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Abstract 

The Nordic markets have in recent years been flooded by IPOs, which have attracted the 

attention of investors seeking to capitalise on the IPO market. Previous studies on the IPO 

market have found strong evidence of underpricing, which is increasing in good market 

conditons. Using a sample of 448 IPOs, this thesis have examinated how the IPOs in the Nordic 

region perfrom in the aftermarket during one year, dependent on the market conditon at the time 

of the issuance. The IPOs in the sample have been divided into subgroups based on the market 

condtion at the time of the issuance, and a totalt of three different defitnions of how the market 

conditoion is defined have been used. The abnormal return of the IPOs have furthermore been 

calculated against two alternative benchmarks to streanghen the validity of the result. The result 

of the study indicates that the underpricing of IPOs in the Nordic region is lower compared to 

other larger economies. Evidence have also been presented which show that the market 

condition at the time of the issuance greatly affects the return of the IPOs.   

Key words: Nordic IPOs, IPO market, intital return, market conditon, abnormal returns. 
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1. Introduction 
 

2021 was an exceptional year for initial public offerings (IPOs) around the world. The Global 

IPO volume increased by 64 percent from the year before, and 2021 was the most active year 

for IPOs in 20 years. The Nordic countries accounted for nearly half of all the IPOs in the 

European region (EY, 2021), which follows an increasing overall secular trend of IPO listings 

in the Nordic region since 2013 (DI, 2020). The recent surge of IPOs in the Nordic markets has 

received attention from the media, which has led to an increasing number of investors interested 

in investing in IPOs (Svd, 2020). At the same time, the record number of IPOs have also fuelled 

a debate about the quality of the firms going public and the financial performance of IPOs in 

general (DI, 2022). 

Even though there has been a surge of IPO listings, the IPO volume tends to vary over time, 

where the number of issuances is highly cyclical, and a clustering pattern can be observed in 

the data. Some years, the market is flooded with IPOs, but other years the number of IPOs are 

close to zero. Previous studies on the subject show that the number of IPOs are considerably 

higher in booming markets with higher stock market prices (Schöber, 2008; Lougran, Ritter & 

Rydqvist, 1994), and Ritter & Welch (2002) find in their study that the market conditions are 

the most critical factor when a firm decides to go public. This historically recurring pattern of 

years with very different IPO activity is commonly referred to in the literature as “hot and cold 

IPO markets”. 

In addition to the cyclical pattern of the IPO market, IPOs are known, on average, to have a 

positive first-day return, or a positive initial return, as it is commonly referred to in the literature 

(Ritter & Welch, 2002). The knowledge of positive initial return of IPOs dates back to 1970 

and was first documented by Stoll & Curley study on the US market Small Business and the 

New Issues Market for Equities. Since then, international studies performed on the subject have 

concluded with the same result (Loughran, Ritter & Rydqvist, 2022) and because of this strong 

positive initial return pattern, IPOs are known to generally be underpriced. 

In addition to the literature concerning the initial return of IPOs, there also exist a field in the 

literature focusing on the long-term performance of IPOs. Despite being underpriced in the 

short-run, IPOs have traditionally been underperforming in the long-run (Ritter & Welch, 

2002). There exists no consensus in the literature about why this is the case and the fact that 
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IPOs are underpriced and yet underperform in the long-run has become one of the most well-

recognized puzzles in finance (Abrahamson & De Ridder, 2014). 

Given the known characteristics of the IPO market, it is interesting to ask how an investor can 

capitalise on the IPO market, as it has become increasingly more relevant in recent years with 

a soaring number of firms going public in the Nordic region. Since IPOs are generally 

underpriced, IPOs should already be of great interest to the investors considering that firms are 

leaving money on the table to the investors when they issue the IPO. Even though there is a 

vast literature on the different aftermarket performance of IPOs, the Nordic region has received 

little attention compared to the other markets (Spliid, 2013) and the intermediate aftermarket 

performance of IPOs, compared to the long-run performance, is relatively under-researched 

(Bask & Nätter, 2021). 

Although there also exists an extensive literature observing the cyclical pattern of IPO 

issuances, fewer attempts have been made to find a relationship between different variables 

affecting the cyclicality of the IPO market. Previous studies have also shown that the market 

condition is the most critical factor of when a firm decides to perform their IPO, and IPOs 

issued during high IPO activity are more underpriced (Helwege & Liang, 2004). Most of the 

studies regarding the IPO market have also mainly been conducted on the US market (Spliid, 

2013; Levis, 2011) and consequently, much of the literature on how the market condition affects 

the IPO market are based on the IPOs issued in the US.  

Based on the previous research done on the IPO market and the findings of how the market 

condition affect the return of the IPOs, this thesis aims to examine how an investor best can 

capitalise on the IPO market in different market conditions. This thesis will investigate the 

Nordic IPO market from an investor´s perspective and examine if the IPO´s aftermarket 

performance different in different market conditions. To answer these questions, the following 

research questions are formulated: 

How do the IPOs in the Nordic region perform in the aftermarket in different time-periods, and 

is the return of the IPOs different depending on the market condition at the time of the issuance? 

To answer the research questions, a sample of 449 IPOs was collected between January 2006 

and December 2020. The return of the IPOs in the sample have been calculated at different 

time-periods, up to one year after the IPO occurred, which made it possible to study how the 

IPOs perform in the aftermarket at different time-periods. By using up-to-date data from the 
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Nordic region, this thesis adds empirical evidence of the short- to intermediate aftermarket 

performance of the IPOs in the Nordic region. To capture how the market condition affects the 

return of the IPOs, a total of three different definitions to define the market condition have been 

used. The IPOs in the sample have been divided based on the yearly IPO activity, economic 

growth, which is used as a proxy of the business cycle, and the price to earnings ratio, which 

captures the overall valuation of the market. To measure how the IPOs perform, abnormal 

returns have been calculated against the MSCI Nordic index, as well as six benchmark 

portfolios based on the Fama & French three-factor model. By using the constructed portfolios, 

the IPOs was matched against their market capitalisation and book-to-market ratio, which more 

specifically controls for the individual characteristics of the IPOs. 

The findings show that the IPOs in the Nordic region have an average underpricing of 8,93 

percent, measured against the benchmark portfolios. The findings show that the performance 

of the IPOs is distinctly different depending on the market condition. IPOs issued during a 

period with high IPO activity outperforms in every given time-period the IPOs which was 

issued during both medium- and low IPO activity. The same result can be shown based on 

economic growth, where IPOs issued during higher economic growth outperform the IPOs 

issued during periods of lower economic growth. In contrast to the other definitions, IPOs 

issued during periods of higher market valuation have a lower initial return compared to periods 

of lower market valuation. But in line with the other definitions, the return is higher during 

periods of high market valuation in the study´s longer time-periods. 

Although the return percentage are different based on how the market condition is defined, the 

findings of the study show that the return of the IPOs issued during favourable market 

conditions clearly outperform IPOs issued during less-favourable market conditions. The result 

also shows that regardless of how the market condition is defined, the return of the IPOs in the 

sample is the highest after two- to three months in favourable market conditions. 
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2. Background 

 

2.1 Initial public offering 

 

The process where a firm raises capital by issuing shares and selling stock to the public for the 

first time is called initial public offering (IPO). This process transforms the firm from being a 

private company into a publicly-traded company on a stock exchange (Berk & Demarzo, 2017). 

When a company wants to become public, the process starts with a so-called “book-building 

process”. An underwriter, which is an investment banking firm/or division, begins to explore 

the price point of the IPO by contacting prominent investors to explore the demand of the share 

at different offer prices (Lowry, Officer & Schwert, 2010). After the institutional investors have 

been approached, the underwrite then proceeds with offering the remaining shares to the retail 

investors, which can participate in the IPO through different investment banks (Loughran, Ritter 

& Rydqvist, 1994; Nasdaq, 2021). Retail investors sometimes only receive a fraction of what 

they applied for in popular IPOs1 (Nasdaq, 2021).  

There are several reasons why a private company would want to become a public one. It 

provides publicity and reputation, the company gets access to liquidity, and it becomes easier 

for the company to raise capital, which is one of the fundamental activities to enable financial 

growth (Ritter & Welch, 2002). It also of course becomes easier for the company´s shareholders 

to buy and sell their shares to other investors since a public company is listed on a public stock 

exchange. The major drawback of performing an IPO is that it is time-consuming and costly 

for the company. Comparing the cost of other relative security issuances, such as seasoned 

equity offerings and a bond issuance, the cost of an IPO is substantially higher regardless of the 

size of the firm, and the average cost based on the IPO proceeds are around seven percent. 

Selling off a portion of the company´s equity in an IPO also reduces the owner concentration, 

which usually affects the management of the firm negatively (Berk & Demarzo, 2017). Public 

companies are also affected by factors they cannot control, such as the market condition and its 

sentiment.  

 
1 Due to stronger demand from the investors than shares available, usually referred to as the IPO being 
oversubscribed.  
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2.2 The Nordic region  

 

The Nordic region in the context of IPOs is defined by the markets in Sweden, Norway, Finland, 

and Denmark, as IPOs in Iceland are negligible2. Treating the Nordic region as one coherent 

market is logical for plenty of reasons, as they share a lot of similarities. The Nordic countries 

all have a high and above-average GDP per capita compared to other advanced economies (The 

World Bank, 2022), and the Nordic region is well-known for having high innovation and growth 

(EC, 2021). Furthermore, the Nordic countries are considered one of the top tier countries  

in the world to invest in, due to reasons such as corporate governance regulations, investor 

protection, and the liquidity of capital markets (Groh, Liechenstein & Lieser, 2011).  

