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ABSTRACT:

Initial Public Offering (IPO) is a process where a private company wants to get publicly listed and
sells its stocks to the public for the first time. IPOs have attracted many finance professionals,
such as researchers and investors, during the last few decades. The attraction towards IPOs has
been focusing on both, long- and short-run performances of IPOs. The purpose of this thesis was
to study whether board gender diversity affects the Finnish IPO performance. Both short-term
and long-term performances of the IPOs were examined. The first empirically motivated hypoth-
esis stated that the greater female board presence reduces the underpricing of the IPO. The
second hypothesis was about the long-term performance, claiming that IPOs with greater fe-
male board presence outperform the IPOs with lower female board presence in a one-year pe-
riod. The data sample consisted of 45 IPOs that were divided into two groups, depending on
whether the companies had women sitting on the board during the listing process or not. All
IPOs in the sample occurred between 2013 and 2018 in the Nasdaq Helsinki. The short-run per-
formance was examined with 1st-day market-adjusted returns. The long-term performance was
studied with 12-month returns, using market- and risk-adjusted methods. In a market-adjusted
framework, results were calculated using data with 1st-day returns included and excluded. The
risk factors considered in the empirical part were size and beta. OMX Helsinki Cap was used as
the market benchmark, and 3-month Euribor was used as a risk-free rate. Regarding the first
hypothesis, the results show that even though the mean and median underpricing was some-
what smaller for IPOs with a diverse board, the connection found was only a weak tendency.
There is no statistical significance in the difference. However, the empirical studies revealed that
Finnish markets' underpricing had impaired quite largely during the last decades. While observ-
ing the long-term performance, the IPOs with gender-diverse boards earned higher and even
statistically significant alphas compared to its counterpart. However, the difference between
the groups is relatively small, meaning that there is no statistical significance. Interestingly, the
Finnish IPOs from the sample performed quite much better than expected from the previous
studies, meaning that the long-term performance was better than expected. Even though the
hypotheses needed to be rejected due to the lack of statistical evidence, this thesis offers excel-
lent value for upcoming studies and of the historical performance of Finnish IPOs.

KEYWORDS: Board gender diversity, board of directors, initial public offering, IPO, underpric-
ing, underperformance
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1 Introduction

Initial Public Offering (IPO) is a process where a private company wants to get publicly
listed and sells its stocks to the public for the first time. After the IPO procedure, the
company’s stock trades in a selected market, such as in Nasdag. From the market, indi-
vidual investors are able to either buy or sell the company’s stock. After the listing, the
company is subject to regulatory, legal, and disclosure requirements, leading to better
corporate governance. A typical IPO company is a small and young business seeking cap-
ital to expand. Alternatively, IPOs can also be issued by larger privatively owned compa-

nies seeking to increase their capital and become publicly traded firms.

IPO performances have been one of the most attractive niches of finance among re-
searchers during the last few decades. The studies have been focusing on both, long-
and short-run performances of IPOs. Based on these studies, three individual anomalies
have gained a foothold and recognition in finance. First, and probably the most known,
is the IPO underpricing, which states that IPOs tend to be underpriced in their listing
price (Ritter, 1991). Usually, these IPOs create abnormal returns during the first trading
day. The second phenomenon, the long-run underperformance of IPOs, focuses on the
reasons behind the relatively weak long-term (1lyear — 5 year) performance of IPOs (Rit-
ter, 1991). The last anomaly is called the hot issue markets, which claims that during
periods with high listing activities, the IPOs tend to be significantly underpriced (Ibbot-

son, 1975). These anomalies will be discussed in more detail later in this thesis.

Another widely researched topic during the last few decades that has a crucial role in
this paper is gender representation on corporate boards of directors or board gender
diversity. It refers to the proportion of men and women that sits on the company’s board.
In 2012, the EU started to take action against the unequal representation of men and
women on the board. The solution to this is the gender quota suggesting every EU coun-
try to have at least 40% of women sit in listed companies’ boards (European Commission,
2012). This suggestion has sparked a debate whether the board gender diversity is just

a social dilemma or has any economic effect.
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The impact of board gender diversity on a company’s performance has been studied
from many different perspectives. Most of the studies have focused on the risk and per-
formance differentials of companies with different board diversity. This thesis will focus
on the anomalies presented above, especially on the first two, using data from Finnish
IPOs. The purpose of this thesis is to link these phenomena to the IPO companies' board
gender diversity. In short, the idea is to study whether the IPO companies’ board’s gen-

der structure affects its short- and long-term performance.

1.1 Purpose of the Study

This thesis aims to research the relation between Finnish IPOs performances between
2013 and 2018 and the IPO companies' board gender diversity. Classification into differ-
ent groups regarding the board gender diversity is made by dividing all IPOs into two
groups. The first one consists of IPO companies having at least one woman sitting on the
board during the listing process, and the second group includes all other companies that
have no women on the board. More precisely, the object is to examine both short- and
long-term performance. For the short-term, the first-day return horizon is used. For
more extended performance, a one-year period is used. The short-run performance is
tested market-adjusted framework. The long-run performance is examined with both
market- and risk-adjusted returns. In addition to the two groups, the third group consist-

ing of all IPOs is investigated too.

This study makes a few contributions to the existing literature relating to IPO perfor-
mances. First, this seems to be the first paper studying the relation between IPO perfor-
mances and IPO companies’ board gender diversity in Finnish markets. Besides, this
study offers a bit controversial results of IPO underpricing and long-term IPO underper-
formance from Finnish markets. When it comes to the controversial results, the most

remarkable findings are the shrunken underpricing and moderate long-term
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performance. The differences and reasons behind them are addressed and described

more precisely later in this thesis.

This thesis offers excellent value for both researchers and investors. Even though the
small sample size creates its own problems regarding the results, the findings can be
helpful and cause further research or new hypotheses. First, researchers worldwide
might find the motivation to create a similar study using different time-period or differ-
ent markets. Also, the empirical part can be extended in many ways if it is wanted. Sec-
ond, financial professionals and small investors are provided with empirical results of the
behavior of Finnish IPOs, offering them a piece of extraordinary evidence to rely on when

making investment decisions.

