sign of 

hot-issue-market caution. If a firms strives to reach public attention in order to raise capital, a 

time of global economic stagnation and declining markets, is not preferable. In contrast, the 

years before and after the crisis are marked by a moderate number of initial issuances. 

When it comes to the levels of underpricing in respect to level of industrial diversification, the 

results are rather contradictory. The numbers in Table 1 Sample Statistics for IPOs on the 

Stockholm Market show that non-diversified and poorly diversified stocks experience similar 

levels of underpricing in the years prior to, and during the crisis. It is the after-crisis period 

that shows higher underpricing. Compared to moderately diversified firms, it seems rather 

strange as the highest underpricing for that category occurs during the years of the crisis. That 

seems more logical because introducing a firm to the public market during years of decline, 

thus ignoring the hot-issue-market practice, should be paid for. In this case, underpricing is 

the price for entering the market. But the fact that one of the groups differ from the others 

suggests that the level of diversification plays a role in this population. As industrial 

diversification, despite its cost efficiency disadvantages, presents a certain amount of stability, 

and the fact that crises are the most typical examples for instability, causes contradictions. 

Non-diversified firms would be expected to increase underpricing during crises and vice 

versa, but in this case it is the exact opposite. It would seem then that diversification does not 

have the expected impact and that the observed differences are rather firm-specific. It 

shouldn’t be forgotten though that diversification has its cons, such as lack of focus and 

decreased overall profit margins due to higher fixed costs. All of which are usually being 

accounted for by investors, especially during bad times. That might explain why diversified 

firms are more severely affected by underpricing during the crisis. The most critical thing 

though is that the differences for the non-diversified and poorly diversified firms are minimal. 

For that reason it is equally wise to abstain from any radical conclusions and to allow the 
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premise that the results could also be random. In any case, a higher level of diversification is 

not found to decrease underpricing of IPOs. Not even during different economic cycles.  

The SEO population shows a different picture. Here the number of issuances is high during 

the crisis, as could be seen in Figure 3. Number of SEOs on the Stockholm Market by Years, which 

contradicts with the Hot Issue Market hypothesis and the observations of Altinkilic and 

Hansen (2003), as they observed a rising number of SEOs during rising markets. But that is 

far from extraordinary. While initial issuances are calculated so that they coincide with times 

of “high markets”, SEOs could occur with high frequencies even during bad periods. At a 

time of severe economic instability, many firms find themselves in urgent need of obtaining 

liquidity. Loans are close to impossible due to the increased caution by the banks and equity 

owners, so the only available way to get a hold on money is emitting stocks. It is granted that 

the stocks will be highly underpriced, as it is shown by the empirical evidence of this 

research, but that is a price the firms are forced to pay. As it turns out though, diversification 

does not make the problem disappear. Looking back at Table 6 Average Underpricing of SEOs, 

Periodised, it appears that differences between diversified and non-diversified firms are rather 

minimal. All three groups of SEOs experience similar underpricing during the first period and 

all three groups experience similar marginal increases during the crisis. The recovery period is 

over again characterised by similar marginal decreases. It would appear that diversification 

does not change anything in the cases of SEOs. Presuming that a simple factor, like 

diversification, would compensate for the immense load of the crisis appears wrong. The 

global stagnation and the caution it causes worldwide seems to be too comprehensive to be 

canceled by the number of industrial segments a firm consists of. Therefore the SEOs of the 

examined period are rather “emergency issuances” than “hot issuances” 

 

5.4 Bivariate Test and Spearman’s Rank Correlation Analysis 
The bivariate test is a rather simple one that shows whether or not there is a correlation 

between the variables, without taking in account periodisations or categorisations of the 

observations. That gives a general idea of the causality between underpricing and 

diversification. For one-tailed examination of the IPO population, the critical value of t is not 

exceeded by the calculated value, which unquestionably means that the correlation between 

the variables might as well depend on random events. It could be argued that a sample of 31 

observations might be disturbed by firm specific characteristics or by extreme events, so that 

the causality of the variables is unable to be proven statistically. But if there is indeed a 

correlation between underpricing and diversification that is worth considering while making 

investment decisions, then that correlation should be rather more obvious and convincing. At 

95% confidence level, the correlation is already inconclusive, and increasing that level to 

more significant probabilities, the correlation is even more vague and incomprehensive. That 

being said, the general causality between underpricing and diversification is rather 

insufficient.  
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The result is the same when the test is applied to the SEO population, which brings additional 

support to the idea that any correlation between the variables is random. 

