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Summary: The paper explores motives for and against going public, from the 
insider point of view. We employed tailor-made structured questionnaire 
framework to analyze advantages and disadvantages as perceived by 
CEO/controlling owners. Responses point out that most companies’ insiders 
sees going public as being potentially beneficial strategy in terms of financial 
restructuring, efficiently combining its business to strategic alliances, possibility 
to divest, visibility and image of the company. The overall positive impression is 
offset with some disadvantages: costs and risks imposed to those who going 
public. Moreover, the sample is stratified in order to gain insights into how four 
companies’ features influence the relative importance of the motives pro et 
contra going public. Finally, correlation matrix is employed to assess how 
logically robust are the responses. 

Key words: going public, initial public offering, stock exchange listing, enterprise 
strategy, financial restructuring 

Rezime: U radu istražujemo motive za i protiv prelaska u status otvorenog 
akcionarskog društva, iz ugla insajdera. Primenili smo za ovu svrhu kreiran 
upitnik da bi analizirali prednosti i nedostatke otvaranja kompanije, onako kako 
ih sagledava uprava kompanije i vlasnici sa kontrolnim učešćem u kapitalu. 
Dobijeni odgovori ukazali su da većina ispitanika na otvaranje gleda kao na 
potencijalnu korisnu strategiju, u pogledu finansijskog restrukturiranja, stvaranje 
strategijskih alijansi, mogućnosti za dezinvestiranje, prepoznatljivosti i imidža 
kompanije. Opšti pozitivan utisak ublažavaju ocene izvesnih nedostataka: 
troškova i rizika koji prate strategiju otvaranja. Takođe, uzorak smo raslojili da bi 
saznali kako četiri izdvojena obeležja kompanija utiču na relativni značaj motiva 
za i protiv otvaranja. Konačno, proračunali smo matrice korelacije kako bi utvrdili 
logičku konzistentnost odgovora ispitanika.  

Ključne reči: otvaranje akcionarskih društava, inicijalna javna ponuda, 
berzanski listing, strategija preduzeća, finansijsko restrukturiranje. 
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Many researches around the world made a effort to shed some light on 
theoretical and empirical aspects of going public usually trough initial public 
offering (IPO) process. Going public is an activity where a company takes all 
necessary actions in order to move to the status of public joint stock company, 
with the ultimate goal of entering stock exchange. This act usually involves use 
of IPO when companies for the first time raise money from dispersed investors. 
Sometimes these the two terms are treated as synonyms. Although, IPOs 
became especially popular during “dotcom” bubble in the late 1990s, but in 
recent decade they moved to emerging and transitional economy (Pavlović and 
Muminović 2010). The biggest controversies in financial theory about going 
public are key factors that may be a motive for and against it. Numerous 
empirical studies (Focarelli and Pozzolo 2008) confirm that going public is not 
equally often used in various economic systems. If we use market capitalization 
to GDP as a measure, stock exchanges show a very different attractiveness 
level in various countries. For instance, this indicator is 302% in Hong Kong, 
229% in Switzerland, 153% in UK, 134% in USA, 66.9% in Japan, while in Italy it 
is only 43.8%. 

This paper will try to find answers that can indicate presence of certain 
problems, particularly systemic in nature, which can significantly constrain the 
ability of companies to use available funding opportunities in financing their 
development. Firstly, we will look at the characteristics of the institutional 
framework of the Republic of Serbia that is important for subsequent results 
discussion. Next, we will review reasons for and against going public from 
financial theory. Fourth part contains methodology review, while in the fifth part 
results are presented. 

 

Basic prerequisite for process of going public is creation of viable and sufficiently 
transparent regulations (Malinić and Denčić-Mihajlov 2010). According to 
Republic of Serbia Company law (2004), joint stock company can exist in two 
legal forms: as an public or closed joint stock company. According to the same 
law (Art. 196) joint stock company is considered to be public (open) if there is 
public call for subscription and payment of shares at the time of incorporation, or 
if such a call has been made after the foundation of corporation." In addition, the 
same law provides the possibility of shifting from a private or closed form to a 
public joint stock company in case when number of shareholders change. If 
number of shareholder of an closed joint stock exceeds one hundred for more 
than a year, closed joint stock company will become public (Art. 194). 

1. INTRODUCTION 

2. INSTITUTIONAL FRAMEWORK FOR GOING PUBLIC IN 
SERBIA 
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Company Law allows a public joint stock company to be listed or unlisted. 
However, the relevant provisions of Law on Securities Market exclude the last 
possibility. This law imposed the obligation for a public joint stock company to 
introduce its shares to trading on a stock exchange. Explicit obligation in article 
49 says that after registering the securities with the Central Registry (national 
clearing and settlement organization) issuer must submit an application for 
admission to the stock exchange or over the counter (OTC) market. The stock 
exchange, as market operator, automatically places securities to the relevant 
market. If the conditions for admission are met, securities will be included in the 
prime or standard market. In other case it will be included in OTC market. 
However, an unusually large number of issuers whose shares are included in 
trading on the Belgrade Stock Exchange (hereafter BSE) came as a result of the 
privatization process. Methods predominantly used in the privatizations trough 
the last decade (tender privatization or auctions) didn’t have a favorable effect 
on the development of stock exchange markets, because in most cases they 
caused concentrated ownership structure (this and all other effects of 
privatization are explained elsewhere (Savić 2007)). However, despite there was 
clear obligation, admission of "new material" on the stock market went quite 
slowly.  

