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ABSTRACT
This study presents factors that affect the long-term stock performance of European share-issue privatizations (SIPs). Using a database consisting of past SIPs in Europe from the period 1990 until 2004, an Ordinary Least Squares (OLS) regression model will be used to determine which factors have a significant influence. The results show (though none of these relationships are significant) that the long-term performance of SIPs is affected by the fear of investors for government interference, which is expressed in the retainment of golden shares and/or a certain percentage of the total shares. Countries in “Old” Europe perform somewhat better than their “New” European counterparts and all legislative systems (French, Scandinavian and English), except for the German system, show a positive impact on the long-term performance. A possible explanation for this negative relationship is that a great part of the countries in “New” Europe in our sample apply the German legislative system. 
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CHAPTER ONE

1. Introduction

1.1 General Introduction

Privatization can be defined as “the transfer of the central government’s ownership rights in commercial entities to private investors”
. I have chosen this definition because it narrows the broad topic that privatization is down to commercial entities and ownership rights. 

Privatization has long been a driving force in the development of capital markets all over the world. Some of the largest firms traded on today’s stock markets were formerly owned by the state and thus have a tremendous impact on these markets. Studies showed that the 19 largest and 27 of the 30 largest common stock offerings were SIPs (Jones et al., 1999).  Take for example Credit Lyonnais, Renault and Societé General in France, which were privatized in 2001, 1994 and 1987 respectively. In Germany, the government not only privatized a firm like Volkswagen, but also privatized the Deutsche Bundespost, which became Deutsche Post, Deutsche Telekom, and Deutsche Postbank. To give you an example of the size of some large SIPs, we can have a look at Enel S.p.A. in Italy, which floated an initial 34,5 percent of its stock in 1999, raising US$ 18,9 billion. Deutsche Telekom managed to raise US$ 13,3 billion by selling 26 percent of its shares. Some of the largest firms in today’s world, like British Petrol (BP) were once state owned. Outside of Europe, large privatizations have also occurred, such as the floating of Gazprom in Russia and Fannie Mae
 in the United States. Nippon Telegraph and Telephone in Japan raised US$ 15,1 billion in 1987, floating 12,5 percent of its total stock
.
In a lot of European countries, the privatization wave has come and gone, for example the waves in the United Kingdom in the 80’s and 90’s, or the privatization programs of transition economies in Eastern and Central Europe, who are adopting a market economy since the 90’s. Even today, due to the efforts of the European Union to improve competition and free markets, governments are faced with decisions to liberate markets and privatize certain sectors.
Proof that privatization is still a hot topic in Europe can be found in recent reports concerning the European Union’s continuing efforts to increase the privatization of government owned firms throughout Europe. One example is the privatization of the energy market in the Eurpean Union. The plan of Euro commissioner Piebalgs (Energy) entails the division of the production and the distribution of energy. The European Union made it clear that it was necessary for its members to privatize the energy-market, to increase competition, efficiency and to lower prices. 
Privatization is usually accomplished in one of three forms; outright sale of companies or assets, deregulation, or contracting out of services to private providers (Dewenter & Malatesta, 1997, pp. 1661). Share issue privatizations (SIPs) are part of the first form. The reason for not discussing the entire scope of privatization methods is in part due to its sheer size, but also because information about SIPs is more readily and reliably available. Also, the outright sale, or contracting out of services leaves more room for government influence, whereas the market will act as a regulating body, filtering out some of the influence of the government. Furthermore, because SIPs form their own niche within the market for initial public offerings (IPOs), it’s interesting to research the differences and similarities between the two.
Despite the relevance of privatization in the current market, little literature studying its long-term performance exists. More literature exists regarding the performance of IPOs, but, as mentioned above, SIPs form a niche within the IPO market and although there are similarities, there are also differences. One of the largest differences is the influence governments have on the firms and the environment in which they operate. Due to the more prominent markets in which these privatized firms operate (e.g. telecommunications, water, energy), they have to take into account public opinion and its influence on politics. Understanding factors that influence the long-term performance of SIPs, can provide us with valuable insight into decisions taken by governments and differences between IPOs and SIPs.
1.2 Thesis

This study will focus on the main thesis: Which factors affect the long-term stock price performance of share issue privatizations in Europe?

To come to a thorough answer of the main thesis, I will first discuss the following topics:
· The concept of privatizations, and share issue privatizations in particular.
· Factors that influence the initial underpricing of initial public offerings.
· Factors that influence the long-term performance of initial public offerings.
· The initial underpricing phenomenon with regard to share issue privatizations.

· The long-term performance, and its determinants, of share issue privatizations, according to previous literature.
1.3 Limitations
This research is limited to studying long-term returns. Though a good understanding of phenomena surrounding short-term returns of IPOs is important, the study will focus on the long-term performance of SIP stock, since the comparison with short-term IPO performance would prove too time-consuming and out of reach for this paper. Also, since short-term performance is better documented than long-term performance, researching short-term SIP performance would be less relevant.

Due to the same reasons of data-constraints, this paper will also not present a comparison between long-term IPO and SIP performance. We will instead focus on the determinants of performance.
1.4 Relevance
The purpose of this study is to determine what drives the performance of SIP stock. One of the driving forces behind SIP performance is government behaviour; or to be more precise, the fear of investors for government interference. Retaining a golden share or a large percentage of shares can fuel this fear and have a negative influence on performance. Furthermore, though abundant literature is available for IPO stock, there is still little for its former government counterpart. This study also draws comparisons between the two, to determine the difference in impact in common factors and to see if SIP stocks are also influenced by other factors. Interestingly enough, though none of the studied SIP specific factors exhibit a significant relation to the independent variable, there are some IPO specific (IPO value) and general variables (industry dummies) that do exhibit this. Furthermore, this study presents a comparison between European countries. Europe has a rich history in privatization schemes and is especially interesting to research due to the differences in economic development, legislative systems and the pressure from the EU on its member states to privatize firms. Though this relationship is not significant, our study shows that SIPs in “New” Europe perform worse then their “Old” European counterparts. Also, the four different legislative systems have an influence (none of these are significant) on the long-term performance. The English, Scandinavian and French systems show a positive relationship, but the German legislative system shows a negative one. However, since relatively more countries from “New” Europe apply a German legislative system, this result is in line with the discrepancies in performance between “Old” and “New” Europe.