The Nordic countries all share some similar characteristics, where they all have welfare-systems 

based on high taxation, comprehensive public service, and Sweden, Norway, and Denmark all 

share the same linguistic group. The economic and linguistic ties make cross-border 

investments in the Nordic region perceived as less risky and generate a high degree of 

confidence (Spliid, 2013). Moreover, when Sweden and Finland merged into the OMX-

integrated markets in 2003, and later when Denmark also joined the OMX indices in 2006, 

(Nasdaq, 2022) regarding the Nordic market as one becomes furthermore justified.  

 

However, the Nordic market is compared to other international markets, a small market. Nordic 

private equity firms are dependent on international investors when raising capital and the 

average size of the company listed on a Nordic stock exchange compared to other European 

countries is lower (Westerholm, 2007). The recent surge in IPO listings in the Nordic region 

can be explained by the Nordic region having stock exchanges concentrated towards smaller 

growth companies, such as the different First North markets and Nordic growth market. These 

exchanges consist of companies that would not otherwise meet the listing requirements of the 

main markets and these exchanges attract the smaller growth companies in pursuit of capital 

(DI, 2020). From an investor’s point of view, the cost of investing in the Nordic countries has 

in recent years lowered, regardless of the investors domestic market, making it ever so easy for 

the investor to invest in any of the Nordic countries (Avanza, 2021). 

 
2 Iceland have only had one IPO in the 21th century.  
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3. Previous research & theories 
 

3.1 Aftermarket performance   

 

The first-day return of IPOs, or the initial return as it is commonly referred to, is calculated as 

the difference between the price offered in the IPO and the closing price of the first day of 

trading on the aftermarket (Dietrich, 2012). One of the first studies on the subject was Stoll and 

Curely´s study in 1970, where they documented a systematic increase from the offer price to 

the first day, which implies that IPOs in general are underpriced. Since then, researchers have 

studied and confirmed that regardless of geographic market and time-period, IPOs have on 

average a positive first-day return (Ritter & Welch, 2002) and it is perhaps one of the most well-

recognized anomalies in finance (Abrahamson & De Ridder, 2014). This pattern has proven to 

be so persistent and strong that researchers use the terms first-day return and underpricing as 

synonyms (Ritter & Welch, 2002). 

 

Loughran, Ritter & Rydqvist (2022) provide a comprehensive list of the international average 

underpricing. To provide some numbers over the largest economies in the world, The United 

States, China, Japan, and Germany, all have a positive underpricing of 17,5 percent (1960 – 

2021), 170,7 percent (1990 – 2021), 48,8 percent (1970 –2020), and 21,8 percent (1978 – 2020), 

respectively. Although smaller in magnitude (except Sweden), The Nordic region is of no 

difference when it comes to the existence of underpricing.  The average underpricing in Sweden 

is 28,2 percent (1980 – 2021), 14,5 percent in Finland (1971-2021) 10,3 percent in Norway 

(1984 – 2021), and 7,6 percent in Denmark (1984-2021). 

While the empirical findings show that IPOs on average and historically have been underpriced, 

IPOs instead tends to underperform in the aftermarket when measured in the long-run. The 

underperformance of IPOs in the long-run was first documented by Ritter in 1991. Ritter (1991) 

investigated the three-year performance of IPOs in the US market between 1975 – 1984, 

including the initial return, and concluded that the issuing firms substantially underperformed 

relative to different benchmarks. More recent data over the US market between the years 1980 

and 2020 provided by Lougran, Ritter & Rydqvist (2022) list, concur with Ritter´s previous 

findings and their list reports a negative three-year performance of -17,1 percent. Taking a 

closer look at the Nordic market, Westerholm (2007) finds that the Nordic market also exhibit 

a negative aftermarket performance in the long-run. 
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However, the relationship between IPOs and underperformance in the long-run is not as strong 

as IPOs and underpricing in the short-run. In Ritter & Welch (2002) presentation of the IPO 

literature, they describe the long-run performance of IPOs as perhaps the most controversial. 

Researchers have pointed out and shown that IPOs do not underperform in the long-run  

if they are measured against more fitting benchmarks. Gompers & Lerner (2003) argues  

that IPOs´ performance in the literature are dependent on both the method and the benchmark 

used by the researcher. Their study show that the long-run performance is not different  

from the market if the firm’s size and book-to-market ratio are accounted for.  

 

3.2 Theories explaining underpricing   

 

There have been various attempts to try to explain why the underpricing exists and most of the 

prominent theories which attempt to explain the phenomenon are based on information 

asymmetry (Bergström et al., 2006). From the investor’s perspective, the information 

asymmetry can be described as the ex-ante uncertainty about the true value of the offering. Not 

until the company becomes publicly traded and an equilibrium on the aftermarket is reached 

can the investors accurately know the true value of the offer. The underwriter and the issuing 

firm, which in general are more informed about the company and its true value than the 

investors, must then compensate the uncertainty of the investors by lowering the offer price, 

leaving “money on the table” when the IPO starts to trade (Bergström et al., 2006; Loughran & 

Ritter, 2004). When the issuers have more information than the investors, rational investors also 

fear a lemons problem. Since the investors lack the knowledge of the true value of the IPO 

firms, the investors cannot distinctly distinguish between the IPOs that are above average from 

the IPOs that are below average, and the investors are thus only willing to pay the average price 

of the IPOs. In this type of market, only the issuers with below average quality, which fully 

knows the value of their IPO, are willing to price their IPO at the average price. To distinguish 

themselves from the below average quality firms, the higher quality firms will deliberately 

lower their offer price to signal their quality, which discourage the lower quality firms from 

mimicking their strategy. Using this strategy, the higher quality firms hope that with some 

patients they can later regain what they lost in future issuing activity, analyst coverage or 

favourable market responses (Ritter & Welch, 2002). Just as with the ex-ante uncertainty of 
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investors, the higher quality firms signalling method leads to the firms throwing away money 

in the issuing.  

Some researchers have also pointed at that there even exists information asymmetry between 

the investors, meaning that the investors are not equally informed. Rock (1986) introduced the 

concept of the winner´s curse to the IPO literature, where he categorized the investors into two 

subgroups, where the first group is the informed investors and the second group in the 

uniformed investors. When everyone wants to invest in an IPO, the demand might be higher 

than shares available and the IPO will be oversubscribed. When an IPO becomes 

oversubscribed, the allocation of the shares in the IPO will get rationed out between the 

investors, which means not everyone will be able to obtain the full number of shares they 

subscribed for in the IPO. Assuming the investors are not equally informed, the informed 

investors might fear that they only receive full allocation in an IPO if they are among the share 

of the more optimistic investors (uninformed investors). Adding the two cases together, this 

means that an investor would only receive full allocation of the IPOs that are overpriced, since 

the informed investors will not invest in these IPOs. But the IPOs that are instead underpriced, 

which will attract the attention of both the uninformed and informed investors, will be 

oversubscribed and the investors will only receive partial allocation of these IPOs. Hence, the 

investor’s mean return, conditional on receiving shares, are below the unconditional return and 

for the investors to break even, IPOs must on average be underpriced. Rock concludes that 

issuers are compensating the investors by pricing the IPO below the true value to keep the 

investors interested in investing in IPOs, which results in IPOs being underpriced (Rock, 1986). 

 

3.3 Market conditions 

 

3.3.1 IPO activity 

Previous empirical studies show that IPO activity is cyclical and considerably higher in 

booming markets with higher stock market prices (Schöber, 2008; Lougran, Ritter & Rydqvist, 

1994). Ritter & Welch (2002) show in their study that market conditions are the most important 

factor when a firm decides to go public, and Pástor and Veronesi (2005) add to this conclusion 

by arguing that the number of IPOs decreases when the market performs poorly. This cyclical 

pattern is usually referred to in the literature as hot and cold IPO markets. IPOs are known to 

cluster into different periods, which was first noted by Ibbotson and Jaffe (1975) as hot issue 
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markets. Since then, hot markets are usually defined in the literature by a high volume (e.g. 

Coakley, Hadass & Wood; 2008 Pástor & Vernoesi, 2005) or by periods with, or in a 

combination of, high initial returns (e.g. Helwege & Liang, 2004; Ritter, 1984). 

Helwege & Liang (2004) investigated how hot and cold IPO markets are different and 

specifically if the firms that go public in either market are different. Their study focused on if 

there is any distinct difference between the characteristics of the firms, i.e. if any firms in any 

specific industries tend to go public during any of the two different markets or if the firms that 

go public widely differ in their financial statements. Their study concluded that in both hot and 

cold IPO markets, the same set of narrow industries goes public and the firms have only a few 

distinctions in their key figures. In their study, they conclude that there are no major differences 

between the firms that go public in hot or cold markets, except that the main difference with 

hot markets is the share volume of IPOs and greater initial return, which they conclude is a 

result of greater investor optimism. It has also been shown by Lowry & Schwert (2002) that 

high and increasing initial returns tend to be followed by increased IPO activity, which 

themselves are followed by periods with low and decreasing initial returns. 