Admission to stock exchange listing is subject to special requirements set up by 
stock exchange. Sometimes these requirements are very restrictive, which 
makes stock market recognizable. Belgrade Stock Exchange ((2007), Art.17) 
imposes several requirements issuer must fulfill in order to be included in the 
prime market: the criteria of company’s size and distribution of shares, financial 
criteria and liquidity criteria. Criteria about company size requires that 
participation of shares in free float must be at least 25 % of the total number of 
issued shares, or alternatively that there are shares of minimum 10 million EUR 
in free float which are in the ownership of at least 500 shareholders. In some of 
the most famous stock exchange  markets financial criteria are represented by a 
set of rules defining minimum amount of profit, cash flow from operations, 
operating income, operating assets, market and book value of equity, but 
Belgrade Stock Exchange requires minimal amount of issued capital to be at 
least 20 million EUR. The liquidity criterion is determined by two rules that must 
be simultaneously fulfilled. Daily average turnover value of the shares in the last 
six months prior to submitting the request for listing must be at least 500,000 
RSD. Also, in the same period at least 5 (five) transactions on daily average 
must be made. 

Contemporary stock markets are challenged to leave listing as a concept that 
symbolizes services that stock exchange provides in addition of making trading 
possible. The respond to changed circumstances they are reducing listing fees, 
including stock exchange material without having to meet strict conditions, and 
maybe complete abandonment of the listing procedure. Today, largest stock 
exchanges in the world organize trading with material that does not meet the 
requirements for admission to a prestigious listing (for instance venture capital or 
Alternative Investment Market - AIM). Situation is similar with domestic stock 
exchange market. BSE also includes trading material without fulfillment of strict 
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conditions, which normally limit the admission to listing. It is interesting that 
trading with continuous method can be organized for shares included in OTC 
market. Since model of continuous trading, which could generate certain 
benefits, isn’t limited solely to shares included in listing (standard or prime 
market), great part of the effects issuers achieve solely by inclusion to OTC 
market, so listing remains to play a role mainly in the field of reputation. 

 

 

According to Celikyurt et al., IPO creates liquidity for the firm’s shares, provides 
an infusion of capital to fund growth, allows insiders to cash out, provides 
cheaper and ongoing access to capital, facilitates the sale of the company, gives 
founders the ability to diversify their risk, allows venture capitalists (VCs) and 
other early-stage investors to exit their investment, and increases the 
transparency of the firm by subjecting it to capital market discipline (Celikyurt et 
al. 2010). The main advantage company can expect from going public comes 
from the fact that this opens some possibilities in shaping financial structure, 
because a company that goes public must comply with severe rules about 
disclosing of relevant business information. At the same time, companies can 
perceive this condition negatively, believing that at the certain time of its 
development potential damage from informing the public outweigh potential 
benefits. 

3.1 Benefits of going public 

Benefits of going public could be summarized in five basic categories (Pagano et 
al. 1998): avoiding restrictions in credit financing, more favorable negotiating 
position with creditors, diversification of portfolio and changes in ownership 
control, better management control, higher liquidity of shares and advertising 
effect.  

Company that goes public and is shares are actively traded has access to 
various sources of funding. This is the reason why companies that have a high 
level of indebtedness, and extensive plans for further investment can benefit 
from going public and see it as a good alternative. Sometimes when company 
goes public, as an alternative, it continues to rely on credit sources, but its 
position in negotiations with creditors improves. Competition between creditors 
will increase which will probably lead to easier access to credit and favorable 
interest rates. Possibility of rising capital directly from the equity market (by 
issuing stocks) reduces the proportion of debt to total capital and thus increases 
the company solvency ratio. Nevertheless when going public company solvency 
becomes publicly available and timely information, because information obtained 
from capital market are continuous. Decision to go public means that there will 

3. MOTIVES FOR MOVING TO A PUBLIC LIMITED COMPANY - 
FINANCIAL THEORY 
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be the broadest investor community included and this allows existing 
shareholders to increase degree of their investment diversification. Large 
shareholder who intends to reduce the level of equity investment can sell part of 
its shares to investors. Similar effect can be achieved if joint stock company 
invests capital obtained trough IPO in other companies. In some cases, the 
owner of the control packet may show desire fully to disinvest. For this to 
happen it is necessary that company goes public. When talking about benefits of 
going public management control is an argument that is often used in financial 
theory, (pioneers in this field were (Jensen and Meckling 1976)). According to 
their argumentation, efficient stock market is environment which narrows the 
conflict of interest between shareholders and managers, because efficient 
changes in ownership structure can quickly and easily create the conditions for 
inefficient management removal. When trading on the stock exchange or 
organized OTC markets ownership structure redesign becomes easier and less 
costly. This dimension of share liquidity known as immediacy (Marinković 2011) 
especially is important to minority shareholders, because they give significant 
value to ability of promptly buying and selling shares. For company this will 
probably mean higher share price. When forming their portfolios, investors often 
ignore the existence of a large number of companies to invest in, and stay 
focused on a small number of companies that are listed of the world's largest 
stock exchanges, which gives a special, promotional value to listing. It is well 
known example that when company makes a decision to obtain a dual listing on 
the NYSE, its share price experience a substantial growth. 