1.5 Structure

Chapter two consists of an overview in which literature concerning IPOs and SIPs will be addressed. From the literature regarding long-term and short-term performance of IPOs certain determinants can be discerned that can be put to use during the empirical study. Also, by differentiating between literature covering IPOs and SIPs, a comparison can be made between common and unique factors. Chapter three covers the methodology applied in this study. The factors used in the research will be discussed, as well as the univariate and multivariate models used to determine whether or not factors have a significant influence. The univariate models will determine whether factors have a significant influence on their own, whereas the multivariate models will incorporate multiple factors, helping us to separate the influence of SIP specific variables from the more general IPO and control variables. The results from our research will be presented and discussed in chapter four and chapter five will consist of a summary and final conclusion.
CHAPTER TWO

2. IPOs & SIPs

2.1 Introduction

Share issue privatizations are a niche within the market of initial public offerings, so to come to a better understanding of SIPs, we will first have to discuss IPOs. This chapter will consist of information about IPOs in general, the initial IPO underpricing phenomenon, long-term IPO performance and its determinants. Furthermore, SIPs and their initial and long run performance will be discussed to determine the differences between IPOs and SIPs and to distinguish the determinants of the stock performance of SIPs. The information from this chapter will be used in the following chapter to determine which variables will be used in the remainder of this study.

2.2 Initial Public Offerings
Initial public offerings are “stocks issued by a formerly privately owned company that is going public, that is selling stock to the public for the first time” (Bodie et al., 2004, pp. 60); in contrast to seasoned offerings, which are new issues offered by companies which have already floated stock (Bodie et al., 2004, pp. 60). Floating stock is a commonly used method for companies to gain new capital for new investments, to refinance their investments, or to adjust their debt/equity ratio.

Over the years there has been abundant literature concerning IPOs and the phenomena surrounding them. One of the best known and documented of these is the initial underpricing phenomenon, where IPOs are found to be underpriced and to have abnormal initial returns. Another part of IPO performance that is well documented is the long-term performance. IPOs tend to underperform the market in the long run, indicating that the abnormal returns they have in the short run are being corrected over time to represent their true value. Since SIPs are a form of IPO, the literature will provide us with more insight into the differences between the two and a better understanding of the phenomena surrounding them.
2.2.1 Short-term IPO Performance
Concerning initial IPO underpricing, several theories exist. Most IPOs outperform the market during their initial period;  Ibbotson (1975) performed a study on the initial and aftermarket performance of newly issued common stocks that were offered in the 1960s. His study showed that the average initial performance is positive (11,4 percent). The results presented a distribution of returns that was peaked and positively skewed with fat tails.

Some literature, such as Rock (1986) and Baron (1982), explain this phenomenon using information asymmetry. Rock (1986) assumes that some investors have superior information about the firm, compared to all other investors. If shares at an IPO are priced at their true value, these ‘superior’ investors will crowd out all other investors. As opposed to bad issues, in which case ‘superior’ investors will withdraw from the market. Firms will therefore be forced to undervalue their offerings to attract both types of investors. Alternatively, Baron (1982) reasons that since issuers of unseasoned equity are less informed than issuers of seasoned equity, there will be a demand for the services and superior information of investment bankers. Because they require compensation for this information, the optimal offer price will be below the true offering price. 

Welch (1989) and Grinblatt & Hwang (1989) present theories in which underpricing has a signalling function. Welch (1989) introduces a model in which firms underprice their IPOs in order to obtain better prices for their seasoned offerings. He distinguishes between high and low quality firms; where the latter firms invest in imitation cost to appear to be of high quality. Since firms possess better information than investors, it will be high quality firms that signal their superior information to the market. This is because the marginal cost of underpricing for high quality firms is lower than for low quality firms. If high quality firms can raise the signalling cost to a high enough level, it would make low quality firms more tempted to opt for the alternative, namely revealing themselves a low quality firms. Grinblatt & Hwang (1989), however, base their model on two signals. Their assumption is that the variance and the mean of the firm’s variance are unknown and thus two signals are required to overcome the information asymmetry between issuers and investors. These two signals consist of offering shares at a discount and by retaining some of the shares of the new issue. Since the additional signal of shares retained is positively related to the future cash flow, investors are informed of the unobservable “intrinsic” value of the firm by the depth of the discount.

Allen & Faulhaber (1989) present a study in which hot-issue markets are related to better forecasts and the reaction of firms in that market to benefit from those. By timing their issues, they can afford to underprice and retain shares, since the better forecasts will convince investors to invest in subsequent offerings. Loughran, Ritter & Rydqvist (1994) also find evidence that firms have some success with timing their offerings. Furthermore, they also find that average initial returns tend to be higher when the degree of government interference is greater, the earlier a fixed offering price is set and the riskier the firm going public is.
2.2.2. Long-term IPO Performance
Little literature exists in which there is an extensive overview of the long-run performance of IPO stock. Most literature is confined to a region or examines one aspect of the long-run performance. Previous literature regarding the subject has, however, exposed a phenomenon known as the “long-run underperformance of IPO stock”. This entails research in which portfolios of IPO stock are held for three to five year periods, during which their performance is measured against a benchmark, usually a portfolio of firms with equal size and in similar markets.

Ritter (1991) presents in his research evidence that issuing firms underperform the benchmark, measured from the closing price on the first day until the end of a three-year period. As a possible explanation for this underperformance, he looks into the expectations that are formed by investors and he finds that they are overly optimistic. A combination of factors influences the initial performance and the subsequent long-run performance. The bulk of the IPO firms is formed by young growth firms, who come to the market looking for capital to finance their growth. These firms tend to time their offerings in periods during which there is high market activity, which increases their chances of a successful IPO. These periods of high market activity are usually paired with too optimistic expectations by markets that expect that “the sky is the limit”. This combination of high activity, timing of offerings and over optimism leads (in part) to the high initial returns that IPOs enjoy. However, when Ritter (1991) holds a portfolio of IPO firms for a period of three years, he finds that these stocks underperform the benchmark, indicating that the initial expectations were too high and were subsequently adjusted to normal expectations. He also finds that younger firms and firms that actually do time their IPO during high-volume years perform even worse than other IPO firms, enforcing his theory about over optimism. A large survey was performed by Loughran, Ritter & Rydqvist (1994) in which they found more evidence to support the theories of Ritter (1991). Their results show that offerings are timed to high-volume periods, which leads to large long-term underperformance. They also find that riskier firms (which tend to be younger firms) also experience large long-term underperformance, which further supports the theory of over optimism. 