Studies have also been conducted with a focus on the long-run performance of IPOs  

issues in hot markets. Coakley et al. (2008) exanimated the IPOs in the UK between the years 

1985 and 2003, and their study investigates whether IPOs issued during hot IPO markets  

do underperform in the long-term, measured as a period of five years. Their study  

finds no evidence that supports a long-run underperformance of the IPOs in the full sample, but 

they find a significant underperformance during hot markets. The underperformance in the 

long-run of specifically hot markets have been documented by several studies, where  

Bergström et al. (2006) and Levis (2011) studies both show the same results. 

 

3.3.2 Theories explaining cyclicality  

 

While the clustering of IPOs is well known, what factors determine why they occur is still 

heavily debatable in the literature (Dicle & Levendis, 2017). The clustering pattern with a high 

volume of IPOs during hot markets is described by Pástor & Vernoesi (2005) as a result of the 

term optimal IPO timing. The researchers argue that IPO waves are created and caused by a 

sufficiently large increase in the market conditions. When the market conditions are inadequate, 

a firm will not perform its IPO since it will not maximize the outcome. Instead, the firm will 

wait and hold on to its IPO until the market conditions have improved sufficiently. When the 
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market conditions then improve adequately, there will exist a backlog of firms waiting for the 

market condition to improve, which will result in plenty of firms going public at the same, 

creating a wave of IPOs. Other researchers, such as Ritter (1991), argues instead that a high 

concentration of IPO volume during specific time-periods are due to firms taking advantage of 

the window of opportunity. Ritter suggests that firms take advantage of a window in the market 

where investors are more optimistic and the market valuation is higher, to raise capital. When 

a window opens up, firms seize this opportunity by performing their IPO, which causes multiple 

firms to perform their IPO at the same time. Moreover, especially smaller companies of  

lower quality seize the opportunity, which leads to an increased overall long-run 

underperformance of the IPOs which takes advantage of windows of opportunities (Ibid).  

 

Other studies explain that the clustering pattern of IPOs is a consequence of information 

spillover. Before a firm decides to go public and undergo an IPO, the value of a firm is not 

known to the public. But once a firm in a specific industry initiates the process of going public, 

the value of the whole industry becomes public information. Prominent investors in the industry 

have now already taken part in the industry’s prospects, which decreases the cost of other firms’ 

IPOs since they do not have to provide the investors with this information. The other firms in 

the industry can instead take part of and capitalise on this information, where their IPO is now 

better priced. (Altie, 2005; Helwege & Liang 2004). Benveniste, Ljungqvist, Willhelm, & Yu 

(2003) find evidence of this spillover effect in their study, where they find that the IPO volume 

is affected by recent offerings by other firms. Their study finds that if the price of the IPO 

exceeds the initial expectations, the IPO volume of the following months will drastically 

increase.  

 

3.3 The impact of macroeconomic variables 

 

A firm decides to perform an IPO and go public for several reasons, but one of the most 

fundamental reasons is that firms perform an IPO to raise capital which enables future economic 

growth (Ritter & Welch, 2002). It is likely to assume that firm´s demand of capital is correlated 

with economic growth, since firms demand of capital is higher when the business  

conditions are more promising (Lowry, 2003). This is known as the capital demand  

hypothesis, where there should be an increasingly number of IPOs when firms are more prone 

to raise capital, which they are when business conditions are more favourable.  
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Researchers have also investigated if the fluctuation of IPOs are correlated with macroeconomic 

variables, such as economic growth, but the results are mixed. Louhgran et al. (1994) 

investigated if the timing of the IPOs in UK could be explained by the GDP growth rate, but 

their study only finds a correlation between the number of IPOs and the stock prices. Hopp & 

Dreher (2007) investigated in their study if GDP growth could explain underpricing, but they 

did not find any correlation between the two variables. Rydqvist & Högholm (1995) came to 

the same conclusion in their study over eleven European countries, where their result suggest 

that IPO activity is not correlated with the business cycle. However, Tran and Jeon (2011) find 

in their study a long-term equilibrium between macro variables and IPO activity. Their result 

suggests that while the stock market is the most important factor in the long-run, GDP growth 

still plays a significant role in the short-run adjusting towards the long-run equilibrium. La 

Porta, Lopez-De-Silanes, Shleifer & Vishny. (1997) also finds in their study that the number of 

IPOs increase with roughly 0,2 IPOs when the historical growth rates raise with one percentage. 

More recently, Meluzin and Zinecker (2014) study over the Polish and Czech Republican 

markets also finds a correlation between GDP growth and the number of IPOs.  
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4. Method and Data 

 

4.1 Sample selection and data gathering 
 

To be able to answer the study´s research question: “How do the IPOs in the Nordic region 

perform in the aftermarket in different time-periods, and is the return of the IPOs different 

depending on the market condition at the time of the issuance?” , the dataset in the study have 

been gathered from the issued IPOs in the Nordic region, i.e., from the markets in Sweden, 

Finland, Denmark, and Norway. In order to fully reflect investors’ investment opportunities, 

both the main and the sub-main markets in the Nordic region have been included in the sample. 

The following stock exchanges have been included in the study: Nasdaq Stockholm,  

Nasdaq Helsinki, Oslo Stock Exchange, Nasdaq Copenhagen, First North Sweden,  

First North Finland, First North Denmark, Oslo Axess, Nordic Growth Market,  

and Spotlight (previous Aktietorget). Only the IPOs where new shares have been issued have 

been studied, which means list changes, listings, and separate listings have been excluded from 

the sample. Moreover, IPOs of preferential shares have been excluded from the sample and 

hence only IPOs of common shares have been gathered to the sample and used in the study. 

The Nordic market is relatively limited in size compared to other markets and a period of 15 

years, between the years 2006 and 2020, was considered suitable in terms of both having an 

adequate sample of IPOs in the data and capturing different market conditions. 

 

4.2 Benchmarks 

 

Previous research states that there are two different types of benchmarks used when studying 

how IPOs perform in the aftermarket. The first one is a market index and the second one is the 

return of equities with similar characteristics as the comparable IPO firms. Equities with similar 

characteristics could for instance be either a constructed portfolio with matching firms or 

individual comparable firms (Schöber, 2008). The advantage of using a market index is that it 

is easy to implement and to replicate (Bergström et al., 2006). However, the disadvantage of 

using a market index as a benchmark in a study is that it does not capture the individual 

characteristics of the IPOs. To tackle this problem, previous studies have complemented and 

expanded the market index by constructing their own benchmarks based on comparable firms 

(e.g. Levis 2011; Fama & French, 1992). One of the most famous and well-known examples of 
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this is the Fama & French three-factor model (1992), which complements the market risk factor 

in CAPM by adding two additional risk factors. Fama & French showed in their famous study 

from 1992 that since value stocks and small-cap stocks consistently outperforms the  

markets, the book-to-market ratio and the size of the firm should be taken into  

consideration as their asset pricing model shows that it affects the average return.  

 

Since both benchmarks have their relative advantages, both a market index and self- constructed 

portfolios of several matching equities based on the framework of Fama & Frenchs three-factor 

model will be implemented and used in this study to evaluate how IPOs perform in the 

aftermarket. As the market index benchmark, the MSCI Nordic Index will be used as this 

benchmark in the study. This index consists of firms listed on the different Nordics markets and 

the index is arguably the best matching market index against the IPO firms in the Nordic region.  

 

The self-constructed portfolios benchmark will be constructed and based on the approach used 

by Levis (2011), which incorporates the Fama & French three-factor model into the 

construction. Following Levis´ approach, the portfolios construction is done by sorting the 

stocks trading on the Nordic stock exchanges into six portfolios, based on the firm´s market 

capitalisation and the firm´s book-to-market ratio. To create the portfolios, stocks are assorted 

from two indices which covers the Nordic region. Firstly, the constituent stocks of the index 

OMX Nordic EUR GI Index, which consist of a total of 663 Swedish, Finnish, and Danish 

stocks, are used. Since no Norwegian stocks are included into this index, the 192 constituent 

stocks of the index Oslo SE All-share index will also be used. The constructed benchmark 

portfolios will hence be based on a total of 885 firms from the Nordic region.  

The construction of the portfolios begins by first splitting the selected stocks into two subgroups 

based on their market capitalisation. As suggested by Fama & French (1993), the cut-off point 

will be the median market capitalisation. Secondly, each of the two size subgroups will be 

divided into three different book-to-market portfolios. Again, following Fama & French 

suggestion, the 30th and 70th percentile of the firm´s book-to-market ratios are used as the cut-

off points when sorting on this ratio. By utilizing this method, a total of six portfolios with 

different characteristics are created to better match the IPO firms in the sample. The gathered 

IPO firms in the sample are then matched against one of the six portfolios based on what market 

capitalisation and book-to-market ratio they have at the time of their issuance. As the issuances 

of the IPOs range from between 2006 and 2020, the market capitalisation is inflation adjusted 
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against the inflation of the year in the respective Nordic country, from the year of 2006 and 

calculated up to the level of 2020. To be able to compare the different market capitalisation in 

the different Nordic countries, the market capitalisations have also been converted to one  

currency, SEK, which is based on Riksbankens average exchange rates of January 2022.    

 

4.3 Market conditions 

 

4.3.1 IPO activity 

 

In order to investigate how the market condition affect the aftermarket performance of the IPOs, 

what exactly defines the “market condition” must first be selected.  The term “hot and cold IPO 

markets” are frequently used throughout the literature and hot and cold IPO markets as a market 

condition are defined in the literature by the amount of IPO activity (e.g. Pástor & Vernoesi, 

2005). Following the previous studies on this subject, this study will adapt and use the definition 

of hot and cold IPO markets as a market condition. Each year in the sample is labelled as either 

a high-, medium- or a low year of IPO activity, based on the year the IPO firm went public. 