3.2 Disadvantages of going public 

Going public isn’t always ideal solution and sometimes it isn’t a final step in the 
evolution of the company. There are different reasons why company owners 
may withdraw or hesitate from going public. Economic theory identified several 
possible reasons: problems of adverse selection and moral hazard, 
administrative costs that are associated with going public and confidential 
information outflow. 

The problem of adverse selection and moral hazard is the most analyzed issues 
related to going public. In a situation where investors do not have complete or 
reliable information about the company, they may be reluctant to invest in shares 
of such company. This will in turn reduce demand and will lead to an 
underpricing of shares in the IPO process. Some studies (Pagano et al. 1998)) 
(Ferretti and Meles 2011) showed that stock price, which is achieved at the initial 
public offering remains below price that is achieved in the following days of 
trading on the secondary market. This phenomenon is called IPO discount or 
underpricing of IPO. The degree of underpricing or discount will be common 
feature to all issues in the IPO process, because of information lack that 
accompanies introduction of share trading in stock exchange. Although some 
studies showed that sometimes underpricing comes as a strategic decision to 
attract broader range of investors (Leite 2007). The price will be determined by 
average group characteristics rather than by the specific characteristics of the 
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company, that is going public. This situation will make an IPO acceptable for 
companies with quality below average (Ritter and Welch 2002)), so the 
characteristics of the group will get worse. The negative spiral in which price 
lowers average quality in group and average quality further lowers price down is 
called the problem of adverse selection (Spencer 2000) (Amihud et al. 2003). 
Private funding, for example, through the venture capital is more suitable for 
young and insufficiently known companies, while going public is more suited for 
to mature and better-known companies (Kayhan and Titman 2007). We 
conclude that the degree of company underpricing will affect decision of going 
public. On the other hand, the costs will be affected by market conditions, but 
also by phase of company’s life cycle (Ritter and Welch 2002). An important 
indicator of the presence of adverse selection and opportunism is positive 
relationships between equity stake that shareholder with control stake keeps and 
profitability generated after the IPO. If the owner of the controlling stake has 
private information about the company, the sale of shares will be taken as a 
signal of expected profitability to be unsatisfactory. Thus, in order to send a good 
signal about the expected profitability the current owner must keep the stake in 
company (Jensen and Meckling 1976), and (Myers 2000). Sales of the total 
share stake can be unfavorable to the majority shareholders, and it can make 
difficult for them to retain control of the company. This problem is clearly 
observed and documented in various studies (see (Johnson et al. 2000), 
(Djankov et al. 2005) ). To what extent will this risk be present depends on the 
quality of applied protection system of minority shareholders. This is the reason 
why legal systems with weaker protection of minority shareholders regularly 
record a higher concentration of ownership structure (Holmen and Högfeldt 
2004). Some research revealed that in system with low level of minority 
shareholders protection, markets are underdeveloped (Porta et al. 1997) and 
financial instruments are underpriced (Porta et al. 2002). The reason is probably 
one of the fundamental limitations of the development of stock markets in 
countries with weak implementation of legislation to protect minority 
shareholders. In such systems, a certain volume of trading usually comes from 
privatization and trading with large blocks of shares between industry groups. 
Shleifer and Vishny gave explanation for involvement of minority shareholders 
(Shleifer and Vishny 1997). They presented following arguments: growth of 
share prices fueled by intense economic growth, and as a result speculative 
bubbles emerged and increased investor demand. Return rate in these stages 
may be high enough to compensate transfers from minority to controlling 
shareholders. Trading on BSE shows a similar pattern of activity. Phase of 
continuous and explosive share prices growth is accompanied by active 
participation of minority shareholders, especially through the modalities of 
mutual funds. The shift in the dynamics of prices, which coincides with the global 
financial crisis completely dried up investment potential and turned the stock 
market into a market for corporate control. 

Going public usually involves a series of explicit costs that can be significant. 
These, so called administrative costs include issuance costs and a number of 
expenses that companies are periodically exposed to if they are listed on stock 
exchange. First group of costs include underwriting or agency fee and the costs 
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of issuance registration. In addition to these cost, there are also costs of 
auditing, disclosure, stock exchange commissions and some other levies. First 
group of expenses are fixed in nature, while second type of cost are expenses of 
reporting period (goes up to 7% of gross revenues from issuance).  

In Republic of Serbia, agency and underwriting fees estimation cannot be 
reliable, so that the analysis of costs is based on an assessment of costs arising 
from the shares issuance on BSE. Belgrade Stock Exchanges charges listing on 
admission and through annual fees for each year company is issuing shares or 
depositary receipts (for details see Tariff Regulations of the Belgrade Stock 
Exchange). Prime market charges admission fee in the amount of 0.03% of the 
issue value, or not less than 210 thousand RSD and not more than 700 
thousand RSD. If issuer wants to remain listed, costs are 0.02% of issue value 
(210-560 thousand RSD) each year. Fees for listing B (standard market) are 
slightly lower and fees for entering OTC market (50 thousand RSD) and 
organization of trading in this market (10 thousand RSD per year) are 
considerably lower. This cost structure indicates that BSE expects that the 
admittance to listing will bring certain advantages to companies. On the other 
hand, the fact that currently there are only seven companies on both BSE 
listings seems to deny the assumed value of the listing. 