1.2 Hypotheses of the Study

The previous literature shows that IPOs, on average, are significantly underpriced. In the
U.S markets, Ritter (1991) and Purnanandam et al. (2004) report high first-day returns
over few decades. Scandinavian and Finnish markets have been studied way less, yet
there are similar findings regarding the underpricing. Keloharju (1993) observes Finnish
IPOs and his results show that IPOs in Finland tend to increase in price during the first
trading day. In addition, Westerholm’s (2006) study offers similar results with clear un-
derpricing in Scandinavian markets. In fact, Westerholm’s study shows that the under-
pricing has even increased from the 80s to the 00s. Hahl et al. (2014) examine the per-
formance of Finnish IPOs between 1994 and 2006, focusing on the comparison between
value and growth IPOs. Their results offer great evidence on the underpricing of Finnish

IPOs.

The underpricing of IPOs has been widely studied and recognized, yet the different IPO
subcategories’ affection has gained less attention. While certain IPO-groups behavior,
such as low and high B/M-IPOs and low and high P/V-IPOs have been acknowledged, the

relation between board gender structure and IPO performance is virtually unexplored.
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However, few studies regarding the relation have been published, mostly from emerging
markets. Handa and Singh (2015) studied the relation in Indian markets, finding no evi-
dence that women on the board affect the possible underpricing. Kaur and Singh (2015)
found a negative relation between gender diversity on the board and IPO underpricing.
As the number of women on the board increases, the underpricing of IPO decreases.
However, the results are not statistically significant. Reutzel and Belsito (2015) explore
how IPO investors view female presence on boards of directors in the United States.
Their study suggests that US IPO investors react negatively to the female presence on
the board of directors. As many previous studies focus on Indian markets, it is important
to address the cultural differences in India and Finland. The role of women in Finnish
culture and business is a lot better compared to India. Therefore, it can be assumed that
a woman's role is much more appreciated and vital in Finland. Consequently, a woman
can be believed to be a stronger “quality signal” in Finland than in emerging markets.

These factors motivate the first hypothesis, which in this study is:

Hi: The greater female board presence reduces the underpricing of the IPO.

As the previous literature regarding IPOs shows, the underpricing of IPOs is not the only
unique characteristic. In addition to underpricing, the long-term underperformance of
IPOs is a widely accepted phenomenon. Purnanandam et al. (2004) provide results with
statistically significant long-term underperformance of U.S IPOs. Keloharju (1993),
Westerholm (2006), and Hahl et al. (2014) offer similar results from Finnish markets. As
with underpricing, the relation between board gender diversity and long-term IPO un-
derperformance has not gained much attention. However, few papers have studied the
relationship. Welbourne et al. (2007) show in their study from U.S markets that in the
long-term, having women on the board results in higher earnings and greater share-
holder wealth compared to a situation where there are no women on the board.
McGuiness’s (2018) results from Hong Kong’s markets are in line with Welbourne et al.,
suggesting that women sitting on the board affects positively to IPO company’s long-

term performance. However, this is not studied in either European or Finnish markets.
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Based on the clear evidence from other markets and lack of study in Finnish markets,

the second testable hypothesis can be formed:

H.: IPOs with greater female board presence outperform the IPOs with lower female

board presence in a one-year period.

Altogether, the two hypotheses claim that there is a converse relationship between long-
term and short-term performance. In almost all IPO-related papers, this negative con-
nection has been recognized. These hypotheses are formed from a company’s point of
view, as from an investor’s point of view, the higher underpricing is seen as a good thing

due to its ability to create higher excess returns.

1.3 Structure of the study

This thesis consists of a theoretical and empirical part. In this first chapter, a quick intro-
duction to the topic and objective of the study is given. The second chapter begins the
empirical part, as it introduces the Initial Public Offering and its Finnish characteristics.
The third chapter is all about the determinants of stock prices. Classic theories and val-
uation models, such as Modern Portfolio Theory, Capital Market Efficiency and Capital
Asset Pricing Models, are reviewed. The fourth chapter continues building the theoreti-
cal part, describing the most known IPO anomalies and theories explaining them. The
fifth chapter ends the theoretical part with a cross-section to the theoretical part of the
board of directors and gender diversity’s effect on the business’s performance. Different

theories around gender diversity are discussed too.

The sixth chapter begins the empirical part of this thesis. First, data used in this study is
reviewed, and the IPO categorization is explained. Following that, this paper's method-
ology is described, explaining both market- and risk-adjusted methods. To conclude the
sixth chapter, the limitations of the study are listed. The seventh chapter is about the

empirical results of the study. The chapter starts with descriptive statistics. After that,
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both short- and long-run performances of the sample IPOs are reviewed, and the results
are explained open with possible statistical effects. The last chapter, conclusions, con-
cludes the study as the name implies. The empirical results are stapled together, the
results’ contributions to the existing literature are explained, and further research pos-

sibilities based on this study are motivated.



15

2 Initial Public Offerings

The purpose of this chapter is to describe the fundamentals of Initial Public Offerings
and explain how they work. First, the basics about Initial Public Offerings are explained,
including reasons why firms go public. Secondly, the fundamentals of Finnish companies
going public will be walked through since Initial Public Offerings have many country-spe-
cific details that affect both motives and consequences of Initial Public Offerings. Initial
Public Offering is often abbreviated to IPO, and the latter will be used during this thesis

in order to simplify the sentences.

2.1 The Fundamentals of Initial Public Offerings

Going publicis a significant entity around most companies at some point in their life. The
going public might help expand the business’s size and take it to the next level. On the
other hand, it may affect the company’s business negatively and cause harm. The pro-
cess of going public is considered to be a natural part of a company’s growth. However,
it is not always necessary, and business can do enormously well without being a public
company. In the Initial Public Offering, the company going public offers its stocks for in-
vestors to buy. Going public, for example, helps the company to raise capital and makes
valuation more transparent. For investors, the IPOs are an excellent opportunity to invest
among the firsts and benefit from the company’s stock’s possible undervalue that has
gone public. In addition to the investor and the issuing company, the underwriter is the
third key party of the IPO-process. IPO underwriters are specialists, usually investment
banks & bankers, whose job is to work closely with the issuing company to determine

the Initial Offering price and market it. (Bodie et al., 2006)

To go a bit deeper into the IPOs, the motives behind going public need to be considered.
The motives why companies go public differ because of segment and location, but in
most cases, firms go public in order to raise equity capital. A company seeking growth

might need capital to expand its businesses, increase R&D, or invest in marketing. Non-
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financial reasons, such as increased publicity, usually play a minimal role in firms’ “going

public”-strategies (Ritter & Welch, 2002).