Another explanation can be found by accounting for investors’ behaviour regarding “brands”. Carter, Dark and Singh (1998) take this into account in their research in which they present evidence for the influence of underwriter prestige on the performance of IPOs. They find that the prestige of underwriters is related to both the initial performance as well as the long-run performance. Short-run underpricing tends to be less with IPOs from more reputable underwriters. In the long run, more reputable underwriters even manage to decrease the underperformance of IPO stock. The measure they use is the Carter-Manaster (CM) (Carter & Manaster, 1990) method, which is a very time-consuming method since one needs to sift through “tombstone”
 announcements of firms that have gone public. Since the underwriter industry is very hierarchy oriented and firms will protect their ranking fiercely, underwriters will always attempt to get a high relative placement in the tombstone announcement
. If this position cannot be obtained, they might even pull out of lucrative offerings to protect their ranking. The CM model compiles a ranking by assigning integer values to the relative placement of underwriters.

2.3 Privatization

As one of three methods for privatizations, SIPs have been used for fast and widespread public share-ownership of formerly state-owned companies. Studies (Megginson et al., 1994, Boubakri & Cosset, 1998 and D’Souza & Megginson, 1999) have shown that privatization schemes do work in increasing output, operating efficiency, profitability, capital investment spending, dividend payments, employment and they also help decrease the level of leverage (though some would argue that that is not always an improvement). Further literature also states that privatization schemes help to foster the development of the domestic capital market, increasing them in size and making them more efficient. Between the years of 1983 and 1999, market capitalization and trading volume in non-US countries hugely increased (surpassing the increase in US market development) (Megginson & Netter, 2001, pp. 41). This was a period when privatization was a widespread phenomenon among European countries. Privatizations have this impact because of their sheer size. Some of the largest firms in the world were formerly state-owned, and in their own domestic markets they are often the largest firms (Megginson & Netter, 2001, pp. 42).

I’ll first review literature regarding the phenomenon privatization as a whole. This will provide us with more insight into the differences between markets, government structures and motives when it comes to privatization and privatization programmes.
2.3.1 The Rationale behind Privatization
Over the past decades Europe has been hit by several waves of privatization schemes, set in motion by the aforementioned British scheme under former Prime Minister Margaret Thatcher and by the development of the European Union and its increasingly open market. These privatizations have, however, been met with a lot of resistance by various political groups and by a large portion of the public, who are reluctant to release control of several sectors they deem to be too important to society to be run by private firms, or markets they fear will not work properly if opened to competition. Furthermore, governments tend to have their own agenda deciding when and how to privatize firms. These different motives for privatization and the different tools government have are subject of research for many authors, such as Perotti & Guney (1993) and Perotti (1995). Despite political and public protests, privatization is widespread among European countries, which gives rise to the question; why do governments choose to privatize their firms?
To understand why governments privatize, it might be interesting and helpful to first understand why they choose to nationalize firms in the first place. Based on the theorem of welfare economics (Smith, 1904), means of production are in better hands in the private sector, since a competitive equilibrium is Pareto efficient
. However, Pareto efficient situations have long been critized for not always producing the socially most desirable allocation of resources. Also, this would mean that the market would have to be conform several requirements, such as a non-monopolistic market, a product which is not public, low information costs and no externalities in production and/or consumption. If any or all of these requirements are breached, the market has failed and the government might see it fit to intervene by organizing production in a state-owned enterprise which is capable of resolving the market failure. This ownership issue is exactly the basis for the research from Vickers & Yarrow (1991). In their study they show that there are three types of failures that flaw any form of ownership (Vickers & Yarrow, 1991, pp. 130): 
· Market failure: Leads to divergence between profit and welfare objectives in private firms.

· Government failure: Leads to divergence between political/bureaucratic and welfare objectives in SOEs.

· Monitoring failure: Leads to divergence between the objectives of enterprise managers and their principals, whether these are private owners or political superiors.

The larger these flaws are, the larger the change might be when the ownership structure changes. Privatization can thus be perceived as a resolution for government failure. 

Several arguments play an important role in the discussion concerning privatization. The success of privatization can be seen as being dependent upon the level of market failure. However, privatizing a firm may also inadvertently lead to more market and/or monitoring failure. Vickers & Yarrow (1991) show that if imperfections in the market were large, the government would continue to intervene, even after privatization. This means that flaws due to government failure might only slightly decrease, or not at all. If a government has a reputation of intervening after privatization, it might even loose credibility for its privatizations in the market, which might lead to underinvestment and further inefficiencies.  Another argument for privatization states that public firms are less efficient because even public firms that do not function properly and show poor results are allowed to rely on government funding. Furthermore, the difference in efficiency between publicly and privately owned firms is made up by their contracting ability. Former state-owned firms might become more efficient through the effect privatization might have on their fiscal conditions and/or ownership construction (Boardman & Vining, 1989), provided the government is not able to intervene in the firm operations too easily. De Alessi (1980) gives the following summary about the difference between SOEs and Private Corporations (PCs): “The crucial difference between private and political (publicly owned) firms is that the ownership in the latter is not transferable. Since this rules out specialization in their ownership, it inhibits the capitalization of future consequences into current transfer prices and reduces owners’ incentives to monitor managerial behaviour.” Most of these arguments advocate privatization as a means to increase efficiency in firms, which would not be possible if they remained under government control. 
Next to the abovementioned reasons, there are some other obvious reasons why governments would want to privatize their firms. Besides the pressure from the European Union to decrease state-ownership to free up markets and increase competition, one of the more practical reasons would be to decrease public debt; the sale of a state-owned company can be (partially) used to pay off debt. Two other reasons for governments to reside to the sale of assets are to foster the development of capital market institutions and to broaden share ownership. Holmstrom & Tirole (1993) show that broader ownership of shares is necessary to increase market liquidity and the benefits from market monitoring. Their research shows that concentrated share ownership (i.e. if the government retains a large percentage of the shares) will decrease market liquidity, the amount of information in the stock price and thus hinders the market in its ability to monitor efficiently. They reason that diffuse ownership will increase noise trading and will require investors to gather more information (since an edge will produce relatively large gains), making prices more informative. Shleifer & Vishny (1997) add to the discussion by stating that diffuse share ownership will make it very costly and infeasible to attempt a (hostile) takeover, which fits in the agendas of some governments. 