When company is listed on stock exchange, it acquired status of so-called 
reporting company. This means that while maintaining this status, company will 
have to report periodically to general public about its business. The extent and 
reliability of this information is usually very high, and method of presentation is 
rather formal. The company is obliged to inform about relevant business 
changes, and regularly to submit financial reports, which have to be audited by 
an independent professional organization. Some of the information that is 
becoming publicly available may contain crucial importance for maintaining 
competitive advantage. This is especially important for information about 
projects in research and development, planning marketing strategies and similar 
activities, and maybe one of the key reasons why high tech companies avoid 
going public. These companies rather rely on bilateral, exclusive relationships 
with direct creditors in order to prevent leaking of information that provides 
competitive advantage. 

 

To explore the motives for and against (push and pull) going public, we used a 
survey method. This method has already been used in scientific research in this 
area (Mourdoukoutas and Stefanidis 2009). Survey questionnaires were 
distributed in different ways, but most of the questionnaires were collected in 
personal direct contact. To ensure the reliability of the collected data, 
respondents were asked to give information about their identity and person for 
contact. Most of the respondents refused information about their company to be 
acknowledged in this research. Questions included in the questionnaire were 
stipulated in a way that allows further processing and statistical analysis. Likert 

4. RESEARCH METHODOLOGY 
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scale was applied which determines a several level of agreement with the 
statement given in the questionnaire. Analysts usually opt for five or seven 
degrees. We chose to offer five respondents level of agreement (disagreement) 
with the statement given in the questionnaire. The lowest grade (1) rated the 
lowest level of significance of motives ("no importance"), and it is followed by 
"modest importance" (2), "significant" (3), "high importance" (4) and finally "very 
important" (5).  

4.1 Structure of the sample 

Questionnaires were sent to employees in Serbian companies with the status of 
executives. In most cases, top manager with executive powers was also the 
main shareholder. Companies included in the questionnaire belonged to 
different sectors, equally to productive and service industry, and more 
specifically to the industrial companies, mining, agriculture, non-financial and 
financial services’ companies (Table 1). In the process of planning and collecting 
of primary statistical data, pre-selection of companies that will do a set was 
carried out, in order to form a relevant sample for further analysis. 
Questionnaires were sent to over a hundred addresses. However, due to a 
weaker response the study only included 32 respondents. The collection of 
primary statistical material was carried out in the second half of 2009.  

 

Table 1 Selective statistics for total sample 

Category Criterion  

Average for the sample 

Size Total assets (in 000 RSD) 19,667,276 

Equity (in 000 RSD) 5,273,486 

Number of employees 857 

Financial 
structure 

Equity to asset ratio (asset weighted average) 26.812 

Equity to asset ratio (simple mean) 42.855 

Sample distribution (in %) 

Ownership 
concentration 

Major owner controls more than half of equity 56.250 

Major owner takes 10 – 50 percents 34.375 

The highest share less than 10 percents 9.375 

Insider 
ownership 

CEO with a share more than 10 percents of equity 31.250 

Industry 
distribution 

Production 50.000 

 Industrially processed goods  43.750 

Mining 3.125 

Agriculture 3.125 

All services  50.000 

All financial 25.000 

 Banks 15.625 
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4.2 Questionnaire structure and research hypotheses 

The questionnaire consists of three parts. In the first part respondents gave 
answers to questions used to determine company identity (name and address, 
year of establishment, size of the company (total asset, equity, and number of 
employees), the degree of shareholder concentration and a series of questions 
to determine the current status of the company on stock exchange (whether 
shares are included in trading on a national stock exchange, on what market and 
since when, if they are not included a few questions about the company's plans). 
The second part of the questionnaire contains questions to test the significance 
of twelve offered motives for going public. The last part of the questionnaire 
contains three questions in which participants present their opinion on three 
motives that are identified as possible reasons against going public. Each 
question in questionnaire is given a concise explanation, in order to eliminate 
possible errors and ambiguities of the respondents. 

 

Table 2 List of offered motives for and against going public 

Motives for 

1 Access to funding sources that previously were not available 

2 Lower costs of credit sources (lower interest rates and other costs) 

3 It is easier to obtain loans (faster procedures, eligible collateral 
instruments) 

4 It is easier to finance investment  by share issuance 

5 The growth of share prices 

6 Stimulating external growth with prudent equity to assets ratio 

7 Easier integration with strategic business partners and easier creation of 
business alliances  

8 Better relationships with key suppliers, customers and other 
stakeholders 

9 Easier management control 

10 It is easier disinvestment, i.e. sale of control stake  

11 It is easier disinvestment, i.e. sale minority shareholders stake 

12 Better image and prestige of the company  

Motives against 

(1) High administrative costs of get to and maintaining on the listing (stock 
market commissions, consultants, etc.) 