2.2 The Listing Process

The firms’ IPO listing processes have their own characteristics based on the market
where they are going public. This chapter will focus on Nordic countries’ listing process,
as they all share the same characteristics. The listing process is generally started at least
six months before the actual listing happens, and it is usually a very laborious period.
The underwriter, also called book runner or book manager, is often selected at this stage
at the latest. In more significant listings, it is typical that the issuing company selects few
underwriters, which forms an entity called a syndicate. The average amount of under-
writers per IPO has been growing during the last decades. Before the 1990s, the IPOs
usually had just one underwriter, but from 2010 to 2018, the average has risen to 6,5
underwriters per listing process (Ritter, 2019). Each IPO has one leading underwriter,

which may suggest possible co-underwriter & co-managers based on different motives.

When a company considers applying to listen in Helsinki, a meeting with Nasdaq Helsinki
needs to be arranged to discuss the listing details. The listing’s final application needs to
be done at least a week before the Listing Committee meeting. Listing of the shares is
decided by the same committee reporting to Nasdaq Helsinki’s Board of Directors. To
pass the application, the listing company needs to present itself and its business to the
committee. In the second meeting, the listing company offers a written report to the
committee, which includes an agreement on exchanging the shares. In addition to that,
the latest balance sheet and income statement need to be delivered. (OMX Nordic Ex-

change, 2008b)

Most IPOs include a lock-up agreement, which is conducted for several reasons. The lock-
up agreement prevents the pre-IPO shareholders from selling their shares during the

first 180/365 days after listing, which is called the lock-up period. The lock-up
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agreement’s main motive is to ensure that no new shares are coming to the early after-
market. Secondly, it gives the underwriter time to deliver the securities. Third, the lock-
up agreement makes sure that employees are committed to the company for the up-

coming six or twelve months. (PriceWaterhouseCoopers, 2003)

On the other hand, such a deal attempts to stabilize a freshly issued stock’s early price
development. With a lock-up deal, the investors can be sure that no new shares will be
delivered to the early aftermarket (PriceWaterhouseCoopers 2003). The next big deci-
sion for the company is choosing the contract type. Usually, firms end up doing either a
firm commitment contract or the best efforts contract. In a firm commitment underwrit-
ing, the underwriter, or a syndicate, guarantees to buy all shares offered to the sale and
then markets and tries to resale them to the investors. The underwriter bears the risk of
the possible unsold shares, so the deal’s commission is higher. In other words, it is more
expensive but riskless for the issuing firm. In a best efforts contract, the underwriter does
their best in marketing the shares so that all of them get sold. The firm commitment
contract's main difference is that the issuing company keeps the risk and suffers finan-
cially if some shares remain unsold. The underwriter is not obligated to purchase the

shares. Logically, this agreement type is cheaper but riskier for the issuing company.

2.3 IPO Valuation

Valuation is one of the main challenges in the listing process. It is a very dynamic process,
and the valuation gets more accurate regularly during the listing process. The valuation
process can be divided into three different phases. The first phase is called the prepara-
tion phase. The leading underwriter produces a preliminary valuation range based on
the discussions between them and the issuing company. During the second phase, the
premarketing phase, valuation is amplified based on possible investors’ feedback. The
premarketing discussions are held between underwriters, analysts, and the issuing com-
pany. The third and last phase is the actual equity issuance. The subscription price is set,

and it is either exact or a price range. The final price is determined based on the demand
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on the so-called book-building process if the price range-method is used instead of an

exact price. (Porssisaatio, 2006)

The most used methods in valuations while working with IPOs in Finland are described
below. They can be categorized into three different categories. The first one is a bench-
mark firm analysis, where the valuation is done by comparing the issuing company’s fi-
nancial figures to benchmark companies’ figures that trade publicly. The most common
ratios used in this kind of valuation are EV/Revenue, EV/EBITDA, EV/EBIT, and P/E. The
second category produces the valuations based on completed Initial Public Offerings.
These already listed companies’ multiples are analyzed and amplified if necessary, based
on their share price development. The most used ratios in valuation in this category are
EV/Revenue, EV/EBIT, and EV/EBITDA. The last category is maybe the most common, so-
called Discounted Cash Flow model, or DCF. It estimates the value of a company based
on its future cash flows. In these kinds of valuations, the weighted average cost of capital
is usually used as a discount rate, as it takes into consideration the expected rate of re-
turn. The most important method for the issuing company depends on many factors,

such as size, industry, and market. (Porssisaatio, 2016)

According to Aggrawal et al. (2009), the valuation of IPOs plays a significant role in fi-
nance, as IPO provides public capital market players their first chance to value a set of
corporate assets. However, the valuation of the IPOs seems to be very difficult, as the
first-day close price usually differs a lot from the listing price. Reasons and motives be-
hind the valuation need to be revised to understand the pricing’s difficulty. While nu-
merous papers have studied whether accounting information is relevant for publicly
traded stocks, there have been very few studies investigating the relationship between
that information and IPO firms. Based on Kim and Ritter's (1999) studies, using historical
benchmark accounting numbers results in very little precision in the valuations when
they were used without further adjustments for profitability and growth. However, spe-
cific ratios, such as P/E, resulted in much more accurate valuations than historical ac-

counting information methods. Kim and Ritter (1999) underlined in their study that
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investment bankers and underwriters have a significant role in the pricing of Initial Public

Offerings.

IPO underpricing is a phenomenon that has been widely studied in different markets
worldwide. Underpricing of IPO means that the listing price has been set below its real
value in the stock market. When a new stock closes its first day of trading above the
listing price, it is considered to have been underpriced. The classic IPO literature offers a
few leading theories on the determinants of underpricing. First, Allen and Faulhaber
(1989) state that high-quality firms want to underprice their stocks to signal their high
quality to the market. Higher underpricing allows them to raise more capital later with
more favorable rates. Second, Ritter and Welsch (2002) theorize that possible underpric-
ing of IPOs is caused by information asymmetry between parties involved in the IPO val-
uation. Issues that are characterized by higher uncertainty are often priced cheaper in
order to compensate for the risk. The IPO underpricing and reasons around it will be

covered more widely during the “IPO Anomalies”-chapter.