Even though the abovementioned reasons are used by governments to justify their actions, there are also different reasons connected to privatizations, further differentiating them from regular IPOs. Since the decision to privatize is made by the government, it gives rise to the thought that this decision is also driven by more motives than purely economic ones (Vickers and Yarrow, 1991). Jones et al. (1999) show that governments allocate a relatively larger part of the shares to domestic investors and that they prefer the use of a local investment banker as the lead or co-lead underwriter. They also find that domestic investors are favoured when considering the means of share distribution. Furthermore, governments tend to prefer the use of fixed price offerings for local investors as opposed to the more competitive tender offers. One can theorize that governments use these methods to create support among the population for its privatization programme. Another political reason can be to create support for another term in office, which can be realised by favouring domestic investors. This may also mean that governments attempt to time their offerings, hoping to make use of opportunities in the market.  For example, administrations may try to time offerings to increase their chances to be re-elected, or to increase support for a seasoned offering, in which case the research on signalling theory for IPOs in paragraph 2.2.1 becomes more relevant. Also, governments may attempt to allocate a larger part of the shares to the firm’s employees, to prevent them from hindering the privatization process.
2.3.2 The Market for Privatization

A common occurrence when a government decides to privatize a firm is the retainment of a certain percentage of shares, allowing the government to closely supervise the company and to have a say in company decisions (Perotti, 1995, Perotti & Guney, 1993). A question that comes to mind is why do governments not privatize firms faster, issuing all the stock at once and relinquishing complete control and responsibility to the market? It is reasonable to think that the percentage of shares retained has an impact on the stock price performance of SIPs, since these firms would be under more scrutiny from the government than most other firms. Perotti & Guney (1993) find that the sale of government assets tends to be gradual. Furthermore, they consider the existence of temporary market constraints, which would mean that less developed markets would have smaller SIPs, since their markets are less well equipped to process a large transaction properly. However, their research shows that this is not the case, and that gradual sales in privatizations are a common, global phenomenon, not influenced by the level of development of the market. Perotti (1995) considers a two period framework in which he made a difference between governments that are committed to privatization and non-intervention and governments that are populist and are willing to intervene by means of policy or redistribution of income. Committed governments will try to build a reputation of commitment by selling stock gradually and at discounts, allowing them to get better prices in later offerings. After their reputation has been set, they will prefer larger offerings, so incentives will be improved faster. Perotti (1995) also makes a distinction between firms that are more sensitive to public policy choices and those that are not. He argues that most of these firms are monopolistic in nature and operate in protected and/or rent-earning markets, whereas the other firms operate in more competitive markets and are thus less prone to policy intervention and redistribution. Since these monopolistic firms are more sensitive to public policy, it would seem more likely that they are privatized more gradually, with larger discounts and possibly a longer horizon over which the government holds its stake in the company.

Due to the rapid growth of the European Union in previous years, several emerging economies have begun rapid privatization of their government assets. One can wonder if privatization in these countries is going to lead to the same results as in the more developed countries which started their privatization programmes only after their markets were more mature. Their markets were better equipped to match supply and demand and to distribute the supply. Furthermore, the developed countries have more stable governments, in contrast to the developing countries, who have been struggling longer with internal turmoil, or have a relatively short history of independence. These governments are usually characterized by a higher degree of corruption than governments of developed markets. Government officials in these countries have more means to and are more inclined to let personal gains prevail over those of the government. This increased uncertainty will also have its effect on the pricing of the entities that are privatized. 
Apart from the differences in development between the European countries, there are also differences in the legal structure. Some countries have different levels of investor protection, which has its influence on the financing of firms. It may explain why Italian firms, for example, rarely go public, or why the voting premium is different in some countries. La Porta et al. (1998) show that differences in legal protection of investors have an impact on the ownership structure of firms. They find a negative relationship between the concentration of share ownership and investors protection. As mentioned in Holmstrom & Tirole (1993) and Shleifer & Vishny (1997), this may lead to either a decrease in monitoring by the market or better monitoring by large shareowners. La Porta et al. (1998) roughly use common law and several forms of civil law as a reference for differences in legal protection. They find that concentrated share ownership is a widespread phenomenon, which means that investors are not well protected. They report that good accounting standards and investor protection (the enforcement of which increases with the level of income) result in more diverse share ownership, which in turns leads to larger equity markets. This would mean that better investor protection and more diffuse ownership can be found in Western European countries, whereas Eastern European countries will have less developed equity markets and more concentrated share ownership. 

As mentioned before, three different methods for privatization exist; the government may choose to sell the company or assets, it may choose to deregulate the target market, or it can contract the services out to private providers. The focus of this paper lies on the sale of assets or companies, which can be achieved through three different types of procedures:

· Fixed price share sales: Governments set an offering price for the shares and investors can subscribe to the offering, stating how many shares they wish to purchase.

· Tender offering: Governments state they are issuing shares and investors can subscribe to the offering, stating how many shares they wish to purchase and at what price.

· Private placement: Governments place their assets with a company, without offering shares to the public.

The focus of this paper will lie on fixed price share sales.

2.3.3 Share Issue Privatizations

Although we can also focus on tender offerings, which are more competitive, fixed price offerings offer us more insight into the political and economic motives of governments. We can then theorize what the rationale is behind several decisions regarding the SIPs of firms.
Research has found that the initial underpricing of SIPs does not significantly differ from that of IPOs (Malatesta & Dewenter, 1997, Jones et al., 1999). This does seem surprising, since the commonly accepted explanation of information-asymmetry is not always applicable for most SIPs. 

The following paragraphs will cover literature regarding the short-term performance of SIPs, after which the long-term performance and its determinants will be discussed. This short literature-overview will be used in the following chapters to construct the research framework.
2.3.3.1 Short Term Performance of SIPs

Malatesta and Dewenter (1997) research the privatization of state-owned companies through public offerings of common stock in eight different countries. They find no evidence for the proposition that privatizations are underpriced to a greater degree than private company IPOs, but do conclude that primitive capital markets and regulated industries tend to have significantly higher initial returns. Jenkinson and Mayer (1988) focused their efforts on the UK and France. They applied the theory of Rock (1986) to explain the underpricing phenomenon. They do find that privatizations in the UK are significantly more underpriced than their private counterparts, noting that both governments justified their privatization schemes by advocating a policy of wider share ownership among the public. 

Similar to Jenkinson & Mayer (1988), Choi & Nam (1998) show findings that are contrary to those of Malatesta & Dewenter (1997), after comparing the initial returns of SIPs to those of IPOs. Furthermore, they show evidence to support the signalling theory of Perotti (1995) and Biais & Perotti (1997). They find that a common feature of SIPs around the world, next to the sale of SOEs via discounted fixed prices, is that governments tend to retain a large share in the firm after privatization. Retaining shares might be an indication of a staged sale of assets as mentioned before and will be elaborated upon in the next section.
One of the few papers to incorporate political motives into its model is that of Biais & Perotti (2002), who analyze the underpricing phenomenon from the perspective of a government. In a two-party system with distinct right- and left-wing policies, they assume that voters favour redistributive policies, in which case a privatization scheme where large percentages of shares are allocated to a certain group of voters could lead to a shift in votes away from left-wing parties, whose policy would reduce the value of the redistributed shares. However, to generate the shift in votes, the shares would have to be allocated strategically and they would have to be underpriced. 

