
 

RESUME 
 

The theoretical basis and methods of company evaluation serving the purpose of 
establishing the introduction of companies into the stock exchange 

(The market value of Hungarian companies)  
 

In the focus of my examination I put a unique – and from the point of view of the 
development of the Hungarian capital market a topical – cross-section of company 
evaluation: the evaluation of companies from the aspect of their introduction into the 
stock exchange, the market evaluation of companies and value management.   
 

This evaluation is unique, because the control of evaluation based on preliminary 
surveys and calculations is carried out in public, by the whole market, and the company 
remains to be the object of regular and continuous evaluation even afterwards.  
 

The basic aim of the research is the examination of the system of connections 
between the self-evaluation and market evaluation of the companies, primarily following 
the first public issue, from the point of view of joint stock companies undertaking stock 
exchange evaluation.   
 

What makes this issue really topical is that Hungarian companies are less and less 
willing to undergo evaluation and classification based on public information. The 
institution of “stock exchange constraint“ did not produce the expected results.  
 

To explore the chief characteristics (motifs and prices) and features, as well as the 
relationship between company performances and market prices – indirectly the 
company-evaluation role of the Hungarian stock exchange – I carried out empirical 
examinations based on the data collected.  
 

The basis of the examination was the assumption that the past of the Hungarian 
stock exchange (roughly ten years) and its level of development, as well as the number 
of issuers (securities) at the stock exchange provides sufficient time and basis for the 
carrying out of the examinations indicated.  
 
The following consequences can be drawn from the examinations:  
 

1. When examining the motivation of issuers, based on the survey, we can draw the 
conclusion that Hungarian issuers choose public (stock exchange) appearance not 
because of the fresh capital influx. The first issues of companies privatised at the 
stock exchange – as it was quite likely even without the survey – were not made with 
the intent to increase capital.  

 

2. The fact of under-pricing in the case of first public issues can be demonstrated 
within the Hungarian stock exchange as well. By taking a 7 – 9-year long – short – 
period under examination, the characteristic level of yield in terms of truly first 
issues is around 8%.  
When we look at the average first-day level of yield of Hungarian first issues, we find 
similarities to the order of magnitude experienced in developed Western European 
countries, even though – due to the riskiness of the market, its lower level of 
development and stability – theoretically it should be higher. 
Compared to the average first-day yields of IPOs under examination, the first-day 
yield of privatisation shares is some 2% higher. The effect of the distorted 
evaluation of the compensation vouchers is quite likely on the pricing of issues. 
 



 

On the basis of the examination, in connection with the pricing of new issues we can 
establish that the majority of the companies realised its later issue (or issues) at a 
price higher than that established at the time of the introduction into the stock 
exchange.  
 

3. The relationship between the profitability of the companies and the market prices 
can be definitely felt in the circle of companies under examination.  

 

a) In the event of the favourable market reception of the issue price (under-pricing), 
the favourable position will be maintained characteristically in the long run, if 
this is supported by a strong dividend payment willingness, parallel with a high 
level of profitability or low level of profitability.  

 

b) The proportion of shares with favourable market reception and weak market 
performance is low (17 % of the items under examination). Their common 
characteristic feature is that these are the papers the introduction of which to the 
stock exchange took place the longest time ago (8 – 9 years), and the favourable 
market reception of which goes back to the lack of experience in evaluation and 
the great market expectations towards securities.   

 

c) The prices and the EPS correlate well with each other if the payment of dividend 
is regular (that is if the company has a previously announced and kept dividend 
policy) or if the major part of the dividend – in case there is any – gets to be 
distributed.  

 

d) The market P/E index built up inversely with the theory – the ratio between the 
present issue price and the profit of the previous year – correlates well with the 
expected rate of the increase of the profit, but does not show a significant 
relationship with the level of the dividend-payment rate.  

 

e) By examining changes in the ROE index according to the DuPont system 
breakdown, the importance of distinguishing between financial capital transfer 
and complex capital transfer has manifested itself in connection with the stock 
exchange companies, as well as taking the price of foreign sources into 
consideration during the indebtedness process.  

 
The results of the paper 
 

– According to the knowledge of the writer, the paper is the first attempt at exploring 
the evaluation role of the Hungarian stock exchange. The examinations and analyses 
demonstrated in the paper contribute to the realisation and acknowledgement of this 
function; 

– For joint stock companies preparing for the first public issue, the paper gives a point 
of reference for the definition of their issue price by the examination of the level of 
“hidden cost”, so characteristic of the domestic market; 

– By exploring the relationship tangible in the Hungarian market as well between the 
“company performance and market price” directly, and the “performance – 
communication – market price” indirectly, the paper might contribute to the 
decisions of companies concerning their stock exchange evaluation. 