The difficulties of IPO valuations were further studied by Purnanandam et al. (2004),
who found out that despite the widely known IPO underpricing, IPOs in their sample
were actually overvalued on average. Purnanandam et al. (2004) claim that behavioral
theories may explain the overvaluation. According to their research, the median IPO
from their sample is overvalued by 50% relative to its benchmark firms. The most over-
valued IPOs based on their P/E-ratios earn from 5% to 7% higher first-day returns than
low P/E-IPOs. Over a five-year period, overvalued IPOs underperform the undervalued
IPOs by 20% to 50% depending on the benchmark industry. Even though the traditional
theories of IPO pricing states that IPOs are undervalued, more recent studies have shown
evidence of the possible overvaluation. Later in this thesis, it will be studied whether the

traditional theories still stand on the Finnish IPOs.
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3 Determinants of stock prices

To completely understand the price behavior of a stock and price movements of IPO
stocks, it is crucial to be familiar with underlying generally accepted theories. This chap-
ter aims to cover the basic notions of modern financial theory and explain market effi-
ciency studies. Initially, modern portfolio theory (MPT) will be covered. It is a theory on
how one can construct a portfolio with minimized risk for a given level of expected return.
Also, capital market efficiency will be covered, which leads to efficient market hypothesis
and studies covering it. Lastly, this chapter introduces the most general stock valuation

models to determine a stock’s fair value.

3.1 Modern Portfolio Theory

Stock prices and risk go hand in hand, and there are no exceptions. The investment de-
cision is always a trade-off between risk and return. Risk is defined as a change that an
investment’s actual return will differ from an expected return. A rational investor invests
only in situations where the expected return is sufficient compared to the risk in the
situation. The risk can be divided into two parts, which are systematic risk and unsys-
tematic risk. Systematic risk, also known as market risk, undiversifiable risk, or volatility,
is the risk inherent to the whole market or segment. It usually reflects the impact of more
significant entities, such as economic or geopolitical factors. It is very much unpredicta-
ble and challenging to avoid. Unsystematic risk, known as diversifiable or specific risk, is,
however, avoidable by diversification. Diversification means that a portfolio is formed
using multiple different investments, including different assets and derivatives. (Bodie et

al., 2014)

The modern era of diversification was kicked off by Markowitz (1952), who stated that
risk and return profiles of single assets should not be viewed as individuals but in their
portfolio context. This means that a portfolio can be considered efficient if its total risk

is minimal compared to a given return level or its returns are maximally high compared
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to a given level of risk (Pfaff, 2016). Markowitz’s modern portfolio theory’s key finding is
that securities could not be selected just by their characteristics to construct a perfect
portfolio. Investors need to consider how each asset co-moved with all other assets.
Based on these facts, investors can construct a portfolio with the same expected return
and less risk than a portfolio constructed by ignoring the interactions between securities
(Elton & Gruber, 1997). In practice, this means that the unsystematic risk measured with
a standard deviation of expected returns reduces every time an eligible asset is added
to the portfolio. According to Markowitz’s (1952) findings, the rational investor always
chooses the portfolio with the highest ratio between excepted returns divided by the

total risk. This particular portfolio lies on the efficient frontier.

Expected
Tetirn

CMIL

Market
portfolio

Efficient frontier

Standard deviation

Figure 1. Capital market line and the efficient frontier.
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3.2 Capital Market Efficiency

To describe efficient markets, it is helpful first to contrast them with perfect capital mar-
kets. The following four suppositions are necessary for perfect capital markets to work
(Copeland et al. 1983). These conditions make markets operationally and allocative effi-

cient.

- Markets are visible and balanced, which means there are no transaction costs or taxes,
and all assets are perfectly marketable and available for everyone

- Competition is perfect in the product and securities market

- All information is available for everyone; it is costless and simultaneously available for
all individuals

- All individuals are entirely rational

Not every condition needs to be filled for markets to be efficient. The only requirement
for efficient markets is that everyone can react immediately to all information available.
In practice, all markets are seen to be incomplete, at least to some extent. The more

markets fill previously mentioned conditions, the more efficient they become.

3.2.1 The Efficient Market Hypothesis (EMH)

The hypothesis of market efficiency is created by Eugene Fama (1970). He states that an
efficient market is defined as a market where large numbers of rational, profit maximiz-
ers are actively competing, each trying to predict future market values of individual se-
curities, and where important current information is almost freely available to all partic-
ipants. In an efficient market, competition among the many intelligent participants leads
to a situation where at any point in time, actual prices of individual securities already
reflect the effects of information based both on events that have already occurred and

on events which, as of now, the market expects to take place in the future.
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Fama (1970) claims that stocks should always trade at their correct value, reflecting on
all information available. Due to this statement that stocks should always trade reflecting
on all information available, it would be impossible to “beat the market” as the prices
are constantly reacting with emphasis to the new information. According to Fama’s
(1970) market efficiency theory, overvalued or undervalued securities are impossible to
find. The market efficiency hypothesis by Fama (1970) is a consequence of earlier studies,
which include financial models such as efficient markets theory and random walk hy-
pothesis, which states that stock market price changes are random. The efficient market
theory became popular in the 1960s when computers started calculating and comparing
prices of hundreds of stocks more effortlessly. The efficient market theory is strongly
linked with the random walk hypothesis because market prices are seen to reflect all

available information, so the prices change only in response to news (Fama, 1970).

The market efficiency hypothesis and its existence have been a controversial topic over
the years, as some studies oppose its idea. Some investors are said to be demonstrably
less rational, which makes the pricing irrelative as it does not fully reflect the recent news
and information. Because of irrationally, the efficiency of the market decreases (Malkiel
2003). The non-efficient market enables discovering repetitive patterns from the stock
price movements, making abnormal stock returns possible (Hamid et al., 2017). The ef-
ficient market hypothesis has been said to be the most misunderstood theory of finance.
Even though stocks’ prices may increase or decrease, they still eventually return to their
correct value due to market efficiency. Efficient markets should be seen as a self-correct-
ing mechanism. There might be seen some ineffectiveness in the market, but the effec-
tive markets eventually repair the prices after investors have exploited them. (Puttonen

& Kniipfer, 2009)
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3.2.2 Three levels of efficient markets

The efficient market theory’s efficiency is usually divided into three different levels, each
having different implications for how markets work (Fama & Malkiel 1970). Levy and

Sarnat (1994) define Fama’s and Malkiel’s levels (1970) as follows:

1. Weak form efficiency. The markets are efficient in a weak form, which means excess
returns are not possible in the long-term. Future prices cannot be predicted by analyzing
previous prices. The price movements are not connected to previous movements, mak-

ing abnormal returns impossible for investors to earn.

2. Semi-strong form efficiency. The markets are efficient in a semi-strong form when se-
curities’ prices reflect immediately and without exceptions to all recently published in-
formation. Investors cannot get any returns above average with all published infor-

mation available because every investor is buying and selling stocks with the same data.

3. Strong form efficiency. The markets are efficient in a strong form when all public and
unpublished relevant information is reflected in the securities’ prices. Abnormal returns

are impossible to earn, even with insider information.