2.3.3.2 Long Term Performance of SIPs

What differentiates SIPs from IPOs is the influence governments have on the floating of shares, on the performance of the firm (and the stock) after privatization and the objectives governments (the owners) have when deciding to privatize. Choi (1998) found varying results for his study on the long run performance of SIPs. He found that SIPs can outperform, but also underperform the market, depending on an equally or value weighted approach. But apart from these differences, there are also differences in performance between industries, countries and issue period. An important determinant for the long run performance, he found, was policy uncertainty, which is consistent with the signalling theory of Perotti (1995). Besides policy uncertainty, he also found that signalling variables (such as stake sold) and variables that influence IPOs are important in determining the long run performance. But also regional differences had their impact, probably due to the differences in accounting standards and legal systems. Boardman and Laurin (2000) additionally found that relative size and golden shares
 have an impact on the firm’s performance. Golden shares usually grant its owner veto power on the board and can be used to, for example, prevent takeovers, restrict the issuing of new shares, or ensure that foreign parties do not get a major stake in the firm. They also examined the impacts of efficiency gains and restraints imposed by the government and respectively found a positive and negative relationship with stock-performance on the other side. Furthermore, they found evidence that the market continues to underestimate the efficiency gains and is confronted with this at a later stage, leading to larger returns, as opposed to the phenomenon of long-term IPO underperformance. 
As mentioned, governments have a lot of influence on the privatized firm before, during and after the floating of stock on the market. Jones et al. (1999) examined how governments influence the SIP and its long run performance, by looking at the offering price, share allocation and certain terms stated by the regulatory body. They focused their study on how to transfer control, how to price the offer and how to allocate the shares. Their results showed that governments almost always retain part of the total share to sell in a subsequent seasoned offering, that on average the SIPs were underpriced as deeply as IPOs and that domestic investors and employees were favoured in the allocation of shares. Another conclusion they could draw was that governments usually tend to impose control restrictions or keep a golden share to keep the company from becoming a target for a takeover. This means that governments interfered before the floating (retaining shares), during the float (allocation of shares) and after the shares are on the market (seasoned offerings, control restrictions, golden shares). 

Due to the biases
 that arise with long-term performance measuring, Megginson et al. (2000) researched a sample of SIPs and the returns received from them by domestic, international and US investors. Since the appropriate control groups and risk-adjusting techniques are difficult to determine, they decided to calculate the returns through several means and to compare these to a group of benchmarks. Their conclusion was that SIPs had significant positive net returns compared with all benchmarks.
2.4 Summary
Chapter two presents an overview of literature concerning both the short- as well as the long-term performance of IPOs and SIPs. The findings of this overview will be used as reference material during the empirical study and as source of information when determining which factors will be used in the study.

We can make several observations based on the literature regarding initial IPO and SIP performance. With regard to the question whether SIPs are underpriced to a greater extent than IPOs, we can say that the opinions are divided, but that there is a slight advantage for the advocates of deeper SIP underpricing. If we were to apply Rock’s (1986) theory of information-asymmetry, we should conclude that SIPs are underpriced to a lesser degree than IPOs. Firms that are privatized via SIPs are usually big firms with a long track record and investors should be able to collect more information about these than about the smaller, less well-known IPOs of private firms. Since the consensus is somewhere between “no difference in underpricing” and “deeper underpricing for SIPs”, we can (for now) rule Rock’s theory out as an explanatory theory. Evidence is found to support Perotti’s (1995) signalling theory, as research shows that governments retain large stakes at initial sales and prefer staged sales to a complete sale. There are several more theories concerning IPO underpricing, but most of these present variations on the signalling theory. Interestingly enough, Loughran, Ritter & Rydqvist (1994), present evidence on the long- and short-term performance of IPOs and find that IPOs tend to be underpriced to a greater extent when the degree of government interference is high. If this degree of interference already has an impact on IPOs, one can wonder what the impact is on SIPs.

With respect to the long-term performance of IPOs and SIPs, several differences arise. Studies concerning long run IPO performance found that they underperformed and that a possible explanation might be the unrealistic expectations investors have, which are corrected (downwards) in the long-term. Also, IPO firms were found to time their offerings, which is also the case with SIP firms. However, with IPO firms, research found that when the offering took place in a period of high-volume, long-term performance tended to be worse due to more unrealistic expectations. These high-volume periods are characterized by overly optimistic views of investors. This is reinforced when younger firms attempt to go public (the IPO firms), since there is less information available about them. Contrary to young IPO firms, SIP firms not only tend to be older, but there also seems to be more information about them that is readily available. This should help to form more realistic expectations, were it not for the fact that investors have lower expectations for these firms due to previous state-ownership. 

CHAPTER THREE

3. Data & Methodology

3.1 Introduction

In this chapter we will discuss the data and methodology that will be used in the research. The goal of our research is to determine which factors influence the long-term performance of SIPs. To this end, we will apply a regression model based on the Ordinary Least Squares (OLS) method. Though previous literature managed to identify several factors that also influence the performance of IPOs, we will try to determine which SIP specific factors influence the long run performance. 

The following paragraph contains information regarding regression models and the OLS method that will be used. Paragraph three will give an overview of the factors and the models we will use to perform our research. Paragraph four will provide a description of the databases used and the characteristics of the data. 

3.2 Methodology

The model used in this paper will be an OLS-regression model. Before we address the OLS methodology, we will briefly discuss the theory behind regression models.  
To put it simply, regression models examine past data and try to determine the model with the best “fit”, given this historical data, which can explain most of the movement in the variable. The regression model consists of a dependent variable, and one or more independent variables (depending on whether you are performing a, respectively, univariate or multivariate regression). The dependent variable is modelled as a function of the independent variable(s), a constant term and an error term, which represents the unexplained part of the variation in the dependent variable (the discrepancies between the data and the model).

The Ordinary Least Squares (OLS) method is used to minimize the unexplained variation (the error term) in the model, thereby finding the model with the best “fit”. This is obtained by minimizing the sum of the squared residuals, which is the sum of squares of the error term.

In this paper we will construct several univariate models, to test variables that affect post-SIP performance. We will also use multivariate models, in which we will account for several control variables to see if the influence of SIP factors still hold after controlling for more common IPO factors. The models will have the following construction:
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To test for multicollinearity, we will construct a correlation-matrix. If any variables are too strongly correlated with each other, we will not use them together in the multivariate models. 