Beginning the division of the entire sample period between the years 2006 and 2020, the years 

with a number of IPO issuances above the 75th percentile are defined as years with high IPO 

activity. The years between the 25th and 75th percentile are defined as years with medium IPO 

activity and the years below the 25th percentile are defined as years with low IPO  

activity. Following this approach, the years 2007, 2015, 2017 and 2020 experienced  

high IPO activity, the years 2010, 2014, 2016, 2018 and 2019 experienced medium  

IPO activity and the years 2008-2009 and 2011-2013 experienced low IPO activity.  

 

4.3.2 Economic growth 

 

GDP growth is usually used as the proxy variable for the business cycle, and a high GDP growth 

is usually associated with good economic conditions, while a low or negative GDP growth is 

associated with bad economic conditions. As stated by Lowry (2003), a high GDP growth 

should also reasonably increase the number of IPOs, since an increase in output leads to a 

demand shock in the economy. However, even though an economic expansion in the economy 

should logically affect the IPO market positively, previous studies offer no consensus of a 
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positive correlation between the two variables. This study will add to this subject by using 

economic growth as an indicator of the business cycle, and to analyse if an investor can 

capitalise on the business cycle in the IPO market. From an investor´s point of view, the  

business cycle is both easily accessible in terms of data and knowledge, as GDP growth is 

probably the most well-known macro variable. Following the reasoning above,  

economic growth is used in the study as a definition of a market condition.  

 

Economic growth is defined as the change in the GDP per capita from the previous year, and 

the growth rate of the respective Nordic country has been gathered from Nordic Statistics 

database (Nordic Statistics, 2022). As the GDP growth is not the same over time in every Nordic 

country, the aggregated GDP-weighted GDP growth has been calculated in the Nordic region. 

This was done by taking the GDP growth from the respective Nordic country, weight the GDP 

growth based on the country´s GDP and then lastly taking the average of the weighted sum. 

Finally, the deciding cut-off point of which years treated as high economic growth from low 

economic growth was set to two percent, as two percent is usually considered as a baseline 

economic growth percentage. Furthermore, as the growth in GDP is more rigid than the stock 

market, lagged values of the economic growth have been used. By using lagged values, the 

downfall of the financial crises in 2008 and the recent increase in the stock market in 2020 are 

incorporated, which the non-lagged yearly economic growth values does not reflect.  

See appendix for a graphical comparison. Following this approach, the years 2006, 2009, 2014-

2016 and 2020 are defined as years with high economic growth, and the years 2007,  

2008, 2010-2013 and 2017-2019 are defined as years with low economic growth. 

 

4.3.3 Market valuation   

 

Previous studies such as Schöber, 2008; Lougran, Ritter & Rydqvist, 1994, find in their studies 

that the IPO market is heavily influenced by the stock market. In addition to IPO activity and 

economic growth, how the overall valuation of the stock market affects the IPO market will 

therefore also be used as a metric to capture the difference in the market conditions. The most 

common valuation ratio is price to earnings ratio (P/E), which is the market price per share 

divided with earnings per share. Intuitively, the P/E-ratio tells the investors how many years it 

takes for the firm with its current earnings to earn as much money as the present market value. 

A high P/E-ratio usually means that either the stock is overvalued compared to similar firms, 
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or investors are expecting higher growth rates in the future (Berk & Demarzo, 2017). In 

booming markets with increased market sentiment, the valuation of the market increases and 

thus also the P/E-ratio increases, as the investors are more optimistic and expect greater 

economic growth in the future. The P/E-ratio can therefore be used as a proxy for the stock 

market, with a higher P/E-ratio in booming markets and lower a lower ratio in bust markets and 

the P/E-ratio are used in this study as a proxy of a higher respectively lower valuation of the 

stock market. To calculate the yearly P/E-ratio of the market, the P/E-ratio of the 885 firms 

included in the benchmark portfolios is used as a proxy. The value-weighted P/E-ratio is 

calculated each year from 2006 to 2020, based on the firm’s market capitalisation. Lastly, the 

median of the value-weighted P/E-ratios is used as the cut-off point, which is a P/E-ratio of 

28,14. The years with an average higher P/E-ratio across the firms are defined as years with 

high stock valuation and the years with lower P/E-ratio than the median is defined as years  

with low stock valuation. Following this approach, the years 2009-2010, 2013-2015  

and 2019-2020 are defined as years with higher stock market valuation and the years 2006-

2008, 2010-2011 and 2016-2018 are defined as years with lower stock market valuation.  

 

4.4 Time regimes 

 

To capture the pricing pattern of the IPOs, the aftermarket performance is calculated at different 

lengths. Bergström et al. (2006) points out that the academic literature mainly uses a period of 

either three or five years when measuring the aftermarket performance of IPOs in the long-run. 

In the shorter run, the literature normally only focuses on the initial return (e.g. Loughran, Ritter 

& Rydqvist, 2022), which in the literature is usually defined as the first-day return (Ritter & 

Welch, 2002). However, this paper aims to investigate if how IPOs perform in the aftermarket 

dependent on the market conditions, in the short- to intermediate time-period, and the return of 

the IPOs are in the study measured from the first day, up to one year after the IPO went public. 

Papers studying longer aftermarket performance usually exclude the first month of trading, 

since the first month may be affected by the underwriter’s efforts to stabilize the IPO 

(Aggarwal, 2000). Since the underwrites efforts might benefit the investor, this factor is of 

interest and the first month will not be excluded. Using a more intermediate time-period instead 

of longer time-period also allows the study to use data from more recent years, adding up-to-

date empirical data to the literature about how the Nordic IPOs perform in the aftermarket.  
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As mentioned earlier in this section, the IPOs in the sample are measured against two different 

benchmarks and since they are measured against a benchmark, the abnormal return of the IPOs 

are calculated. In terms of time, there are two different approaches highlighted by Fama (1998) 

when calculating abnormal returns; event time and calendar time. This study utilizes the event 

time approach. Using event time, the calendar date of when the different IPOs perform their 

issuing becomes irrelevant. The advantage of using the event time approach, the IPOs in the 

sample can be compared against each other regardless of when the IPO happened between the 

years 2006 and 2020. Using the event time approach, the IPO is treated as the event, and the 

next step when using this approach is to select the time-period after the event, which is called 

the event window. The event window is set to one year since the study evaluates the 

performance of the IPOs up to one year after they list. However, the IPOs in the sample are 

measured at different lengths over the one-year event window, and the sample are therefore 

divided into a total of eight different time lengths subgroups. The different time lengths are: 

one day (initial return), one week, two weeks, four weeks, two months, three months, six 

months and one year. To illustrate how the approach are used with an example, event time 

operates in the following way: The first day after the IPO is listed, (the event) is called event 

day one. The second day after the listing is called event day two, and so forth. For each time-

period of the event window, an average across the IPOs in the sample will be  

calculated which implicitly assumes that the returns of the IPOs are independent.  

 

4.5 Data processing  

 
The IPO firms in the study have primarily been gathered from and processed in Refinitiv Eikon. 

Some of the historical prices were missing in the screening output and therefore some of the 

historical prices have been manually complemented from Refinitiv Eikon and brokerage firms. 

The historical data that had to be complemented manually have been adjusted to the price level 

of the offering price. This means that firms that have performed corporate actions, for instance 

a stock split, have had their stock price readjusted back to the price level of the offering price, 

which makes the price level comparable against the offering price. Some of the offer prices of 

the IPOs, the market sizes, and book-to-market ratios were also missing in the initial output, 

and the values of these factors have been manually complemented from IPO prospectuses, 

annual reports, and the database Zephyr. IPO prospectuses, brokerage firms and Zephyr have 

also been used to cross-check the data from the initial output.  
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Although much of the lacking data was possible to complement, Refinitiv Eikon lacks the entire 

share prices of roughly five percent of the IPO firms in the initial data set, and these firms had 

to be excluded from the sample. It was not possible to find the correct market size and/ or the 

book-to-market ratio of additionally two percent of the firms in the data set, and these firms had 

also to be excluded from the sample. After the adjustments, the final data set consists of 449 

IPOs.  

 

4.6 Calculations 

 

4.6.1 Calculating returns  

 

As previously mentioned, the underpricing of an IPO is in the literature is commonly referred 

to as the first-day return or initial return of an IPO (Schöber 2008; Ritter & Welch, 2002; Lowry 

& Schwert, 2002). The initial return, and the return of any given time-period, is calculated by 

taking the difference between the offer price in the IPO and the price at the given time-period, 

relative to the offer price. The initial return and the return of an IPO for each time-period is 

calculated with the following equation:  

𝑅𝑡
𝑖 =

(𝑃𝑡
𝑖 − 𝑃𝑡−1

𝑖 )

𝑃𝑡−1
𝑖

 (1) 

𝑅𝑡
𝑖 = The return of firm 𝑖 in time period 𝑡               

𝑃𝑡
𝑖 = Price of firm 𝑖 at time period 𝑡  

𝑃𝑡−1
𝑖 = Price of firm 𝑖 at time period 𝑡 − 1 

When calculating abnormal returns, the cumulative abnormal returns (CAR) approach is a 

frequently used method in the literature (e.g. Gompers & Lerner, 2005), and this method are 

applied and used in this study to measure the aftermarket performance of the IPOs. Using the 

CAR method, the abnormal returns are calculated for each event day during a given 

 time-period by subtracting the return of one of the benchmarks of the same period. The 

abnormal return is then summed up over the respective time-period, which results in the 

cumulative abnormal return of each IPO firm. If a firm has delisted during the event window, 

the cumulative abnormal return is calculated of the remaining possible time-periods. 
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The return of a benchmark portfolio and the index is calculated in the following way:  

 

𝐵𝑡
𝑏 =

(𝑃𝑡
𝑖 − 𝑃𝑡−1

𝑖 )

𝑃𝑡−1
𝑖

 (2) 

 

𝐵𝑡
𝑏 = The return of benchmark 𝑏 in time periuod 𝑡               

𝑃𝑡
𝑏 = Price of benchmark 𝑏 at time period 𝑡  

𝑃𝑡−1
𝑏 = Price of benchmark 𝑏 at time period 𝑡 − 1 

 

The abnormal return is then calculated in equation (3), which cumulated over time-periods t 

results in the cumulative abnormal return in each given time period 𝑇𝜏, which is calculated 

with equation (4).  