It is, of course, necessary to see whether or not changes in the IPOs and SEOs are observed as 

categories by different levels of diversification. Here follow the results from the Spearman’s 

rank correlation test. The fact that the observations are included in groups consisting of 

similarly diversified stocks, should give an insight of whether any differences between the 

level of causality between the variables exists, when shifting from one diversification group to 

another. This test is naturally conducted only for observations that exhibit a positive level of 

diversification, which is the reason why non-diversified firms are not included here.  

Starting with the poorly diversified IPOs, the calculated correlation is -0,2. That is a negative 

correlation, which means that a higher level of diversification corresponds with a lower level 

of underpricing. And that is somewhat encouraging, but only until mentioning that -0,2 is a 

very weak correlation. Therefore assuming that the causality between the variables is of any 

essence would be rather premature. On the other hand the correlation for the moderately 

diversified IPOs is 0,9, which is entirely different. Such a strong positive correlation suggests 

that the more a firm is diversified, the more its IPO will be underpriced. Although the 

previous is explicitly stated by the result from the test, it is worth mentioning that even here 

the number of observations is small. That makes generalisations weak and accompanied by 

the fact that -0,2 and 0,9 are two immensely different  correlation coefficients, it is best 

concluded that the statistical causality between the variables is absent.  

The two groups of SEOs exhibit much more similar correlations. A plausible explanation for 

that is the greater number of observations present in each of the diversification groups of 

SEOs, which straightens out the regression line. For the poorly diversified stocks the 

coefficient is -0,26061. That is a weak negative correlation, and although it suggests that 

diversification decreases underpricing, the correlation is far too vague in order for it to be of 

any analytical essence. The moderately diversified SEOs have a correlation of -0,22468. That 

is quite similar to the previous result, which implies that underpricing does not vary between 

different levels of diversification in the case of SEOs.  

5.5 Chi-Squared Analysis 
While the previous tests observe the stocks as groups based on levels of diversification, this 

one observes them as groups based on levels of underpricing. That is why it presents another 

angle of correlation between the variables which shows whether or not any categorisation of 

underpricing depends on diversification.  The simple answer is No, for both IPOs and SEOs. 

Even at 95% significance level the statistical correlation is absent, which clearly suggests that 

diversification doesn’t cause less underpricing.  

It is then obvious that the hypothesis used as inspiration for this research is falsified and that 

the theoretical background of this subject is not applicable for the Stockholm market of IPOs 

and SEOs. It is though not necessary to deny any of the other theories lifted up in chapter 2 

Theoretical Frameworks. The fact that they explain the reasons for underpricing and that 

diversification doesn’t, does not exclude mutual logic between them. The other theories might 
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help explain why diversification hasn’t found scientific support in explaining underpricing 

and why in different conditions it might have.  

 

5.6 Efficient Market Hypothesis 
The efficient market hypothesis (Fama, 1970) is partially integrated in the basis for this 

research, above all due to the fact that the examined variables represent information on a 

certain level of efficiency. The semi-strong efficiency is of the most importance because the 

data to calculate industrial diversification is presented in publicly accessible documents like 

annual reports. Since the findings in this paper conclude that the impact of diversification 

does not affect the price determination in either direction, the semi-strong efficiency could not 

be rejected. According to this theory it is implied that only insider information could be a 

possible, yet unexplored factor affecting the price/underpricing. A possible explanation could 

be linked with the next theory of asymmetric information. 