3.3 Variables
We can divide the variables up into three general groups, control variables, independent variables (the control variables are independent as well, but for the sake of argument we will simply refer to them as “control” variables) and dependent variables.

3.3.1 Dependent Variables

The dependent variable is the long-term stock performance or the three year cumulative abnormal return (CAR). We will gather information about the firms that perform a SIP through a database from the Privatization Barometer (www.privatizationbarometer.net). This database consists of all initial and seasoned offerings of former state-owned firms in the 25 countries of the European Union. The privatization data of this database is also used by the Organisation for Economic Co-Operation and Development (OECD) and the World Bank. Information about their stock performance will be gathered through Datastream. We will exclude the performance of the first three trading days to prevent biased information (the data may be biased due to the initial underpricing phenomenon discussed earlier) from entering our database. As a measure for long-term performance, we will analyse the three-year performance of these stock.

Difficulties have always existed when it comes to determining long-term returns. The question that remains is finding the appropriate market return against which to benchmark the return. We will determine the excess return over the market return by subtracting the return of the domestic market of the return of the company stock. This will lead to the following construction in which the excess return is:
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Where:
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The cumulative abnormal returns can be obtained using the following formula:
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3.3.2 Control Variables
The control variables we use will distinguish the effects of SIP specific factors from those of IPO specific factors. 

Relative Size

The relative size of a firm is a common control variable and can be determined by calculating the natural logarithm of the total value of the firm.
Underwriter Reputation
Though a factor found in research to have some influence, we might question its influence on these firms, since research has shown that governments tend to favour domestic underwriters during the selection procedure (Jones et al., 1999). Nonetheless, we can still use this factor as a control variable, since the larger underwriters are better known and operate internationally, thereby mitigating the “home field” advantage domestic underwriters might have. For the sake of argument, we will use the list given by Carter and Manaster in their research (Carter & Manaster, Appendix II, 1990), because the scope of this study would otherwise become too large. 
Timing

Timing an IPO can have a big effect on the long-term performance of a firm’s stock. Since we also know that governments tend to time their offerings, we will use this variable as a control variable rather than as an independent variable. To account for timing, we will use the trading volume on the market on which the stocks are floated, where a high volume will indicate a “hot” market, which in theory should mean that offerings would be timed in this period. To account for different periods in the year with different trade volumes, the numbers in our database reflect changes in trade volume over a period of thirteen weeks, to ensure that the periods we study are relevant periods with more or less trade.

Industry

This variable will account for the industry in which the firm is operating. For IPOs, this variable is used, since different industries are accompanied with differences in expectations. We will use the Industry Classification Benchmark (ICB), created by the Dow Jones and the FTSE, to differentiate between industries.

3.3.3 Independent Variables

The independent variables are the factors that are the subject of our research. We will determine whether these variables have any significant explanatory power.

Golden Share

If a government has a golden share, it means that it still has an important vote in the company and has a lot of influence in the future of the firm. To determine whether this variable has any influence, we will use a dummy variable to distinguish between firms that do and do not have a golden share in the hands of the government. 

Government Ownership

Slightly different from a golden share is the percentage of shares retained by the government. Since this percentage can differ, so does the influence the government has. By researching this factor we can also determine whether there is a difference in influence, in the opinion of investors, between a golden share and the percentage of stock retained by the administration.

“Old” or “New” Europe

This variable will give us more insight into the development of a region and its influence on the stock performance. Perhaps this will provide us with more information about the differences between the privatization schemes of governments. The “older” members of Europe have more developed markets and are able to implement their schemes according to their own schedule and agenda, whereas the “newer” members usually have less developed markets and have to open and privatize their markets under pressure of the EU. Using the scaling from the Privatization Barometer, we will make the distinction between the two regions.

Legislative system
Differences between legislative systems can be the source for differences in information efficiency and investor protection. These can lead to a higher or lower concentration of shareholder ownership, which can have an influence on the stock performance. We will use the distinction made in LaPorta et al. (1998). The distinction is made between “English” (which finds it origin in common law), “French”, “German” and “Scandinavian” (which find their origin in civil law, or Roman law) legislative systems.

Initial Underpricing

This factor can be used to determine whether investors do or do not have over-optimistic views and how governments signal their intentions using the pricing mechanism. The initial three-day return will be used to determine the influence of the factor.

3.4 Summary

After choosing the appropriate model for our research, we determine the variables that will be applied in the model and we make a distinction between dependent, independent and control variables.
The univariate and multivariate OLS regression models will create the output, based on which we can draw our conclusions. The input of the model comes from the independent and control variables, where the independent variables are under research whether or not they have a significant influence on the dependent variable, and where the control variables will compensate for influences that might stem from factors that apply more generally for markets and IPOs.

The dependent variable in our research will be the stock performance of a firm, measured over a period of three years. The control variables are relative size, underwriter reputation, timing and industry. As independent variables, we will use golden shares, government ownership, the distinction between “old” or “new” Europe, the legislative system and initial underpricing.

CHAPTER FOUR
4. Empirical Results
4.1 Introduction

Chapter four consists of the empirical results using the methodology described in the previous chapter.  The next paragraph contains a description of the data gathered to perform the necessary tests and paragraph three displays the results of the correlation matrix and the univariate and multivariate models.

4.2 Data Description
Data on ten different variables for ninety SIPs over a period of fourteen years (1990-2004) was gathered. Of the ninety SIPs, twenty five were offered in countries designated to be part of “new” Europe. The offerings are spread over 16 different countries, of which some show signs of a privatization programme with offerings following each other rapidly over a short period of time. Countries such as Italy, Hungary, Greece and Poland made as much as five to seven offerings in a period of just two years. Appendix one shows the names, offering dates, sizes of the offerings, percentages offered, golden shares retained and industries of the companies offered.

A notable feature of the SIPs is the sheer size of some of the offerings (measured simply as value of shares offered). The top ten percent ranges in size from three billion to a staggering seventeen billion (USD). However, all of these SIPs occurred in the “old” Europe area, indicating that to perform an offering of such a magnitude, a well-developed capital market is required. Of the nine smallest offerings, six were offered in Hungary and Poland, further confirming this assumption.