(2) Outflow of confidential information about the plans for research and 
development about suppliers, customers and others 

(3) Protection from hostile takeover  
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Motives 1-4 have a lot in common. Each individual refers to some aspect of 
financing. Companies that have used credit resources before going public 
usually achieve more favorable loan conditions, and easier procedure for loan 
applications. Processing loan application and its approval is simpler and faster 
and wider collateral is more acceptable. Joint stock companies that have big 
plans for further growth and development more easily choose to go public, 
because credit resources do not provide sufficient resources to fund business 
expansion. Attractiveness of different financing sources is usually assessed 
taking into account expected cost. When considering equity a key element of 
costs is expected stock price, which is added as a fifth motive. Even when a 
company has no clear plans for further expansion, going public can be seen as a 
way to increase the stability of funding sources. Funding exclusively from 
borrowed resources (loans, accounts payable) worsens financial structure of 
firm, because the share of permanently available funds is proportionally less, 
and the success of company depends on the ability to obtain new sources or 
refinance existing ones. This is formulated as the sixth motive. Stakeholders 
include suppliers, customers, creditors, community, direct competitors and many 
others. Development plans can sometimes lead to a vertical or horizontal 
integration, which is far easier to implement when company is in status of public 
joint stock company. This is included in seventh and eighth motive. The ninth 
motive depends on the existing shareholder structure and it is important for 
those companies in which the agency conflict is more significant. If shareholding 
structure is highly concentrated this problem has low impact, but if the ownership 
is more diversified, the conflict can be apparent and the only way to ease it is 
going public. Tenth and eleventh motive can be very pronounced in companies 
dominated by one or several shareholders, because dominant shareholder(s) 
can make plans to reduce its share in company equity and reinvest in other 
firm(s). When a company isn’t listed on the stock exchange it is more difficult to 
find a buyer for major share package. We have already pointed out that going 
public improves company reputation, and now it is formulated as the twelfth 
motive. The more restrictive requirements for the listing the higher promotional 
effects will be. 

When considering motives for retaining the status of closed joint stock company, 
it was necessary to ignore the problem of shares underpricing in IPO, as trading 
activity on the BSE does not provide the ability to estimate these layers of costs. 
Therefore, we assess the reasons against going public on the estimation basis 
of the costs of going public and maintaining this status, as on any losses 
incurred due to outflow of confidential information and loss of control over the 
company. The last reason (protection from hostile takeover) can be very 
important to controlling shareholders that are strategically interested in the 
status of the company. 

Row statistical material presents series of already ranked data with discrete 
(non-continuous) distribution. Each motive is presented by the separate data 
series. Data series contains at most 32 data points.  The mean varies from 
maximum 3.424 in case of values assigned for fifth affirmative motive, and 
minimum 2,500 for the second affirmative motive. The values for standard 
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deviations are acceptably small for all the affirmative motives, while the variables 
volatility stays a bit higher for motives against going public. Statistical distribution 
of variables is also assessed upon its skewness and kurtosis. In all but one case 
(fifth motive), statistical distribution appears symmetrical (inside boundaries 
±0.5). Majority of variables have more flat distribution than normal one (kurtosis 
equals 3). Further discussion on economic rationale follows in the result and 
concluding section of the paper. 

 

Table 3 Summary statistics of motive ranking for total sample 

Motive Rank Mean 
Standard 
deviation 

Skewness Kurtosis 

1 (3) 3.058 1.408 -0.131 1.181 

2 (11) 2.5 1.721 0.225 0.749 

3 (9) 2.706 1.678 0.07 0.65 

4 (5) 2.97 1.817 -0.139 0.707 

5 (1) 3.424 1.464 -0.554 1.634 

6 (4) 2.971 1.205 0.044 1.577 

7 (7) 2.824 1.086 -0.097 2.365 

8 (6) 2.853 1.243 0.027 1.361 

9 (12) 2.353 1.287 0.416 1.63 

10 (10) 2.618 1.177 0.411 2.144 

11 (8) 2.824 1.028 0.181 3.116 

12 (2) 3.294 1.09 -0.263 2.211 

(1) (1) 2.968 2.754 -0.123 0.237 

(2) (3) 2.613 2.253 -0.052 0.404 

(3) (2) 2.871 2.523 -0.145 0.306 

 

 

5.1 The relative importance of motives 

Since the sample structure is rather inhomogeneous, we will try to determine 
whether different subsamples differ in emphasizing certain motives. In this part, 
we will also set several hypotheses that comply with mentioned literature.  

Relationship between financial institutions and credit financing are basis for the 
first hypothesis.  

H1: Motives of overcoming limitations in credit financing are less important to 
banks and other financial institutions. 

Banks are predominantly funded from deposits, as cheaper sources, and they 
are less relying on credit funding. Although credit resources (primarily foreign 
loans) aren’t important source of funding for banks whose shares are traded on 
the BSE, it does not necessarily mean that these banks are not interested in this 

5. RESULTS 



Marinković, S., I. Ljumović, D. Stojković:  Going public and initial public offering: an 

exploratory study of motives from Serbian companies 

136 |      Industrija, Vol. 40, No. 2, 2012 

 

kind of funding. If we look at Table 4, we can confirm our hypothesis because 
banks include in the survey sample have mean scores of 2.75 for the first four 
motives which is slightly lower than for the entire sample 2.81.  