 

𝐴𝑅𝑡
𝑖 =  𝑅t

𝑖 − 𝐵t
𝑖 (3) 

𝐴𝑅𝑡
𝑖 = The abormal return of IPO firm 𝑖 in time period 𝑡   

𝐶𝐴𝑅𝑇𝜏

𝑖  = ∑ 𝐴𝑅𝑡
𝑖     

𝑇𝜏

t=1

(4) 

𝐶𝐴𝑅𝑇𝜏

𝑖 =  The Cumulative  abnormal return of firm 𝑖  

over the give time period 𝑇𝜏, which consist of the 𝜏 eventime periods.   

 

When the CAR of every IPO firm 𝑖 is calculated in the given time-period 𝑇𝜏 the final step is to 

calculate the equally-weighted CAR. This is calculated for each market condition group, mg, 

over each given time-period 𝑇𝜏, with the following equation:  

𝐶𝐴𝑅̅̅ ̅̅ ̅̅
𝑇𝜏,𝑚𝑔
𝑒𝑤 =

1

𝑁𝑚𝑔 
∑ 𝐶𝐴𝑅𝑇𝜏

𝑖

𝑁𝑚𝑔

𝑖=1

  (5) 

 𝑁𝑚𝑔 = number of IPO firms in each market condition group 

The equally-weighted (EW) CAR are calculated in the study, which means that every IPO in 

the sample contributes equally to the return. This can be compared against the value-weighted 

(VW) CAR, which weights the return against a firm’s market capitalisation. By using a value- 



 
24 

 

weighted return, this metric captures the effect of potential different returns between firms with 

different sizes. As this study focus on the investor´s return in the IPO market, the equally- 

weighted return is of more interest than the value-weighted since an investor more easily can 

evaluate the performance of an equally-weighted return on the IPO market. The equally- 

weighted return is therefore calculated in every time-period to capture the IPOs pricing pattern. 

However, to create a more nuance result and to be able to compare the two metrics and to 

investigate if the size of the firms has an impact of the return, the value-weighted return  

is also calculated for the entire sample. The value-weighted return in the study is calculated  

with the respective proportion of the IPO firm´s inflation adjusted market capitalisation.  

 

To summarize the calculations, equation (1) to (5) calculates the equally-weighted cumulative 

abnormal return of the selected sample group, mg, over the given time-period, 𝑇𝜏.  

 

4.6.2 Variance and test statistic  
 

To test the statistical significance of the study, a student´s t-test is adapted and used to test each 

time-periods statistical significance. The daily average variance of the abnormal return in any 

given time-period is first calculated with equation (6), and then the average variance is 

calculated by multiplying the variance with the days in the time-period, which is equation (7). 

Lastly, the t-test is calculated by dividing equation (5) with the squared equation (8).  

 

𝜎𝑖
2 =

1

𝑁𝑚𝑔 − 1
∑ 𝐴𝑅   Tτ

2 𝑖

𝑁𝑚𝑔

𝑖=1

  (6) 

𝑣𝑎𝑟(𝐴𝑅̅̅ ̅̅
Tτ

𝑖 ) =
1

𝑁𝑚𝑔
      2

∑ 𝜎𝑖
2

𝑁𝑚𝑔

𝑖=1

  (7) 

𝑣𝑎𝑟(𝐶𝐴𝑅̅̅ ̅̅ ̅̅
Tτ,𝑚𝑔
𝑒𝑤 ) = ∑ 𝑣𝑎𝑟(𝐴𝑅̅̅ ̅̅

Tτ 
𝑖 )

𝑁𝑚𝑔

𝑖=1

  (8) 

𝑡 =
𝐶𝐴𝑅̅̅ ̅̅ ̅̅

Tτ,𝑚𝑔
𝑒𝑤

√𝑣𝑎𝑟(𝐶𝐴𝑅̅̅ ̅̅ ̅̅
Tτ,𝑚𝑔
𝑒𝑤

)

     (9) 
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4.7 Limitations and data criticism 

 

While most of the data gathered to the study have been crosschecked against various sources, 

the dataset might still suffer from some inadequacies. Firstly, the dataset of which firms that 

have performed their IPO during the years 2006 and 2020 might be incomplete. Due to 

limitation in accessing other databases, such as the database Compustat, the information about 

the number of IPOs during the years 2006 and 2020 have not been crosscheck and are solely 

gathered from Refinitiv Eikon. Since some of the price data gathered from the same source 

were missing in the initial output, it could be plausible to assume that some of the IPO issuances 

might be missing. To mitigate this problem, some research and scanning on different Swedish 

homepages, such as nymeissioner.se, have been conducted as a method to crosscheck the  

initial dataset. No firms have been complemented by the crosscheck, but since the entire  

sample could not be crosschecked by another screening tool, some errors might exist.  

 

Secondly, some of the exact dates of when the IPOs became publicly traded might be inaccurate. 

Some of the firms might have postponed their IPO after they announced they seek to list their 

company, which might in some cases have led to the date of the listing in the initial dataset to 

be inaccurate. The dates have been crosschecked with the available sources, but due to limited 

access to different databases which typically have this information, some of the dates might be 

inaccurate and thus some of the IPOs could have been sorted into the wrong year.  

 

Finally, a criticism to the benchmark portfolios is that the size parameter, as well as the return 

of some of the companies, may suffer from survival ship bias. The benchmarks portfolios 

contain firms which are currently listed on the two indices and hence the firms that have 

potentially delisted during the study´s time-period are excluded. It was not possible to find the 

stocks which have delisted during the time-periods, or to find the constitutes of the indices on 

a yearly basis due to technical reasons in Refinitiv. Thus, the benchmark firms may suffer from 

upward bias due to the exclusion of delisted firms and the abnormal return might hence be lower 

when measured against the benchmark portfolios. Bilo et al. (2005) investigates  

survival ship bias and finds in their study that the bias accounts for between 0,1  

percent and 1,5 percent of the annual return. The bias is relatively small, and the  

survival ship bias should not have a considerable effect on the result in the study.    
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5. Results 
 

To answer this thesis research questions “How do the IPOs in the Nordic region perform  

in the aftermarket in different time-periods, and is the return of the IPOs different  

depending on the market condition at the time of the issuance?” the IPOs in the dataset  

have been divided into three different subgroups, based on different definition of   

how the market conditions it defined. In each different market condition definition,  

the aftermarket performance of the IPOs have been calculated at various time-periods, 

which enables the study to capture if the pricing pattern is different in a different market 

condition. Furthermore, every time-period in each definition of the market condition have been 

measured against both an index and the self-constructed portfolios to get a more valid result 

and to compare if the result is different based on what benchmark are used.  

 

Table 1 presents the annual distribution of the IPO firms in the Nordic region between the years 

2006 and 2020. The total number of IPOs in the data set are 449 firms. The data shows a high 

IPO activety during the years preceding the financial crises in 2006 and 2007, and a steep fall 

to a very low IPO activety during the later years of the financial crises in 2008 and 2009.  

Following the aftermatch of the fincial crises, markets have been stimulated with low interest 

rates and the number of IPO issuances culiminated in 2017.   

Table 1 
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Table 2 – Number of IPOs per Nordic country.  

 

Table 2 presents the distribution of the IPOs per Nordic country. Just over half of the IPOs in 

the sample have been issued in Sweden, followed by Norway which accounts for just over one  

fourth of the IPOs.  

 

Table 3 – The aftermarket performance of the IPOs in the Nordic region between 2006 and 2020.  

 

Table 3 presents cumulative abnormal average return of all the IPOs in the sample, from the 

initial return and up to one year after the IPO went public. All the results are statistically 

significant, except the one-year value-weighted return measured against the benchmark 

portfolios, which is not statistically significant at any level. The equally-weighted abnormal 

return measured against both the index and the benchmark portfolios are roughly the same up 

to four weeks after the issuance. But after four weeks the abnormal return measured against the 

benchmark portfolios starts to stagnate and ends up decreasing to 5,99 percent after one year. 

The abnormal return measured against the index is however steadily increasing with time and 

increases to 18,04 percent after one year after the IPO issuance. Since the abnormal return is 

lower when measured against the benchmark portfolios, the created portfolios are clearly 

outperforming the index in the result, when measured in longer time-periods.  
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Taking a closer look at the value-weighted return measured against the benchmark portfolios, 

the return calculated at the longer time-periods of six months and one year is significantly lower 

than the corresponding values of the equally-weighted. The result after one year is however not 

statistically significant, but the six months outcome is statically significant at five percent level. 