The three previously explained forms are all connected. To fill the requirements for semi-
strong form, the market needs to be initially efficient in weak form. Respectively, the
market needs to be efficient in a semi-strong form before being efficient in a strong form.
Markets would not reflect all relevant public and unpublished information if one of the
form’s requirements were not filled. It is argued that strong form efficiency never occurs

in any stock markets. (Kallunki, 1995)
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3.3 Valuation Models

Valuation is the analytical process of determining the current or expected worth of a
security. Valuation models are tools to be used when doing the valuation. Different mod-
els or methods produced a different outcome, depending on the variables involved in
the analytical process. The purpose of the valuation is to find the fundamental value for
security. This value can also be called a fair or intrinsic value. In simple terms, the intrinsic
value of a company’s stock is a combination of its earnings, dividends, and expected
growth rate. Even though these three variables are easy to value mathematically, the
process of choosing a correct method that satisfactorily uses all these concepts to price
a stock’s value is a difficult task. First, in this subchapter, the different pricing models will
be introduced and briefly explained. Last, the most important and widely used funda-

mental variables are discussed with their pros and cons.

3.3.1 Capital Asset Pricing Model

As the fundamental approach to efficient markets has now been implemented, it is es-
sential to introduce the Capital Asset Pricing —model (CAPM), which Fama et al. (1970)
introduced to calculate securities’ expected returns. Traditional asset-pricing models
were firstly discovered in the early 1960s to make predictions about asset returns. The
CAPM is the most known and used asset-pricing model in the literature, and it was first
introduced in the scientific publications by Sharpe (1964), Lintner (1965), and Mossin
(1966). The CAPM aims to determine an expected rate of return for security theoretically.
With the expected rate of return, the model defines an expected price for the security.
The riskier the asset, the lower the present value of its future cash flows. The theoretical

form of the CAPM can be expressed as follows:

(1) E(r)) =Rs +Bi (E(rm)-Ry)
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Where:
E(r;) = expected return for the capital asset (i)
Ry = risk-free rate of interest

[ i =beta

E (1) = expected return of the market

The basic idea of the CAPM formula is that the expected return of a security or a portfolio
is a value of risk-free security plus a risk premium. (E(rm)—Rf equals to the risk premium).
According to CAPM, investors need compensation for two variables. The first one is the
time value of money. Time value of money means that money available at present is
worth more than the same amount in the future. Investors favor having the money now
than getting it later because of the money’s potential growth. The second of the varia-
bles is risk. The risk-part defines the amount of compensation the investor needs for

taking that additional risk.

3.3.2 Arbitrage Pricing Theory

Ross introduced the first respectable alternative for CAPM in 1976. It is called Arbitrage
Pricing Theory (APT). Unlike CAPM, APT does not rely on just one factor. Instead, it takes
into consideration multiple factors, typically macroeconomic. APT’s basic idea is that an
asset’s returns can be predicted using the linear relationship between the asset’s ex-
pected return and several macroeconomic variables that capture systematic risk. APT
and CAPM differ a lot when it comes to efficient markets. Unlike CAPM, APT assumes
that markets sometimes misprice assets before the market eventually corrects asset
prices to their fair value. The main advantage of Ross’s APT is that its empirical testability

does not hinge upon knowledge of the market’s portfolio (Huberman, 1982).

APT’s formula can be expressed as follows:
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(2) E(ri) = .BliE(rfactorl) + ,BZiE(rfactorZ) + - :Bnl'E(rfactor n)
Where:
E(r;) = the expected return for security 7

E(rfactor .) = return on factor n

Pn = the factor loading of security /on factor n

3.3.3 Dividend Discount Model

Maybe the most simplified valuation method is the dividend discount model (DDM), also
known as the Gordon Growth Model, brought to daylight in 1962 by Myron J. Gordon.
Since then, this valuation model has been widely accepted and used for determining the
value of the discounted cash flow (DCF) method, which will be discussed later in this

chapter (Hitchner, 2011).

The DDM formula is usually expressed as follows:

_ *° D¢
3) P=) G

Where:

P, = stock price at a time 0
D, = dividend at time t

r =required rate of return

While the DDM method is easy to use and available in many kinds of financial valuation
ns, its simplicity often leads to misuses or mistakes. For example, the dividend growth
rate in DDM keeps constant, requiring the user to understand its affections (Hitchner,

2011).
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3.3.4 Discounted Free Cash Flow Model

Given the demerits of DDM, it is often more reasonable to use the discounted free cash
flow model (DCF). Instead of dividends used in DDM, DCF discounts the free cash flows
of the company. In DCF, any operating asset’s value is equal to its present value of the
expected economic benefit stream (Hitchner, 2011). In DCF, the present value of ex-
pected future cash flows is arrived at by using a discount rate to calculate the discounted
cash flow (DCF). Its benefits to DDM are the immunity to dividend policy and the added
benefit that the accounting standards do not affect the amount of free cash flow, FCF.
The DCF’s most significant limitation is the inaccuracy in the estimations on future cash

flows that it relies on.

The discounted cash flow is often calculated assuming the firm is all-equity financed. The

formula is expressed as follows:

I N
(@) P=)  ann

Where:
P, = stock price at atime 0
FCF; = free cash flow at time t

r =required rate of return

3.3.5 Fundamental Variables

Investors and financial analysts evaluate a company’s fundamentals to compare its eco-
nomic performance relative to its industry peers or to itself over time. Fundamental ra-
tios, also called fundamental variables, are the most vital tools for that kind of evaluation.
The most used variables in IPO valuation were briefly mentioned in the second chapter
of this thesis. Following this introduction to the fundamental variables, three very gen-

erally used ratios are explained to clarify a company’s stock valuation.
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The most used and the most known fundamental variable is called price to earnings (P/E).
It is a very straightforward ratio comparing a firm’s stock price to its yearly earnings. It
describes how many years it takes for earnings to reach a company’s market value (Kal-
lunki et al., 2002). The basic rule is that P/E-ratios should be used for comparisons only
within a homogenous group of stocks as possible. However, like all indicators, P/E has its
own flaws. Growth expectations between firms are not taken into consideration. As
stock price reflects all upcoming expectations, growth companies’ valuation levels are
higher, even though the current year’s earnings are expected to be the same. Due to this,
growth companies’ P/E-ratios are inherently higher than lower growth companies (Kal-

lunki et al., 2002).