Joint analyze of indebtedness and development plans, may indicate credit 
constraints in the implementation of development plans. Companies with high 
level of debt may give higher importance to motives from credit limits group (first 
four motives). Due to practical limitations of the survey method respondents 
weren’t required to provide all data necessary for financial structure analysis, so 
we constructed indicators on basis of information on balance sheet. Data we 
could obtain allowed the construction of leverage indicators based on a simple 
comparison of the equity and total assets. The cases in which book value of 
equity didn’t reach half of the total assets were assessed as having a higher 
level of indebtedness. Banks were excluded from the analysis, since this 
indicator is not acceptable for them. This led as to a second hypothesis. 

H2: Companies with higher debt levels, relatively higher valued motives within a 
group of credit constraints. 

In order to confirm this hypothesis we compared means for the first four motives 
in companies with high level of debt subsample (Table 4). Indeed companies 
with higher debt levels, gave more importance to motives within a group of credit 
constraints, since their mean is 2.93. 

The next feature, which we used to distinguish companies in the sample, is 
shareholder concentration. This was basis for the third hypothesis. 

H3: Respondents from a stratum where shareholder ownership is concentrated, 
relatively higher valued motives number ten and eleven (motives for 
disinvestment). 

In the first part of the questionnaire, the respondents provided answers based on 
which it was possible to estimate the degree of shareholders structure 
concentration. We have to mention that the Law on Takeover of Joint Stock 
Companies, Art. 4(2006) specifies that if an individual or company controls at 
least a quarter of initial equity or has voting rights at shareholder meetings it has 
a control over that entity. However, this definition of control is given with the 
respect of the specific intention of takeover, so we decided to use different 
criteria in our analysis. According to our criteria, dominant shareholder is one 
that owns more than half of shares.  According to data in Table 4, subjects from 
this subsample gave relatively high ranking to tenth and eleventh motive (2.93; 
3.0 respectively), when comparing to other groups and to the mean of the whole 
sample (2.62; 2.82 respectively).  

The last subsample was created on the basis whether the Chief Executive 
Officer (hereafter CEO) is also one of the owners with more than ten percent of 
ownership. In this subsample, we will test our fourth hypothesis. 

H4: Motive of manager control is relatively highly valued in those respondents 
where chief executive has a share in capital of more than 10 percent. 

Results shown in Table 4 indeed indicate higher values for ninth motive (2.78) in 
this subsample (mean 2.35). This could be explained by the fact that the conflict 
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between owners and managers in such companies is evolving in conflict of 
interest between majority and minority shareholders. 

 

Table 4. The influence of selected individual company characteristics to 
the importance of certain motives 

Motive Mean Banks 
Higher level of 

debts 
Concentrated 

ownership 

CEO with a share 
in equity 

of more than 10% 

1 3.058 3.000 3.357 3.000 2.889 

2 2.500 2.500 2.500 2.267 2.667 

3 2.706 2.667 2.714 2.733 2.778 

4 2.970 2.833 3.143 3.000 3.375 

5 3.424 3.167 3.928 3.286 3.125 

6 2.971 3.000 3.357 2.933 3.111 

7 2.824 2.667 2.857 2.800 3.667 

8 2.853 2.833 3.214 3.133 3.222 

9 2.353 2.833 2.428 2.400 2.778 

10 2.618 2.333 2.857 2.933 2.556 

11 2.824 2.833 3.071 3.000 2.556 

12 3.294 3.167 3.285 3.000 3.222 

(1) 2.968 2.500 2.384 2.800 2.889 

(2) 2.613 2.250 2.538 2.400 2.667 

(3) 2.871 2.000 2.769 2.533 3.222 

 

5.2 Correlation analysis 

Since the sample was rather small, correlation analysis between motives was 
necessary in order to determine whether sample gives logically consistent 
results. If we look at Table 2, we can conclude that there is significant similarity 
between some of selected motives from questionnaire. Therefore, it was 
important to examine whether there is a statistically significant correlation 
between the ratings of the defined motives importance. If some motives indicate 
the presence of specific financial development situation in the company, it is 
logical to expect that respondents will give similar importance to those motives. 
Correlation analysis between the importances of different motive’s ratings was 
performed based on Pearson's (Table 5) and Spearman correlation coefficient 
(Table 6). Obtained correlation coefficients were subjected to statistical test of 
significance.  

There is not a reliable statistical correlation between motives for and against 
going public. This situation is quite logical one. However, there is a significant 
statistical correlation between motives inside the group for and inside the group 
against in both correlation tests. First four motives describe constraints in 
financing business expansion, where first three motives can be important for 
those companies that intend to continue to rely predominantly on borrowed 
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resources. It is not surprisingly, that correlation between these three motives is 
extremely high and statistically significant. 