This means that in general, the larger firm´s IPOs have resulted in a lower return to the investors 

in the longer time-periods.  

5.1 IPO activity 

 

5.1.1 Measured against the index 

 

Table 4 displays the aftermarket performance of the IPOs in “hot and cold IPO markets”. The 

result show that the IPOs issued during years of hight IPO activity have the highest return in 

any given time-period. This is followed by the IPOs issued during years of medium IPO activity 

which in turn have a higher return in any given time-period compared to the IPOs issued during 

years of low IPO activity. The results of the aftermarket performance of the IPOs issued during 

high- and medium- IPO activity are all statistically significant at a one percent level. However, 

the results of the IPOs issued during low IPO activity are not significant, except for the two 

weeks performance which is significant at the ten percent level.  

Table 4, the aftermarket performance of the IPO firms in high- (H), medium- (M) and low- (L) IPO activity. 

 

-15,00%

-10,00%

-5,00%

0,00%

5,00%

10,00%

15,00%

20,00%

25,00%

30,00%

Initial
Return

1 Week 2 Weeks 4 Weeks 2 Months 3 Months 6 Months 1 Year

Aftermarket Performance

H M L



 
29 

 

 

5.1.2 Measured against the benchmark portfolios 

 

Table 5

 

 

Table 5 presents the results of the IPO activity measured against the benchmark portfolios. The 

results show the same distribution as when measured against the index between the IPOs, where 

the IPOs issued during high IPO activity are outperforming the other subgroups. However, 

compared to the abnormal return measured against the index, the IPOs issued during high 

activity have the highest return after two months at a return of 17,28 percent, when measured 

against the benchmark portfolios. The IPOs issued during medium IPO activity peaks in their 
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return after three months at a return of 12,27 percent and the IPOs issued during years of low 

IPO activity have the highest return after two weeks, which is 6,21 percent. IPOs issued during 

this period are also performing the worst in the long-run, where the return after one year is -

16,87 percent. Again, almost all of the high- and medium IPO activity results are statistically 

significant, while the low IPO activity period is insignificant.  

5.2 Economic growth 

 

5.2.1 Measured against the index 

 
Table 6

 

 

Table 6 presents the aftermarket performance of IPOs issued during periods of high respectively 

low economic growth (lagged values), measured against the index. IPOs issued during periods 

of high economic growth have a higher abnormal return in every given time-period compared 

to the IPOs issued in periods of low economic growth. During the periods of high economic 

growth, the IPOs aftermarket performance is also increasing in every time-period and reaching 

the highest return after one year at 28,69 percent. IPOs issued during low economic growth are 

instead only increasing in their return up until two weeks. After two weeks the return plunges 
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down to the lowest point at 2,18 percent after six months. After six months, the return instead 

increases to 8,5 percent after one year. The results are statistically significant, mostly at one 

percent level, expect of the six months return in the lower economic growth period which is 

insignificant.  

5.2.2 Measured against the benchmark portfolios 

 
Table 7

 

 

Table 7 presents the aftermarket performance when the IPOs are instead measured against the 

benchmark portfolios. IPOs issued during high economic growth still outperform the IPOs 

issued during low economic growth when measured against the benchmark portfolios, but the 

returns are not increasing in the longer periods. The return culminates after three months at 

21,64 percent, but then the return starts to plunge and fall to 10,67 percent after one year.  

The IPOs issued during lower economic growth still have their highest  

return after two weeks at 8,23 percent, but then the return then  

falls in every time-period and decreases to the lowest point at 1,86 percent after one year. 

However, the results at six months and one year are not statistically significant.  
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5.3 Price to earnings valuation 

 

5.3.1 Measured against the index 

 

Table 8

 

 

 

Table 8 reports the aftermarket performance of the IPOs issued during years of high and low 

market valuation, which is captured by the P/E-ratio. In contrast to the results from the other 

definitions of the market condition, table 8 reports an overlapping graph. The IPOs issued 

during lower P/E valuation have a higher abnormal return up to four weeks after the issuance, 

compared to the corresponding values in the higher P/E subgroup. After four weeks,  

the returns of the two subgroups intercept and the IPOs issued during higher P/E valuation  

have onward a higher return. Both the returns of IPOs issued during higher- and lower 

P/E valuation increases with time and have their highest return up to  

one year after the issuance, at 18,21 percent and 17,48 percent respectively.  
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5.3.2 Measured against the benchmark portfolios 

 

Table 9

 

 

Table 9 presents the aftermarket performance when the IPOs are instead measured against the 

benchmark portfolios. The same pattern can be observed in the graph, but the abnormal returns 

decrease in longer time-periods. The IPOs issued during when the market had high P/E 

valuation have the highest return after two months, and the IPOs issued during low P/E 

valuation have the highest return after two weeks. The lowest return occurs one year after the 

IPO issuance in both subgroups. The results are statistically significant, expect for the one year 

time-period which is statistically insignificant.   
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5.4 Median return 

 
Table 10

 

Table 10 displays the median performance of the IPOs for the entire data set and respective 

market condition definition. The median return of the IPOs is in general noticeably lower than 

the average return. The median return measured against the benchmark portfolios is negative 

after one year in every specific definition, even during hot periods. The highest median return 

in the sample is found after two months in the high economic growth subgroup, and the lowest 

median is found after one year in the low IPO activity subgroup. The difference between the 

median and the average return illustrates that there exist outliers on the Nordic IPO market 

which accounts for the positive return in the dataset, since the median return are much lower 

than the average return. See appendix for the distributions of the IPOs.   
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6. Discussion  

 
The results show that irrespective of what benchmark used, the entire sample of 449 firms 

between the years 2006 and 2020 have an average positive first-day return. The results from 

the Nordic markets are thus in line with previous studies (e.g. Ritter & Welch, 2002) that IPOs, 

on average, are underpriced. The study also shows that IPOs in every given time-period, except 

for the IPOs issued during a period of low IPO activity, are on average, underpriced. This further 

reaffirms the conclusion drawn by Bergström et al., 2006; Loughran & Ritter, 2004; Ritter & 

Welch, 2002, that firms leave money on the table when issuing an IPO. Overall, the result of 

the underpricing from the study aligns with previous studies which find that hot periods have 

an increased underpricing compared to other periods (Lowry & Schwert, 2004; Helwege & 

Liang 2002). Given the underpricing of IPOs in the Nordic region, the result shows that 

investors should pay attention to the IPO market and capitalise on it.  

The initial return is lower in the Nordic region compared to other larger economies in the world. 

The relatively lower underpricing in the Nordic region might be due to the Nordic region being 

known for its transparency towards its investors. Following the reasoning of e.g. Bergström et 

al., 2006; Rock, 1986, the transparency reduces the information asymmetry and ex-ante 

uncertainty of the investors, which in turn reduces the underpricing firms use as a signalling 

method.  

Comparing the two different benchmarks, the results when measured against the index, are in 

general higher and increasing throughout the event window, while the results are instead lower 

and decreasing when measured against the benchmark portfolios. Gompers & Lerner (2003) 

argue and show in their studiy that IPOs in the long-run are in fact not underpriced when 

measured against a more fitting benchmark. The result in this study still shows an  

abnormal return of the IPOs after one year when the size and price to book factors are controlled 

for. However, the abnormal return is lower when measured against the benchmark  

portfolios and the abnormal return is in a decreasing pattern when it reaches one year, which 

adds to Gompers & Lerner (2003) discussion about that the magnitude of the  

underpricing might be overstated when the IPOs are measured against an index.  

 

Investors should also notice that the median return is lower than the average, which stems from 

the fact that some IPOs are very successful and yields a high return, while other IPOs perform 

poorly and plunges in the aftermarket, even during favourable market conditions. The median 
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return is negative after one year in every subgroup in the sample, which, if the median metric 

is used, suggest that IPOs do underperform in longer time periods. The value-weighted  

average return is also lower compared to the equally-weighted average return, where the  

value-weighted average return is negative after one year when measured against the  

benchmark portfolios. This indicates that the smaller firms in the sample yield a higher  

return on the IPO market. The different results dependent on what metric used show a  

more nuanced picture of the IPO market and the result indicates that the performance  

of IPOs could be overstated if only the equally-weighted return is considered.   

 

The result displays the importance of an investor to observe and use the market condition to 

their advantage, as the result show that there is a significant difference in the aftermarket 

performance of an IPO, depending on the time of the issuance. Taking a closer look at the 

aftermarket performance of the IPOs issued during different periods of activity, the result shows 

a clear difference between the IPOs issued during high activity compared to both medium- and 

low IPO activity. In line with for instance Helwege & Liang (2004) study on the IPO market, 

the result shows a positive correlation between the underpricing and IPO activity. IPOs issued 

during a period of high IPO activity have a higher return in every single time-period compared 

to the IPOs issued during medium- and low IPO activity, where the latter has a negative 

aftermarket performance when measured in longer time-periods. However, the results of the 

IPOs issued during periods of low activity are mostly not statistically significant.  

This might be a consequence of the fact that low IPO activity also means a low  

amount of issued IPOs, and only 39 IPOs could be observed during the  

low activity period, which limits the inference. Nonetheless, by comparing the IPOs issued 

during high activity with the medium activity, the result shows a distinct difference and reveal 

that the market condition has an impact on the aftermarket performance of the IPOs.   