The most common ratio concerning a company’s balance sheet substance is the share
price ratio to the balance sheet value of equity per share, the price to book (P/B) ratio
(Kallunki et al., 2002). The P/B implicates the value that market participants attach to a
company’s equity relative to its equity book value. The difference between a book value
and stock value comes from possible growth potential. Previous studies show that P/B

has a weak power to predict market returns (Lewellen, 2002).

Finally, size (market value of the firm) can be counted as a fundamental variable, alt-
hough it is not ratio as the previously mentioned variables are. Size as a variable became
a popular indicator when Banz (1981) found out that stocks of small caps had outper-
formed large caps over several decades in the NYSE. Hence, the market anomaly called
“the small firm effect” was introduced. Since then, more recent studies have shown the
size effect to be a proxy for risk. On the other hand, with IPOs, the small firm effect has

been studied to be valid only for initial returns, while it is invalid for long-run returns.
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4 PO Anomalies and the theories explaining them

Anomalies associated with IPOs have been studied during the last three decades. The
two most known anomalies that characterize IPOs are first-day underpricing and long-
term underperformance. Even though both subjects have been studied widely, it is fair
to say that they remain unsolved to some extent (Guo et al., 2006). This chapter will
introduce both the first-day underpricing and the long-term underperformance, includ-
ing motives and studies behind them. As suggested, the underpricing in this thesis will

be calculated as a change between the offer price and the first-day closing price.

4.1 IPO Underpricing

First-day IPO Underpricing happens when, during the first-day trading, the IPO stock
closes higher than the listing price was set. The underpricing is calculated as a percent-
age of the price at which the assets were sold to the buyers at the time of the IPO com-
pared to the price the shares subsequently closed on the first day on the market after
the IPO launch. In well-developed capital markets, the underpricing seems to disappear
reasonably quickly. In most of the research, the first-day closing price is used to calculate
underpricing. In less developed markets, the underpricing may occur longer due to si-

tuations where there are restrictions on the price fluctuation.

In the 1980s, the average first-day returns on IPOs in U.S Markets was 7%. During the
following decade, the average first-day returns doubled to almost 15%. The most sub-
stantial evidence for the IPO underpricing has been documented during the IT-bubble
when first-day average returns climbed to 65% (Loughran & Ritter, 2004). One of the first
research associated with IPO underpricing in Finland is created by Keloharju (1993). The
research data consists of IPOs in Finland between 1984 and 1989, including 80 offerings
from a possible 91. 11 IPOs are excluded from the sample because of missing and incor-
rect information. Keloharju’s (1993) results from his Finnish IPOs sample show that the

average initial excess return is 8.7%, which means that the underpricing is confirmed.
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The results do not differ from other IPO studies made at that time, even though Kelo-
harju’s sample period and market were quite different in terms of attributes and size.
Keloharju’s results suggest that during the sample time, the smallest IPOs were the most

underpriced. (Keloharju, 1993)

The IPO underpricing has changed over time. Even though it still exists, the level of un-
derpricing has changed a lot during the last decades. The reasons why IPOs underprice
vary depending upon the environment. In some cases, the increased (or decreased) un-
derpricing is correlated to the risk. It is called the changing composition hypothesis
(Loughran & Ritter, 2004). The underpricing of IPOs issued in the 1980s U.S markets can
be partly explained by the winner’s curse problem and the dynamic information acqui-
sition. During the IT-bubble, analyst coverages, side payments to CEOs, and venture cap-

italists might have increased the underpricing of IPOs (Loughran & Ritter, 2004).

The relation between IPO underpricing and board gender diversity has not been widely
studied. However, few studies connecting previously mentioned topics have been done.
Kaur and Singh (2015) studied the relation in Indian markets. The purpose of their study
was to explore the benefits of having women on the board at the time of IPO launch,
specifically in terms of reduction in first-day trading returns. Their result indicates no
impact of female directors’ presence on IPO underpricing, thereby meaning that female
directors on the board at the time of IPO fail to act as ‘quality signals’ to reduce under-
pricing in India. However, the equality and the social status of women in India and Fin-
land differ a lot. It needs to be taken into consideration while reviewing this sort of pre-
vious literature. Reutzel and Belsito (2014) explored how initial public offering (IPO) in-
vestors view female presence on boards of directors in the USA. Their study’s findings
suggest that US IPO investors react negatively to the female presence on the board of
directors. However, this negative effect has weakened the post-Sarbanes-Oxley Act.
Reutzel & Belsito claim that their study represents one of the first studies to consider the
influence of director gender on IPO performance, which practically means that the entity

studied in this thesis is relatively recent and not widely explored.
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Winner’s curse hypothesis is a theory designed by Rock (1986), and it helps to analyze
the IPO underpricing. The winner’s curse is a tendency for the winning bid in an auction
to overrun the fair value of the asset. The gap between fair and paid value can usually
be explained by incomplete information, bidders, and emotions. According to Rock’s
studies, there are two kinds of market participants: informed and uninformed investors.
The first group has better information about the listing firm’s cash flows and financial
state, so they are more aware of the profitable and unprofitable issues. Their knowledge
of the issuing company’s fair value is also better than the underwriters and issuing firms.
Consequently, investors with better information crowd out the others when the issuing
company'’s price is set below the fair value. On the other hand, they know to withdraw
when overpriced assets are offered. The overpriced IPO shares are unsubscribed be-
cause informed investors avoid buying them. Uninformed investors consequently lose
money, although they “won” by managing to get the shares. Because uninformed inves-
tors are wanted in the market, the IPO issuers have to give them compensation against
adverse allocation bias through underpricing. Practically, IPOs are underpriced on pur-
pose, according to the winner’s curse hypothesis (Rock, 1986). Keloharju (1993) found

similar evidence of the existence of the winner’s curse in Finnish markets.

Another famous theory explaining IPO underpricing is called the informational cascades
hypothesis (Welch, 1992). It emphasizes the information asymmetry between investors.
An information cascade occurs when an investor decides to invest in an IPO based on
other people’s information while ignoring his knowledge of the situation to the contrary.
More specifically, the information cascades hypothesis states that the issuers underprice
IPO to induce a few influential investors to buy initially. Thus, less rational investors may
mimic influential investors, which leads to higher demand and a higher closing price on
the first trading day. If influential investors find the price to be too high, they avoid sub-
scribing to it. This may lead to a mass exodus from the IPO. To prevent this, the issuer

may decrease the listing price. Westerholm (2006) considers the information asymmetry
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in his study, offering a relatively different result than previous studies. His results show

that clustering is weakly and positively related to high initial returns.