Only fifteen of the total number of SIPs, offered more than fifty percent of the total share capital, indicating that governments were still reluctant to relinquish complete control. The top three offerings, with a sale of ninety to a hundred percent of the shares were all performed in the United Kingdom. The average of shares offered, was 36,34%, and the median 32,15%. 
Several industries are more prominently represented in the database, such as the finance, manufacturing, telecommunications, transportation and utilities industries. Of the nine largest offerings (in value of shares offered), four are in the telecommunications industry. However, when looking at the percentages of shares offered, of the nine largest offerings (measured as percentage of shares for sale), four out of the top nine companies are manufacturing companies. Of the telecommunications companies, only one offering presented investors with just over fifty percent of the share capital, indicating that governments were reluctant to relinquish too much control in companies within an industry that has grown so rapidly within the last decade and that used to be primarily dominated by state-owned companies.
With regard to golden shares, few are still retained. But of the fifteen companies in which the government does hold a golden share, eight were from Italy and Hungary. This, together with the fact that neither country has offered more than fifty percent of the total shares of a company, could indicate that they are unwilling to release control swiftly and might want to opt for a more gradual privatization and/or an offering with more opportunities to “signal” information, offering smaller bits at a time.

4.3 Results

The results of the correlation test, univariate and multivariate regression analyses will provide us with more insight into the factors that influence the performance of SIPs.
4.3.1 Correlation Matrix

The matrix presented in table 1 presents information regarding the correlation between the different variables used in this research. From these results we can conclude that a strong and significant correlation exists between government ownership and firm size on the one hand, and underwriter reputation and firm size on the other. Both relations can be explained.
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Table 1. Correlation Matrix. The figures denoted with ** indicate a significant correlation (at the 1% level) between the two variables.

When firm size increases, so does government ownership, which would indicate that governments are unwilling to offer large firms on the market in large offerings. In countries with lesser developed capital markets, this makes sense, since such a large offering would be hard to process for the markets. In more well developed markets, one can imagine that governments may wish to signal more during a large offering to prevent the offering from performing poorly. Another theory could be that firms with a certain size have a monopoly position in a certain market and governments are reluctant to relinquish control of that market just yet.

Underwriter reputation and firm size are also significantly correlated, indicating that the larger the firm is, the more reputable the underwriters are that are responsible for the offering. Since more reputable underwriters have more knowledge and better networks, it makes sense that larger firms would look towards these companies to guide their offering. Vice versa, a large offering for a large well-known firm would prove to be beneficial for the underwriter’s reputation, making them more eager to please.

Despite the correlation between the variables, I will use them in the univariate and multivariate analyses to determine their separate influence on the returns of SIPs and to determine whether results differ if they are included or omitted in the models.

4.3.2 Univariate Regression
Th EQ e formula applied to univariate regressions is as follows:
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The results for the univariate regressions can be found in the table below.
Table 2. Results of the univariate regressions performed with CAR as de dependent variable and four independent variables. The figure denoted with ** indicates a significant relationship at the 5% level. 
Looking at the table above, several observations can be made. None of the tested variables show a significant relationship with the CAR, with the model containing “Relative Size” showing the “best fit” of the tested variables with an R² of 1%, but still lacking significant effect on the dependent variable. Interesting to note is that it are the models containing the control variables that show the best fit. 

On themselves, the variables do not appear to have a significant influence on the CAR of privatized companies. However, it would stand to reason that due to the complex nature of SIPs, models with multiple variables would produce a better fit.

4.3.3 Multivariate Regressions
Tables three to six present the results of the multivariate regression models that were constructed. Each odd model contains an independent variable and three control variables, whereas to each even model industries dummies are added. The dummies are represented by acronyms, which represent the following industries respectively: Financial sector, TTT (Trade, Transport and Telecom), industry, consumer goods and utilities.

Tables 3 & 4. These tables display the results of the multivariate regression models containing the independent variables “Area”, ”Golden Share”, “Government Ownership” and “Initial Return”, all three control variables and the industry dummies. A single asterisk means that the variable is significant at the 10% level, double and triple asterisks mean a significance at the 5% and 1% level respectively.
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Table 4.

Tables 5 & 6. These tables display the results of the multivariate regression models containing the independent variables representing the type of legislation, all three control variables and the industry dummies. A single asterisk means that the variable is significant at the 10% level, double and triple asterisks mean a significance at the 5% and 1% level respectively.

Table 5.


Table 6.
Unfortunately the tables do not display any of the independent variables to have a significant influence on the variance of the dependent variable. The independent variable “Area” presents us with a negative, though not significant, relationship. However, the high t-value does indicate that there is some influence on long-term performance. The displayed relationship means that if the SIP is located in the “New Europe” area, long-term stock performance is worse than otherwise. This is in line with expectations, since the markets in “Old” Europe are more mature and have more stable governments. Also, given that in our database a good part of the firms from the “New” Europe region are young growth firms (with low IPO values) and that many of these offerings are timed, the initial (over) optimism may have given way to normalized market conditions leading to subsequent underperformance.
Whether or not the government holds on to a company by means of a “golden share” is also negatively related to long-term stock performance. Investors would fear that governments might intervene in firm operations using their vote through the golden share, which would have a negative influence on stock performance. The same reasoning would apply to the percentage of shares the government retains (“Government Ownership”). Choi (1998), however, mentions that policy uncertainty influences long-term stock performance of SIPs, and since according to Perotti (1995) committed governments will offer shares gradually to signal their commitment to the privatization scheme, governments should be rewarded for their commitment.

Consistent with earlier mentioned literature (Ritter, 1991 and Loughran, Ritter & Rydqvist, 1994); the higher the initial return, the worse long-term stock performance becomes. A possible explanation is that in the situation of SIPs, offerings are usually performed using discounts, since governments want to spread share-ownership and have less market knowledge than investment bankers guiding the offering, leading to higher initial returns and subsequent corrections in the long run.

An interesting note regarding the influence of the legislative system on stock performance is that only the German legislative system shows evidence of a negative relationship. A possible explanation is that a great part of the countries in “New” Europe in our sample apply the German legislative system. And since La Porta et al. (1998) mention that Eastern European countries have less developed markets and more concentrated share ownership, which mean less investor protection, it stands to reason that the relation would be negative. 

The control variables display relationships that are in line with expectations. An increase in IPO value has a negative effect on long-term stock performance, which is consistent with prior literature from Choi (1998) in which he states that signalling effects influence the long-term performance. The larger the IPO value, the less committed governments would appear to the privatization scheme, thus negatively influencing the stock performance.

The reputation of an underwriter is positively related to stock performance, which is understandable, since the better the reputation of the underwriter is, the more confidence investors have in the success of the offering. Alternatively, timing offerings to take place in periods with high market activity will have a negative effect, which also was the result of research by Ritter (1991), in which he showed that over optimism leads to high initial returns, but underperformance in the long-run.

The dummy variables present us with mixed signals, sometimes negative and sometimes positive relationships. I will try to explain the significant numbers and the results with high t-values. The three dummies that stand out are “Industry”, “Utilities” and “TTT”.