 

The aftermarket performance of the IPOs divided in terms of economic growth follows the same 

pattern as to when divided based on IPO activity, where the IPOs issued during high economic 

growth have a better aftermarket performance. The return of the IPOs is in fact higher in times 

of high economic growth than in high IPO activity, and the result indicates that an investor 

should pay attention to the business cycle to increase their return on the IPO market. It is also 

interesting to note that the year 2017 is not included in the sample of higher economic growth, 

even though it was the year with the highest number of IPO issuances in the sample. Looking 
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at the number of IPOs in respective subgroup, there are in fact fewer IPOs in the high economic 

growth subgroup than in the low economic growth subgroup, which suggests that there are more 

important factors to consider on the IPO market than solely the IPO volume. The correlation 

between the business cycle and the IPO market should also be a valuable insight to an investor, 

as it is arguably easier for an investor to perceive the business cycle at the beginning of a year 

than to have knowledge about the share volume of IPOs. The result therefore indicates that 

investors should use the business cycle or economic growth as an indicator of it to their 

advantage in the IPO market. 

 

Taking a last look at the third definition of the market condition based on the market valuation 

of the stocks, the initial return is in fact lower in the high valuation subgroup compared to the 

low valuation subgroup. This means that an investor cannot use this form of market condition 

to distinguish between when to invest in more beneficial IPOs with higher initial returns than 

others. This definition has the lowest overall return compared to the other two definitions and 

using the current P/E-ratio of the stock market thus seems to be the least favourable strategy to 

use compared to the other two definitions. The abnormal return is however still higher in the 

high market valuation subgroup in the study´s longer time-periods.  

 

Comparing the three different definitions of the market condition, IPOs issued during high 

economic growth yield the overall highest return to the investors. But what is perhaps the most 

interesting and useful for an investor is that regardless of how the market condition is defined, 

the return of the IPOs is the highest after two- to three months in favourable market conditions. 

The result from the Nordic IPOs between the years 2006 and 2020 suggests that firstly, an 

investor should pay attention to the market condition, as it has greatly affected the return of the 

IPOs in the sample. Secondly, most of the focus in the literature are either the initial return or 

the longer time-periods of three to five years. Since the return in this study of the Nordic market 

is the highest after two- to three months, more studies should focus on the intermediate time-

periods, since this study´s result suggest that the investor´s highest return is found during in this 

time-period.   
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8. Appendix  

 

Appendix 1 – Sample firms 

Firm Year 

24SevenOffice Scandinavia AB 2017 

24Storage AB 2019 

2cureX AB 2017 

A City Media AB 2015 

A Group Of Retail Assets Sweden AB 2015 

Abelco AB 2010 

Ability Drilling ASA 2007 

Ability Group ASA 2006 

Absolent Group AB 2014 

AcadeMedia AB 2016 

Acarix AB 2016 

Acconeer AB 2017 

Actic Group AB 2017 

Adevinta ASA 2019 

Admicom Oyj 2018 

Adoperator AB 2010 

Ahlsell AB 2016 

Aino Health AB 2016 

Airthings AS 2020 

Aker Biomarine AS 2020 

Aker Philadelphia Shipyard ASA 2007 

AKVA Group ASA 2006 

Alefarm Brewing A/S 2020 

Algeta ASA 2007 

Alimak Group AB 2015 

Alligator Bioscience AB 2016 

Altia Oyj 2018 

Ambea AB 2017 

Aqua Bio Technology ASA 2007 

Arcus ASA 2016 

Arise Windpower AB 2010 

AroCell AB 2011 

Ascelia Pharma AB 2019 

Asiakastieto Group OYJ 2015 

Astralis Group A/S 2019 

Attendo AB 2015 

Audientes A/S 2020 

Avega AB 2007 

Ayima Group AB 2017 

Azelio AB 2018 

B W Energy Ltd 2020 
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B2Holding ASA 2016 

B3IT Management AB 2016 

Bactiguard Holding AB 2014 

Badger Explorer ASA 2007 

Balco Group AB 2017 

Bambuser AB 2017 

BBS Bioactive Bone Substitutes Oy 2018 

BE Group AB 2006 

BerGenBio ASA 2017 

Besqab AB 2014 

BEWi ASA 2020 

Bibbinstruments AB 2017 

BioArctic AB 2017 

Biovica International AB 2017 

Black Earth Farming Ltd 2007 

Block Watne AS 2006 

Bonesupport Holding AB 2017 

Borregaard ASA 2012 

Boule Diagnostics AB 2011 

Bouvet ASA 2007 

Bravida Holding AB 2015 

Bridge Energy ASA 2010 

Bublar Group AB 2017 

Bufab AB 2014 

BW LPG Ltd 2013 

BW Offshore Limited 2006 

Bygg Partner i Dalarna Holding AB 2016 

Bygghemma Group First AB 2018 

Byggmax Group AB 2010 

Cadeler A/S 2020 

Calliditas Therapeutics AB(WAS 71724F) 2018 

Camurus AB 2015 

Capio AB 2015 

Catena Media Plc 2016 

Cecon ASA 2007 

Cefour Wine & Beverage Partihandel AB 2010 

Cellcura ASA 2010 

Cellink AB 2016 

CGit Holding AB 2017 

Challenger Mobile AB 2010 

Chr Hansen Holding A/S 2010 

Cimber Sterling Group A/S 2009 

CirChem AB 2020 

Clavis Pharma ASA 2006 

Climeon AB (publ) 2017 

CLX Communications AB 2015 
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Codfarmers ASA 2006 

Colabitoil Sweden AB 2017 

Collector AB 2015 

Com Hem Holding AB 2014 

Conferize A/S 2017 

Consti Yhtiot Oy 2015 

Coor Service Management Holding AB 2015 

Crayon Group Holding ASA 2017 

Curalogic AS 2006 

cXense AS 2014 

Cyviz AS 2020 

D Carnegie & Co AB 2014 

Dan-Fold A/S 2007 

Dataproces Group A/S 2020 

DecideAct A/S 2020 

Deltaq A/S 2007 

Detection Technology Oy 2015 

DevPort AB 2017 

DIBS A/S 2007 

Dios Fastigheter AB 2006 

DNA Oyj 2016 

Dometic Group AB 2015 

DONG Energy A/S 2016 

DTG Sweden AB 2007 

Duni AB 2007 

Dustin Group AB 2015 

EAM Solar ASA 2013 

East Capital Explorer AB 2007 

Eastern Echo Holding PLC 2007 

Ecomb AB 2010 

EcoRub AB 2010 

Edgeware AB 2016 

Efecte Oyj 2017 

Eirikuva Digital Image Oyj Abp 2007 

Eitzen Chemical ASA 2006 

Electra Gruppen AB 2006 

Elektroimportoren AS 2020 

Elkem ASA 2018 

Eltel AB 2015 

Enalyzer 2007 

Enersense International Oy 2018 

Entra ASA 2014 

EOS Russia AB 2007 

Episurf Medical AB 2010 

EQT AB 2019 

Erria A/S 2007 
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Esoft Systems A/S 2007 

EuroInvestor.com A/S 2007 

Europris ASA 2015 

Evli Pankki Oyj 2015 

Evolution Gaming Group AB 2015 

EVRY ASA 2017 

EWPG Holding AB 2019 

Exiqon A/S 2007 

ExpreS2ion Biotech Holding AB 2016 

Exsitec Holding AB 2020 

Faktor Eiendom ASA 2006 

Fasadgruppen Group AB 2020 

Fastighets AB Trianon 2017 

FDT System Holding AB 2012 

Fellow Finance Oyj 2018 

Ferroamp Elektronik AB 2019 

FIM Group Corp 2006 

FinnvedenBulten AB 2011 

Fjordkraft Holding ASA 2018 

Flex LNG Ltd 2009 

Floatel International Ltd 2010 

Fluicell AB 2018 

FM Mattsson Mora Group AB 2017 

Fodelia Oyj 2019 

Fom Technologies A/S 2020 

Fondia Oy 2017 

FormueEvolution II A/S 2008 

Fortinova Fastigheter AB 2020 

Gant Co AB 2006 

Garo AB 2016 

Gjensidige Forsikring ASA 2010 

Global Gaming 555 AB 2017 

Global Health Partner AB 2008 

GomSpace Group AB 2016 

GourmetBryggeriet A/S 2006 

GPX Medical AB 2020 

Granges AB 2014 

Green Landscaping Holding AB 2018 

Green Mobility A/S 2017 

Grieg Seafood ASA 2007 

Gymgrossisten Nordic AB 2006 

Hafslund Infratek ASA 2007 

Handicare Group AB 2017 

Happy Helper A/S 2018 

Harvia Oyj 2018 

Havyard Group AS 2014 
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Heeros Oyj 2016 