Another theory on IPO underpricing studied by Welsch (1989) and Allen and Faulhaber
(1989) is the signalling hypothesis. A theory suggests that a company may want to un-
derprice its IPO purposely to indicate a positive future prospect. Underpricing is stated
to be a tool used by the issuing company to signal their high quality. Based on the sig-
nalling hypothesis, one of the motives for underpricing is the increasing possibility of
SEOs, leading to higher returns. In other words, this theory believes that a listing com-
pany creates a multiple issue strategy in the form of a lower subscription price. However,
Michaely and Shaw (1994) found little evidence to support the signalling hypothesis the-
ory. Their studies suggest that companies that are underpriced in their IPOs create
weaker future earnings and dividends. On the other hand, in their studies, Alvarez and
Gonzdlez (2005) found out similar results to Welsch (1989), which supported a positive
relationship between long-run performance with underpricing and the gross proceeds

obtained in SEOs.

One of the most studied symmetric information-based theories on IPO underpricing is
the lawsuit avoidance hypothesis by Tinic (1988). According to the lawsuit avoidance hy-
pothesis, IPO companies want to underprice their shares on purpose to decrease the
number of possible lawsuits by investors. Thereby, the issuing companies use underpric-
ing as insurance against legal liability. The lawsuit avoidance hypothesis was empirically
studied in Finland by Keloharju (1993). However, he did not find any significant support
for the hypothesis. According to Keloharju (1993), different characteristics between
Finnish and U.S. laws cause opposite findings. In Finland, IPO attendants have much less
incentive than those in the U.S. to take legal action if the prospectus contains false or
inadequate information about the issuing company. Consistent with Tinic (1988), Lin et
al. (2012) found evidence to support the lawsuit avoidance hypothesis in an international
environment. Their results show a significant positive relationship between underpricing

and all litigation risk proxies. However, their studies resulted in a significant negative
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relationship between underpricing and law enforcement’s quality, which suggests that

better enforcement of the securities laws reduces the level of underpricing.

As seen above, behavioral finance and psychology strongly influence theories explaining
IPO underpricing. A company with a female majority on the board may behave differ-
ently than a more traditional company, which is having a male-oriented board. In prac-

tice, this is the topic that will be empirically examined in this thesis.

Author(s) Market Period IPOs Initial
Ritter (1991) The U.S. 1975-1984 1526 14,1 %*
Keloharju (1993) Finland 1984-1989 80 8,7 %*
Rajan et al. (1997) The U.S. 1975-1987 2725 10,0 %
Purnanandam et al. (2004) The U.S. 1980-1997 2288 11,4 %*
Alvarez et al. (2005) Spain 1987-1997 52 13,0 %*
Westerholm (2006) Denmark 1991-2002 51 8,5%
Finland 55 219%
Norway 102 22,2 %
Sweden 82 15,9 %
Hahl et al. (2014) Finland 1994-2006 67 15,62%*

Table 1. Earlier studies of initial returns on IPOs. Returns denoted with* are market adjusted.

4.2 Long-term IPO underperformance

The second crucial IPO anomaly is called long-term IPO underperformance. This anomaly
was established by Ritter (1991). During that time, two significant anomalies dominated
the scene around IPOs: IPO underpricing and the “hot issue” market phenomenon. In-
stead of focusing on them, Ritter (1991) studied the long-term performance of IPOs. Us-
ing a sample of 1526 U.S. IPOs that went public between 1975 and 1984, he found out
that firms significantly underperformed a set of comparable companies matched by size
and industry after three years of the listing. The average return on the three-year holding
period was -17%. Younger firms and firms listing on high volume years performed even
worse than the average. Remarkable in Ritter’s (1991) studies was his methodology. In-

stead of using market indexes, he created his own indexes consisting of matching firms
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by size and industry. Another significant difference to previous literature was that Ritter
(1991) excluded the initial first-day returns from his data. In brief, his main finding was

the anomaly itself: In the long-term, IPOs tend to be overpriced.

Keloharju (1993) had many similarities to Ritter in his methodology while studying Finn-
ish IPOs. His results corresponded strongly to Ritter’s results and so supported the Long-
term IPO underperformance anomaly in Finland. Nordic IPO markets were further stud-
ied by Westerholm (2006), whose research sample included IPOs between 1992 and
2002 from Denmark, Finland, Norway, and Sweden. Westerholm’s (2006) research
showed changes in Finnish IPOs. The long-term IPO underperformance had deepened
since Keloharju’s (1993) study was conducted from a sample ending in 1989. In fact, dur-
ing a five-year period, the market index generated twice as much value as the Finnish
IPOs. In Sweden, the IPOs performed poorly too. However, in Denmark and Norway, the
newly issued IPOs outperformed the market in a long-term period. The author argued
that the Norwegian economy, which relies on natural resources, did not suffer that
poorly from the IT-bubble end. Besides, the low number of ICT-IPOs increased long-run
performance during the sample period. Westerholm (2006) stated that weak long-run
performance occurred because of momentary overvaluation in the hype-industries, sup-

porting Ritter’s (1991) U.S. market results.

Author(s) Market Period IPOs Long-Run
Ritter (1991) The U.S. 1975-1984 1526 0.83*
Keloharju (1993) Finland 1984-1989 80 0.73*
Purnanandam et al. (2004) The U.S. 1980-1997 2288 -19,4%
Alvarez et al. (2005) Spain 1987-1997 52 0.78*
Westerholm (2006) Denmark 1991-2002 51 1.6%
Finland 55 -49,0%
Norway 102 17,8%
Sweden 82 -17,4%
Hahl et al. (2014) Finland 1994-2006 67 0,78*

Table 2. Earlier studies on long-run performance on IPOs. Results denoted with* are calculated
wealth relatives (WR).
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As seen from the table, IPOs tend to underperform the benchmarks in the long-term. In
addition to the apparent underperformance, most of these abnormalities seem to be
statistically significant. Given the relatively small sample size in the European studies,
the great magnitude of the phenomena confirms this fact and rejects the possibility of
them being coincidental. However, some exceptions can also be found, as shown in the

table, but they have often been explained by ample evidence.

The first recognizable theory explaining long-term IPO performance is made by Miller
(1997), and it is called the divergence of opinion hypothesis. As the name of the hypoth-
esis states, the divergence of opinion may lead to the asset's overvaluation. Investors
may have different opinions on a firm’s financial performance and potential. As the most
optimistic investors buy the issues, the price increases in the early aftermarket. The
spread between opinions converges because optimistic and pessimistic opinions come
closer to each other as time goes by. Hence, investors’ disagreement on the valuation
becomes less volatile, which causes the market price to fall. Purnanandam et al. (2004)

confirm this hypothesis in their study on the U.S market.