Fourth motive in some sense belongs to this group, except that this motive 
points to the company expectations to solve the problem of financing by issuing 
shares. This motive is related to the sixth motive because an additional share 
issuance regularly improves financial structure of the issuer, especially in terms 
of improving solvency. Motives numbered as four, five and six are also 
significantly correlated. This result is not surprising, since those three motives 
can be important for companies that rely on financing from equity, because it is a 
necessary source for financing development plans (fourth motive), reducing 
equity costs (fifth motive) or improving the financial structure (sixth motive). As 
expected, there is statistically significant correlation between tenth and eleventh 
motive. This implies that going public allows easier disinvestment to majority and 
minority shareholders. 

As already mentioned, motives against going public are highly correlated. This 
leads us to conclude that because of certain individual characteristics, some 
companies’ seen strategy of going public adversely. The reason probably lies in 
the absence of positive effect of going public, rather than in high cost or great 
risk of going public. This conclusion we base on the fact that respondents 
probably stay aware of certain changes that going public is going to bring (public 
available information, attractiveness to foreign investors)  and that can have both 
positive and negative implications, where they have a clear judgment on whether 
the sum of these effects will be positive or negative. 
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Table 5 Pearson's correlation coefficient 
df = 26 M 01 M 02 M 03 M 04 M 05 M 06 M 07 M 08 M 09 M 10 M 11 M 12 M (01) M (02) M (03) 

M 01 Correlation 1.000 0.741 0.637 0.574 0.650 0.594 0.493 0.415 0.493 0.503 0.554 0.600 0.027 0.131 0.003 

 Sig. (2-tailed)  0.000 0.000 0.001 0.000 0.001 0.008 0.028 0.008 0.006 0.002 0.001 0.892 0.508 0.988 

M 02 Correlation  1.000 0.771 0.731 0.506 0.483 0.591 0.465 0.658 0.462 0.471 0.395 0.018 0.254 0.392 

 Sig. (2-tailed)   0.000 0.000 0.006 0.009 0.001 0.013 0.000 0.013 0.011 0.037 0.928 0.192 0.039 

M 03 Correlation   1.000 0.548 0.314 0.252 0.493 0.501 0.726 0.559 0.443 0.397 0.017 0.106 0.247 

 Sig. (2-tailed)    0.003 0.104 0.195 0.008 0.007 0.000 0.002 0.018 0.036 0.932 0.592 0.205 

M 04 Correlation    1.000 0.534 0.550 0.313 0.468 0.520 0.374 0.247 0.327 -0.008 0.105 0.087 

 Sig. (2-tailed)     0.003 0.002 0.105 0.012 0.005 0.050 0.206 0.090 0.967 0.594 0.658 

M 05 Correlation     1.000 0.701 0.281 0.397 0.243 0.332 0.416 0.419 -0.069 0.307 -0.265 

 Sig. (2-tailed)      0.000 0.147 0.036 0.212 0.084 0.028 0.026 0.728 0.112 0.173 

M 06 Correlation      1.000 0.296 0.352 0.277 0.211 0.362 0.345 0.176 0.442 -0.555 

 Sig. (2-tailed)       0.127 0.066 0.154 0.281 0.058 0.072 0.370 0.019 0.002 

M 07 Correlation       1.000 0.396 0.490 0.516 0.362 0.570 -0.019 -0.002 -0.096 

 Sig. (2-tailed)        0.037 0.008 0.005 0.058 0.002 0.923 0.991 0.627 

M 08 Correlation        1.000 0.631 0.442 0.266 0.349 -0.109 0.033 -0.212 

 Sig. (2-tailed)         0.000 0.018 0.171 0.069 0.580 0.869 0.280 

M 09 Correlation         1.000 0.691 0.630 0.417 -0.052 0.061 0.038 

 Sig. (2-tailed)          0.000 0.000 0.027 0.793 0.759 0.846 

M 10 Correlation          1.000 0.762 0.374 -0.123 -0.027 -0.154 

 Sig. (2-tailed)           0.000 0.050 0.532 0.892 0.433 

M 11 Correlation           1.000 0.248 0.096 0.216 -0.192 

 Sig. (2-tailed)            0.203 0.629 0.269 0.327 

M 12 Correlation            1.000 -0.103 -0.165 0.043 

 Sig. (2-tailed)             0.603 0.401 0.830 

M (01) Correlation             1.000 0.562 0.464 

 Sig. (2-tailed)              0.002 0.013 

M (02) Correlation              1.000 0.553 

 Sig. (2-tailed)               0.002 

M (03) Correlation               1.000 
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Table 6 Spearman correlation coefficient 
N = 32; (1 N = 31; (2 N 

= 30; 
M 01 M 02 M 03 M 04(1 M 05(1 M 06 M 07 M 08 M 09 M 10 M 11 M 12 M (01)

(2
 M (02)

(2
 M (03

)(2
 

M 01 Correlation 1.000 0.793 0.723 0.653 0.650 0.437 0.497 0.431 0.601 0.457 0.515 0.644 0.199 0.389 0.449 
 Sig. (2-tailed)  0.000 0.000 0.001 0.000 0.012 0.004 0.014 0.000 0.008 0.003 0.000 0.291 0.033 0.013 

M 02 Correlation  1.000 0.862 0.749 0.466 0.291 0.539 0.452 0.772 0.457 0.501 0.485 0.290 0.509 0.551 