 

5.7 Asymmetric Information 
As asymmetric information, is concerned with the gap of information in an acquisition 

process (the costs to reduce this gap are called transaction costs), industrial diversification 

could be seen as information which is not equally assessed among investors due to the 

different amount of effort put down on an investigation. It may seem that diversification 

simply is not taken into account when an investment in IPOs and SEOs is conducted as the 

transaction costs of this factor may overweigh its gains on insight. This can be explained by 

the rather time consuming process of evaluating the extent of industrial diversification 

correctly, as the dimensions range from relatedness to quantitative numbers of segments. It is 

though rather speculative to draw the conclusion that asymmetric information exists due to the 

fact that diversification is tricky to measure. It might be that diversification does not have the 

implied advantages as stated earlier (Welch, 1989) as it is not preferable to invest into firms 

that have “lost focus” instead. The downsides of being active within various 

segments/branches might outweigh the pros, which renders diversification unimportant. But 

why does this result differ from Boulton et al’s result in 2013? While the time of both 

researches somewhat coincide with each other, they are conducted in different markets that 

have different specificities. American financial markets are of the Anglo-Saxon type, where 

the focus is on the market itself. That implies that any information available is included in the 

pricing process and that markets are more dynamic in terms of demand/supply interactions. 

Swedish financial markets are on the other hand are of the Continental European type, where 

the bank is the main liquidity instrument and the pricing of new stock is a more exclusive 

event, where the market is of lower significance. Those differences could be in cases big 

enough to lead to different results from identical researches.  
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5.8 Winner’s Curse 
If an IPO or an SEO is looked at from a bidder’s perspective, diversification could be 

connected to the Winner’s Curse hypothesis as well. What essentially is postulated by this 

theory is that bidders at an auction often overvalue the object that is being traded. The 

valuation occurs individually for each of the bidders and they all take in consideration 

different qualities of the object as shown in Rocks research in 1986. In the case of IPOs and 

SEOs an auction could easily be observed and if diversification is something the bidders take 

in consideration, then the offer price of diversified stocks should be higher, therefore 

underpricing of diversified firms would be lower. But as already stated, it seems that investors 

don’t usually consider diversification when deciding whether or not to accept an offer to 

cover an initial bidding. In other words, the “winner” makes sure that the “curse” does not 

befall her/him so the price remains low regardless of the level of diversification. The result is 

that both diversified and non-diversified stocks get the same attention and naturally don’t 

differ in underpricing based on the number and the nature of industrial segments they engage 

in.  

5.9 Band Wagon Hypothesis 
Because this hypothesis posits that in some cases investors behave rather irrationally, 

following each other’s actions without examining alternative actions and their outcomes, it 

too could be applied in order to explain why diversification doesn’t affect underpricing. This 

is a clear example of ineffective finance behaviour, and if missing to consider the level of 

industrial diversification can also be classified as ineffective, then the Band Wagon 

hypothesis offers a plausible reason why the result of this research is as it is. While it is 

impossible to say whether or not a so called “herding effect” is present at the Stockholm 

market during the examined period, it is not entirely incorrect to presume that speculative 

trading could be the reason for the similarities between diversified and non-diversified stocks. 

If for some reason a diversified IPO or SEO is being undervalued by an influential investor, 

then other investors might do the same, only to be on the safe side, without closer 

examination of the stock. That is a classic Band Wagon behaviour and it is in accordance with 

the observed correlation between underpricing and diversification in this research.  

5.10 Signalling Theory 
This theory, introduced by Spence (1974) suggests that IPOs are deliberately underpriced to 

“leave a good taste” to investors for future SEOs to be fairly priced. The idea is that the 

quality of the stock is being communicated so that the impression of lucrativeness is created 

(Ritter, 1998). But if diversified firms are assumed to be of high quality, then the underpricing 

of their IPOs would be deliberate.   

What could be found among IPOs in this study is that until now (2014) from 2005 only 6 

companies engaged in subsequent SEOs. First of all, this time span seems to be quite wide for 

an investor’s memory to remember any previous aspects of an investment. This indicates that 

companies are rather averse to the deliberate underpricing reasoning. Empirically, only 3 of 6 

companies (Hemtex, Hexpol, Recipharm) actually could reduce the extent of their 

underpricing, but only one could reduce it significantly (Recipharm from 9,94 % to -0,25%). 
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The other two could be labeled “within margin of error”. The other three companies did either 

increase their underpricing (Trade Doubler, KappAhl) or remained unaffected (Orexo). 