Hemfosa Fastigheter AB 2014 

Herantis Pharma Oyj 2014 

Hexagon Purus AS 2020 

Hitech & Development Wireless Sweden Holding AB 2017 

HMS Industrial Networks AB 2007 

Hoegh LNG Holdings Ltd 2011 

Hofseth Biocare ASA 2011 

Hoist Finance AB 2015 

House of Control Group AS 2020 

Hovding Sverige AB 2015 

Hudya AB 2020 

Humana AB 2016 

HydrogenPro AS 2020 

Ice Fish Farm AS 2020 

Iconovo AB 2018 

Implantica AG 2020 

Industrial Solar Holding Europe AB 2018 

InfraCom Group AB 2017 

Infront ASA 2017 

Inhalation Sciences Sweden AB 2017 

Inission AB 2015 

Insplanet AB 2006 

Instalco Intressenter AB 2017 

Integrum AB 2017 

Internationella Engelska Skolan i Sverige Holdings II AB 2016 

Investea Sweden Properties A/S 2008 

InvivoSense ASA 2007 

Inwido AB 2014 

IRLAB Therapeutics AB 2017 

IRRAS AB 2017 

Isofol Medical AB 2017 

ISS A/S 2014 

Jays AB 2010 

Jetpak Top Holding AB 2018 

Jetty AB 2018 

John Mattson Fastighets AB 2019 

Kamux Oyj 2017 

Kancera AB 2011 

Karnov Group AB 2019 

Karolinska Development AB 2011 

K-Fast Holding AB 2019 

Kid ASA 2015 

Kingfish Zeeland BV 2020 

Kojamo Oyj 2018 

Kollect On Demand Holding AB 2019 
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Konsolidator A/S 2019 

Kontakt East Holding AB 2006 

Kotipizza Group Oyj 2015 

LED iBond International A/S 2020 

Lehto Group Oyj 2016 

LeoVegas AB 2016 

Lifco AB 2014 

LifeClean International AB 2020 

LifeCycle Pharma A/S 2006 

Lime Technologies AB 2018 

Lindab International AB 2006 

LINK Mobility Group Holding ASA 2020 

Lohilo Foods AB 2020 

LunchExpress i Sverige AB 2010 

Luxbright AB 2020 

Lyko Group AB 2017 

Mag Interactive AB 2017 

Magnolia Bostad AB 2015 

Maha Energy AB 2016 

Matas A/S. 2013 

Maxkompetens Sverige AB 2015 

Mdundo.com A/S 2020 

Melker Schorling AB 2006 

Mentice AB 2019 

Metacon AB 2018 

Micus AB 2010 

MIPS AB 2017 

Mobwatcher AB 2007 

Morpol ASA 2010 

MPU Offshore Lift ASA 2006 

MQ Holding AB 2010 

Multiclient Geophysical ASA 2013 

Multiconsult AS 2015 

Munters Group AB 2017 

Musti Group Oyj 2020 

Nanoform Finland Oyj 2020 

NattoPharma ASA 2008 

Natural ASA 2006 

NAXS Nordic Access Buyout Fund AB 2007 

NCAB Group AB 2018 

NEAS ASA 2007 

Nederman Holding AB 2007 

Nepa AB 2016 

NetCo Group A/S 2018 

NetConnect ASA 2010 

Nets A/S 2016 
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Nexstim Oyj 2014 

Next Games Oy 2017 

Nilsson Special Vehicles AB 2015 

Nixu Oyj 2014 

NNIT A/S 2015 

Nobina AB 2015 

Norbit ASA 2019 

Norcod AS 2020 

Nordax Group AB 2015 

Nordic Iron Ore AB 2018 

Nordic Paper Holding AB 2020 

Nordic Tankers A/S 2007 

Nordic Waterproofing Holding A/S 2016 

Nordnet AB 2020 

Norske Skog ASA 2019 

North Energy ASA 2010 

Norway Royal Salmon ASA 2011 

Notabene.net A/S 2006 

NP3 Fastigheter AB 2014 

NPinvestor.com A/S 2018 

Nuevolution AB 2015 

NunaMinerals A/S 2008 

Nustay A/S 2019 

Obstecare AB 2017 

Ocean Sun AS 2020 

Ocean Yield AS 2013 

Odfjell Drilling AS 2013 

Odico A/S 2018 

Offentliga Hus i Norden AB 2020 

OKEA ASA 2019 

Oma Saastopankki Oy 2018 

Omnicar Holding AB 2017 

Oncopeptides AB 2017 

Oppstartsfase I ASA 2010 

Orava Asuinkiinteistorahasto Oyj 2013 

Orgo Tech AB 2017 

Orphazyme A/S 2017 

Ovzon AB 2018 

OW Bunker A/S 2014 

P/F Bakkafrost 2010 

P/F Foroya Banki 2007 

Pallas Group AB 2010 

PANDORA A/S 2010 

Pandox AB 2015 

Paradox Interactive AB 2016 

Parans Solar Lighting AB 2010 



 
48 

 

PatientSky Group AS 2020 

Pegroco Invest AB 2015 

Penneo A/S 2020 

Petrojarl ASA 2006 

Pexip Holding AS 2020 

PharmaLundensis AB 2010 

Pihlajalinna Oy 2015 

Piippo Oyj 2015 

Platzer Fastigheter AB 2013 

Play Magnus AS 2020 

poLight AS 2018 

Powerflute Oyj 2007 

Prime Office A/S 2008 

Projektengagemang Sweden AB 2018 

Pronova BioPharma ASA 2007 

Protector Forsikring ASA 2007 

Qleanair Holding AB 2019 

Q-Linea AB 2018 

RAK Petroleum PLC 2014 

Raketech Group Holding PLC 2018 

Readly International AB 2020 

Recipharm AB 2014 

Recyctec Holding AB 2012 

Relais Group Oy 2019 

Renewcell AB 2020 

RenoNorden AS 2014 

Restamax Oyj 2013 

Resurs Holding AB 2016 

Risk Intelligence A/S 2018 

Robit Oyj 2015 

Romreal Ltd 2007 

Rovio Entertainment Oy 2017 

Saferoad Holding ASA 2017 

Salcomp Oy 2006 

SalMar ASA 2007 

Salmon Evolution Holding AS 2020 

Salmones Camanchaca SA 2018 

Saniona AB 2014 

SATS ASA 2019 

ScanArc ASA 2007 

Scandi Standard AB 2014 

Scandic Hotels Group AB 2015 

Scandinavian Biogas Fuels International AB 2020 

Scandinavian Tobacco Group A/S 2016 

Scanship Holding ASA 2014 

Scanworld Travelpartner AB 2007 
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Scape Technologies A/S 2018 

Scatec Solar ASA 2014 

SciBase Holding AB 2015 

SeaBird Exploration Ltd 2006 

Seafire AB 2017 

Seamless Distribution Systems AB 2017 

SeaTwirl AB 2016 

Sedana Medical AB 2017 

Selectimmune Pharma AB 2019 

Self Storage Group ASA 2017 

Selvaag Bolig ASA 2012 

SenzaGen AB 2017 

Senzime AB 2008 

SERNEKE Group AB 2016 

Serodus ASA 2013 

Sevan Drilling ASA 2011 

Shape Robotics ApS 2020 

Shelf Drilling Ltd 2018 

SI Holding AB 2011 

Siili Solutions Oyj 2012 

Silmaasema Oyj 2017 

Simtronics ASA 2007 

Skandiabanken ASA 2015 

Smart Eye AB 2016 

Solvtrans Holding ASA 2010 

Sparebank 1 Nordvest 2017 

SpareBank 1 Ostlandet 2017 

Spectrum ASA 2008 

Spotlight Group AB 2020 

SRV Yhtiot Oyj 2007 

SSM Holding AB 2017 

Stenhus Fastigheter i Norden AB 2020 

StenoCare A/S 2018 

Stillfront Group AB 2015 

Suomen Hoivatilat Oyj 2016 

Suomen Terveystalo Oyj 2007 

Swedol AB 2006 

Talkpool AG 2016 

TC Connect AB 2017 

TCM Group A/S 2017 

Teco 2030 ASA 2020 

Tempest Security AB 2017 

TerraNet Holding AB 2017 

Terveystalo Oy 2017 

TF Bank AB 2016 

The Lexington Co AB 2015 
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THQ Nordic AB 2016 

Thule Group AB 2014 

Thunderful Group AB 2020 

Tilgin AB 2006 

Tobii AB 2015 

Tobin Properties AB 2016 

Tokmanni Group Oy 2016 

Touchtech AB 2017 

Train Alliance Sweden AB 2020 

Transmode Holding AB 2011 

TRATON SE 2019 

Trifork A/S 2007 

Troax Group AB 2015 

TrollTech ASA 2006 

Trygga Hem Skandinavien AB 2008 

Ultimovacs ASA 2019 

United Bankers Oy 2014 

Vardia Insurance Group ASA 2014 

Varyag Resources AB 2006 

Veloxis Pharmaceuticals A/S 2012 

Verkkokauppa.com Oyj 2014 

ViroGates A/S 2018 

Vistin Pharma ASA 2015 

VMP Oyj 2018 

Volati AB 2015 

Volue AS 2020 

Wastbygg Gruppen AB 2020 

We aRe Spin Dye (WRSD) AB 2020 

WeAreQiiwi Interactive AB 2017 

Webstep ASA 2017 

West International AB 2007 

Western Bulk ASA 2013 

Wilson Therapeutics AB 2016 

WindowMaster International A/S 2020 

XXL ASA 2014 

Zalaris ASA 2014 

Zaptec AS 2020 

Zutec Holding Ab 2018 

Zwipe AS 2019 

 

 

 

 

 



 
51 

 

Appendix 2 - How lagged values fit vs non lagged values 

 

Graph 1 

 

 

 

 

 

 

 

Graph 2    Graph 3 
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Appendix 3 – Distrubution of the return measured against the benchmark portfolios 

 

Entier sample 

  
 

High IPO activity  
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Medium IPO activity  

 

 

Low IPO activity 

  

High economic growth  
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Low economic growth 

  

High market valuation  

  

Low market valuation  

  