That “Utilities” are negatively related to the long-term performance might be related to the fact that companies in this particular branch are large, well-established firms, about whom investors might have over optimistic expectations. Also, since these firms operate in strategic markets, governments might be more inclined to interfere, thereby influencing the performance of the firm. Alternatively, “Industry” and “TTT” firms are positively related to long-term stock performance. Firms in these industries tend to experience more competition and will experience less government interference and should perform better in the long run.

Despite the limited number of significant relationships, some models do exhibit a relative high R(, indicating that the model explains a good part of the variance of the independent variable. Also, the Durbin-Watson statistics show little concern for autocorrelation considering their values differ only slightly from 2 (which indicates no autocorrelation).

4.4 Summary

Chapter four presents a description of the database used, a correlation matrix and the results of several univariate and multivariate regression models.

Despite the few variables that are significantly related to the dependent variable, there are some interesting relationships that can be distinguished. Offerings in countries in “Old” Europe will fare better in the long run than others, since the markets are more mature and better capable of handling such offers, and since governments are more stable. It also appears that the larger the share the government retains after an offering, the poorer the long-term performance is. Given Choi’s (1998) and Perotti’s (1995) theory, otherwise could be expected. It would seem that offerings in countries with a German legislative system perform worse than their counterparts, however, this can also be explained by a bias in our database, linking mostly countries in “New” Europe to the German legislative system. Most other variables are in line with expectations formed through prior described literature.

Due to the Durbin-Watson statistics and a reasonable R(, the models do possess some explanatory power.

CHAPTER FIVE
5. Conclusion
5.1 Introduction

This chapter presents a summary of the final findings and will address the main thesis. The following paragraph will present a summary of the findings regarding the four sub-topics mentioned in paragraph 1.2. Paragraph three will discuss the empirical research and the thesis of this study. Limitations and suggestions for future research will be mentioned in paragraph four.
5.2 Thesis

The thesis of this study is as follows: “Which factors affect the long-term stock price performance of share issue privatizations in Europe?”
To draw a conclusion and to provide an answer to the thesis, several sub-topics are addressed. These five topics are mentioned in paragraph 1.2 and are discussed in subsequent chapters. 

These results are used in the empirical study, to determine which factors to incorporate in the models and to limit the scope of the research. Furthermore, the literature forms a framework within which the empirical results can be discussed and explained.
First, stock performance data was gathered for all companies that performed a SIP in Europe during the period from 1990 until 2004. Drawing from previous literature regarding IPOs and combining this with literature concerning privatization, several factors are discerned that might have a significant influence on the stock performance. These factors were researched using univariate and multivariate models to determine their individual influence and their influence when compensated for general and IPO specific factors.

The univariate models do not show any significant relation between the long-term stock performance and the four studied factors. Neither do the models present high explanatory power, indicated by the low R(.

The multivariate models incorporate control variables next to the factors that are studied, to distinguish between the actual influence of the studied variable (SIP specific) and the influence of other factors (IPO specific). Unfortunately, no significant relation was found for the independent variables, but the value of their coefficients provides information as to what current relation exists. SIPs in “New” Europe will perform worse than their counterparts due to timing, over optimism and immature markets. Golden shares also have a negative effect on long-term performance, which is linked to the uncertainty investors have considering the influence the government retains with such a share. The same argumentation applies to government ownership. The more a government owns, the bigger the uncertainty among investors and the worse the performance. The initial return has a negative influence because governments offer the shares at a discount to pursue their goal of widespread share ownership and because they need to compensate the guiding investment bank for its superior market knowledge. The German legislative system has a negative influence on the long run performance, but due to a bias in our sample (a good part of the firms in “New” Europe apply the German system), this influence can be explained.

Which of the factors used in the multivariate regressions have a significant influence on the long-term stock performance of SIPs? Unfortunately, the answer is that no significant relationships are found among the independent variables and the dependent variable. Nonetheless, we can say that the variables expose some of the underlying motives of governments when issuing stock and this can be a basis for future research.

5.3 Limitations and Future Research

The scope of this study is limited by several factors. An unfortunate limiting factor was the relative small number of SIPs in the “New” Europe region. An outcome of that presented itself in the bias with regard to the German legislative system. Not only did this present itself between the two regions, but some countries experienced more SIPs than others in the studied period. Another possible bias is that some political motives might prevail in the database.

During the study it became evident that various avenues can be explored for future research. An interesting study might focus on the share allocation during an SIP. The allocation scheme might disclose more information concerning the political motives of the government when privatizing. To further investigate political motives, research might focus on the timing of offerings and their coinciding with elections. Another field worth exploring might be regarding the percentage of shares sold by the government to research the signalling effect. What percentage is most effective to signal commitment to the privatization scheme?

A final note is that SIPs remain a means for governments to exert some political influence in several areas, both economically and socially. Even though some motives might be clear for the European market, it stands to reason that different motives prevail in different regions. Even though we might be able to quantify economical motives, some motives might be harder to determine and research.
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� Zahariadis, Nikolaos, 1995, Markets, State and Public Policy: Privatization in Britain and France, Ann Arbor: The University of Michigan Press, Vol. 4, pp. 4


� Fannie Mae is one of the largest operators on the secondary mortgage market of the US.


� D’Souza, J. and W.L. Megginson, 1999, “The Financial and Operating Performance of Newly Privatized Firms in the 1990s”,Journal of Finance, Appendix, pp. 7


� A “tombstone” advertisement is an advert in which an event, such as an offering or placement of stock, is formally announced. This announcement shows the participants in a particular order, displaying their role as underwriter or broker of the transaction.


� A tombstone announcement contains an overview of the syndicate of underwriters. The top of this overview is reserved for the lead and co-lead underwriters. Since it are the underwriters below this level that float the stock on the market, their placement on the announcement is relevant for the CM ranking. The higher a firm is positioned, the higher the integer value that is assigned to it.


� A situation is Pareto efficient if changing from one allocation to another cannot make at least one individual better off without making anyone else worse off. If one individual can benefit without making anyone else worse, there is room for Pareto improvement.


� A golden share is a special share that gives its owner certain rights. It does not give its owner the right to control the enterprise, but to prevent certain scenarios to unfold that the government finds threatening. Source: http://www.adamsmith.org


� Some of the well documented difficulties are the new listing, rebalancing and skewness bias.





PAGE  
1

_1162895908.unknown

_1167679998.unknown

_1167680073.unknown

_1167681245.unknown

_1188397936.unknown

_1167680001.unknown

_1166390829.unknown

_1167679986.unknown

_1166390400.unknown

_1162895903.unknown

_1162895906.unknown

_1162895876.unknown