 Sig. (2-tailed)   0.000 0.000 0.008 0.106 0.001 0.009 0.000 0.008 0.003 0.005 0.120 0.004 0.002 
M 03 Correlation   1.000 0.646 0.361 0.163 0.484 0.462 0.769 0.478 0.440 0.499 0.246 0.407 0.468 

 Sig. (2-tailed)    0.000 0.046 0.372 0.005 0.008 0.000 0.006 0.012 0.004 0.190 0.025 0.009 

M 04 Correlation    1.000 0.546 0.409 0.326 0.443 0.568 0.351 0.275 0.434 0.185 0.287 0.380 
 Sig. (2-tailed)     0.001 0.022 0.074 0.013 0.001 0.053 0.134 0.015 0.338 0.131 0.042 

M 05 Correlation     1.000 0.668 0.272 0.398 0.278 0.284 0.320 0.448 0.066 0.328 0.162 

 Sig. (2-tailed)      0.000 0.139 0.027 0.130 0.122 0.079 0.011 0.735 0.082 0.401 
M 06 Correlation      1.000 0.313 0.356 0.228 0.105 0.327 0.275 -0.012 0.144 -0.246 

 Sig. (2-tailed)       0.081 0.046 0.210 0.566 0.068 0.127 0.949 0.448 0.190 

M 07 Correlation       1.000 0.431 0.497 0.506 0.346 0.527 0.027 0.117 0.103 
 Sig. (2-tailed)        0.014 0.004 0.003 0.053 0.002 0.889 0.538 0.588 

M 08 Correlation        1.000 0.550 0.356 0.212 0.357 -0.138 0.067 0.006 

 Sig. (2-tailed)         0.001 0.046 0.244 0.046 0.468 0.723 0.976 
M 09 Correlation         1.000 0.589 0.589 0.448 0.086 0.248 0.294 

 Sig. (2-tailed)          0.000 0.000 0.010 0.652 0.187 0.114 

M 10 Correlation          1.000 0.643 0.307 -0.107 0.041 0.102 
 Sig. (2-tailed)           0.000 0.088 0.572 0.829 0.593 

M 11 Correlation           1.000 0.158 0.158 0.303 0.098 

 Sig. (2-tailed)            0.388 0.404 0.103 0.606 
M 12 Correlation            1.000 0.101 0.190 0.377 

 Sig. (2-tailed)             0.597 0.315 0.040 

M (01) Correlation             1.000 0.660 0.496 
 Sig. (2-tailed)              0.000 0.005 

M (02) Correlation              1.000 0.620 

 Sig. (2-tailed)               0.000 
M (03) Correlation               1.000 
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Value, which respondents gave to individual motives, suggests that the majority 
of motives in theory apply also to our case. The mean score is rather 
homogeneous and does not leave space for further interpretation of the relative 
importance of motives. Stratification of the sample based on four criteria gave a 
slightly more precise insight into importance of certain determinants of 
attractiveness for going public. Moreover, the correlation analysis of motives 
significance confirmed that the sample, although it contains only 32 companies, 
provides logically consistent results. 

This analysis has several important implications. First, it indicates that insiders 
(managers and controlling shareholders) perceive the advantages and 
disadvantages of going public. However, the effects of going public will largely 
depend on interests of the investment public, whose views we could not verify 
with this questionnaire. In principle, it is possible to conclude that minority 
shareholders who are not aware of their risks position do not represent a barrier 
to implementation of the strategy of going public. However, this is probably true, 
but only for the initial phase in the development of stock markets. Further 
development of the domestic stock exchange will depend on the public 
investment ability to ensure the protection of its interests. Without certain reform 
regarding minority shareholders, it is not possible to expect that stock exchange 
will get characteristics of environment capable of providing financing to the 
economy development. The liquidity of the shares depends on the interests of 
minority shareholders. Without their participation, stock market will turn into 
market solely for corporate control. If conditions necessary for fair participation 
of minority shareholders are far away to achieve, credit markets will remain the 
core of financial resources allocation. The growth of national economy will 
remain vulnerable to credit restrictions, subject to the costs derived from 
unsound financial structure of local companies and oligopolistic structure of the 
credit market. 

Results of this analysis are important from the standpoint of those who organize 
share trading. In a situation where effects of going public are achieved just by 
inclusion on the OTC market, the effect of admission to listing is limited to 
improving reputation, image and prestige of the company. Although the score 
obtained for this motive has the second rank among scores given for affirmative 
motives, its absolute value is not high. Listing itself has explicit costs, so when 
considering value of this service it is necessary to take into account the ranks 
obtained from the respondents regarding the evaluation of these costs. 

Moreover, the idea to force newly privatized companies to go to the BSE was 
expected to gain transparency in share trading. However, it is responsible for 
creating a network of public joint stock companies, which are mostly ignored by 

6. CONCLUDING REMARKS 
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investors. Fair pricing of shares and companies is subject to how liquid and 
orderly trading can be, which is not per se attainable by the law. Ultimately, the 
questioned law provision distorted the BSE liquidity (turnover ratio) indicators 
with inflated number of companies and its total capitalization.  
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