All in all it seems to be unconfirmed that the deliberate underpricing exists on the Swedish 

market during the observed period but the available data is of course not sufficient enough to 

make any assumptions. What could be speculated though is that, either the signaling does not 

exist, or it is not well received by the investors, given that diversification does not decrease 

underpricing. 
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7 Conclusion 
Chapter 7 presents the conclusions of the research and answers each of the research 

questions in a brief and conclusive manner. Also suggestions for further research in the field 

are provided.  

The briefest way to sum up this research paper is to conclude that the industrial diversification 

does not have any effect on the IPO and SEO underpricing phenomenon. In other words, it is 

neither “Water nor Oil in the Fire”. 

More in detail, the questions for this research can be answered one by one in the following 

ways: 

 

How does underpricing vary between diversified and focused IPOs on Nasdaq OMX 

Stockholm stock exchange? 

In total terms it seems that diversification actually is increasing “the money left on the table” 

for IPOs. But the effects are cancelled out when the empirical numbers are further analysed. 

As only two firms constitute the basis for the category of “highly diversified firms”, which 

actually is the only significant deviation from the mean, the actual validity of this statement is 

highly questionable. This is further supported when the Spearman’s Rank Correlation 

calculation is interpreted, as the results show randomly mixed results again between poorly 

and moderately diversified firms. The same conclusion applies to the Null Hypotheses of the 

Chi-Square Test and the Bivariate Analysis as they were not rejected and the results might as 

well be derived by chance. 

How does underpricing vary between diversified and focused SEOs on Nasdaq OMX 

Stockholm stock exchange? 

The results for this question are in general more or less equal to the IPO results. As the 

underpricing is worsening for poorly diversified firms, there is less money left on the table for 

moderately diversified firms. The results are mixed and provide the conclusion that the 

diversification does neither increase nor decrease the differences in the offer price and the 

initial price consistently. As the bivariate analysis states a slightly negative correlation (at 

around -0,2) which indicates at least a very small chance of any relation between the two 

variables, Spearman’s Rank Correlation once again rejects the possibility of the results not 

just to be random. Diversification in SEO-firms seems not to affect their underpricing. 

How does diversification of IPOs compare to diversification of SEOs in regard of 

underpricing? 

A worthwhile fact about the differences between IPOs and SEOs is that the extent of 

underpricing in general seems to differ. The IPOs examined in this study are on average less 

underpriced than the SEOs (3,44% to 37,45%) Further on, the standard deviation of IPOs 

(around 5%) is significantly smaller than SEOs (around 48%). It seems that better precautions 

have been taken to minimize the underpricing for IPOs in comparison to SEOs. This also 

rejects the hypothesis of “leaving a good taste” during IPOs for later IPOs. In addition, it is 
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worth mentioning that there were only 6 companies engaging in a subsequent SEO during the 

examined period, only 3 of which have somewhat successfully reduced their underpricing. 

Since all above mentioned results could not show any relevant relation between underpricing 

and diversification, any differences between IPOs and SEOs in the uplifted manner could not 

be found either. 

 7.1 Suggestions For Further Studies 
During this research, a variety of questions have come up with regards to what could further 

be studied. After the analysing process, it became clear that the period could have been 

extended to strengthen the results’ cogency. This might also have led to an increased number 

of IPOs which could be examined. A greater sample could also be used to analyse other 

aspects for different impacts of diversification when fused with other factors, for example 

differences branches in between, firms’ maturity levels (young and mature firms etc.) as well 

as the size of companies. 

Another question that came up was with regards to the assessment of whether the recent 

business cycle has ended or when the recovery period has reached its final stage. Therefore it 

could be useful to conduct this research in a later state, perhaps in several years from now, 

including a greater number of periods. 
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