The overconfidence hypothesis by Daniel et al. (1998) asserts that investors with inside
information are overconfident and tend to underreact to public news and reports. It
causes initial overvaluation, which will even out over time. Based on this theory, the IPOs
are overvalued before listing and even more overvalued during the first day of the after-
market life. The overvaluation weakens over time, which makes the IPO underperform
in the long-term. This hypothesis was also supported by Purnanandam et al. (2004).
Their finding indicated that an IPO investor’s overconfident state of mind could continue

for months, but not for years.

Fads hypothesis is a very current topic; however, the hypothesis was created as early as
the 90s by Shiller (1990). Fads hypothesis argues that the IPOs abnormal initial returns
do not occur because of the underpricing. However, it is overvalued due to the over-

optimistic forecasts (fads) during the first day after listing. So, the fads hypothesis claims
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that IPOs are not underpriced, but investors tend to overvalue them during the first days
of aftermarket trading. Because of the eventual mean reversion, the long-term IPO per-
formance and initial returns due to underpricing have negative correlation. Wester-
holm’s (2006) results supported the fads hypothesis, as fads were found in the Finnish
IPO market at the millennium turn. Evidence supporting the fads hypothesis was also

found in the U.S. and U.K. markets provided by Ritter (1991) and Lewis (1993).

In addition to all theories explaining the long-term underperformance of IPOs, few stud-
ies argue that the long-run underperformance of IPOs does not exist. The most signifi-
cant research against the long-term underpricing of IPOs is produced by Fama (1998),
who stated that reasonable changes in technique make most anomalies disappear. With
Fama’s 3-factor model, IPOs can outperform their benchmarks, according to studies by
Brav et al. (2000). The choice of the benchmark significantly affects the possible abnor-
mal initial returns. However, it must be stated that even though beta and size can be

seen as a synonym for risk, B/M is not, especially considering IPOs.

4.3 Hot Issue Markets

Last, it is essential to discuss and introduce the hot issue markets, a period with extraor-
dinarily high listing activity. It became public knowledge after Ibbotson and Jaffe (1975)
introduced it in their paper. The hot issue markets are considered as the third primary
anomaly regarding the IPOs. During these periods with high listing activity, the IPO un-
derpricing has been documented to be even higher than during regular periods. In their
study, Ibbotson and Jaffe (1975) claim that investors can easily exploit this anomaly and
earn high initial returns by recognizing the high listing activity periods. This causes mar-

ket inefficiency.

Evidence for the hot issue markets has been found consistently after its discovery. Ritter
(1984) discovered a period with high listing activity a decade after Ibbotson (1975). The

main finding in his paper was the positive relationship between initial returns and risk.
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Ibbotson et al. (1994) took this matter further, discovering that since riskier IPOs are
more underpriced to a greater extent than their less risky equivalents, the changes in
risk might explain the fluctuation in average initial returns. This means that when there
is a period with riskier firms listing public, they are expected to gain higher initial returns.
As with other IPO-related anomalies, the hot issue markets are typical in Scandinavia too.
Keloharju (1993) recorded an extraordinarily high listing activity between 1988-1989 in
Finnish markets. Slightly over dozen years later, Westerholm (2006) detected that Nordic
IPOs in the same industries tend to cluster when optimism dominates the market. A
great example was the IT-boom in 2000 when almost all Finnish IPOs came from com-

puter and software industries.
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5 Board of Directors and Gender Diversity

Gender representation on boards of directors refers to the proportion of women and
men representing the company on the board. The gender diversity of the board of direc-
tors is usually expressed as a percentage of the women holding board seats. The number
of women on the board of directors has been increasing recently, as the European aver-
age nearly doubled in six years between 2001-2006. In the Nordic countries, the repre-
sentation has always been higher than average, and for example, in Sweden, the per-
centage was 21,3% in 2007 (Cambell & Minguez-Vera, 2008). Usually, diversity is seen as
a value-adding resource for the company. In general, diversity and diversification reduce
the risk. This can be seen happening in the board of directors, too, as the diversity re-
duces group thinking, a psychological behavior including lack of criticism and conflict
aversion. This chapter aims to introduce the previous literature connecting the compa-
ny's IPO performance and its board’s gender diversity. Concepts like the board of direc-
tors, gender diversity, agency theory, resource dependency theory and gender differ-

ences in risk behavior will be explained.

5.1 Board of directors

Corporate governance is the entity including rules, practices and processes used to man-
age and direct a company. The board of directors is a primary force of a firm’s corporate
governance. In publicly listed companies, the board of directors is selected with elections
to represent the shareholders. The board of directors is responsible for the company,
and they are in charge together with shareholders. According to regulations, the board
of directors is a mandatory operator in a publicly listed company, and it serves as an
advisory unit for the management. The board of directors serves a different purpose
than management, as its objective is to advise management on corporate strategy rather
than develop it (Larcker & Tayan, 2011). A board member’s purpose in a listed company

is to act in the shareholders’ best interest.
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According to Larcker and Tayan (2011), the board of directors has two fundamental re-
sponsibilities: advise the management and monitor its operations. The board of directors
is usually selected based on their business and leadership abilities. The board of directors
selects its chief executive officer (CEO) for the company, who manages the company. In
Finland, publicly listed companies have specific special legal requirements that affect the
board of directors’ operations. In addition to annual reports, the publicly listed compa-
nies have to produce quarterly reports. Also, the CEO and at least three board members
are required. Regulation of the board of directors in Finnish publicly trading companies
is mainly controller by the Limited Liability Company Act (OYL (624/2006)). In Finland,
the board of directors is responsible for accounting, governance, and the company’s fi-
nancial management, as mentioned in chapters six § 2—7 (OYL). The opinion of the ma-
jority constitutes board decisions when at least half of the board members are present.
A member can be disqualified from the decision-making if their interest argues against
the company’s essential benefit. The Chairman of the board is responsible for organizing

a board meeting when necessary.

Board members usually have a strong background in business and have a great under-
standing of financial reporting. Also, board members are usually very educated, and they
have often graduated with either Ph.D. or master’s degree. Board of director members
tends to sit on several boards at the same time. If board members have too many posi-
tions, they are considered “busy board members.” According to Fich and Shivdasani
(2006), companies with these kinds of members are associated with poor corporate gov-
ernance. Compared to benchmark firms, these companies had lower book-to-market ra-
tios and overall weaker financial performance than companies with board members op-

erating in just one board of directors.

5.2 Gender Di