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ABSTRACT

The purpose of this study is to examine under and overvaluation in top public companies in Kazakhstan
and affect on behavioral approach to corporate finance, in the case incorrect valuation.

Methodology. We choosed of six listed companies between the years 2015-2018. We test the three
hypotheses via a statistica analysis; all quantitative data were collected from audited financial annual reports.

Originality / value of the research. This study is the first to investigate the relationship between incorrect
valuation and corporate decision in emerging markets such as Kazakhstan.

Findings. The analysis reveal that equity issuance and total financing by firms increase with equity
overvaluation. Literature review part covers the theories regarding the relationship between over/undervaluation
equity and financing decisions. Based on the theory three hypotheses are created. Our evidence supports the
hypothesis that over valuation and under valuation equity affects financing decisions.

Conclusion. This research paper showed that firms raise more capital and especially issue more equity,
when their shares are overvalued.

Keywords: undervaluation, Overvaluation, Equity, Debt Issuance, Equity Issuance.

KA3AKCTAHJBIK KOMIIAHUSIIAPIBI BAFAJIAY THIIOTE3AJIAPEI )KOHE
OJIAPJIBIH BACKAPYIIBLIBIK INEIIMIEP KABBLIIAYFA OCEPI

A. A. Anamo6exona', A. O. Typexanosa?, K. bex6onatoBa’
I.2Hapxo3 Yausepcureti, Anmarsl, Kazakcran Pecry0amukace
*BypkitOaeB atbiHmarsl MHAyCTpUAIIbl aBTOMATTAHIBIPY YKOHE U(PPIAHIBIPY HHCTHTYTHI,
TOACB YHUBEPCHUTETI, AJIMATHI, KCTaH PecryOnukacht
Corbae epcuTeTi, AIma azakcraH PecmyOnmkac

AHIATIIA

3epmmeyoiy maxcamor — KazakcTaHIarbl JKETEKII MEMIICKETTIK KOMITAHFSUTApAAFbl Oarajiaynbl *KoHE
KOMITAHHUSTHBIH TYPBIC eMec OaraiayIapbIHBIH KOPITOPATHBTIK KapKbUTAHABIPYFa MiHE3-KYJIBIK TOCUTIHE dcepiH
3eprrey.

Doicnamacel. biz Kazakctanmarel 6 ipi JUCTHHT KOMIAHUSUTAPBIH TaHAAABIK. YT THITOTE3a
KaJIBIITACTHIPBUIIBI )KOHE CTATUCTUKAIBIK TaJIJAyIbl KOJIaHa OTBIPBIT CHIHAIIBI, OApIIBIK CAHIBIK JepEKTep
2015 xpurman 2018 xpUTFa TeHiHTI Ke3SHIeT! ay IUTTEITeH KapKBUTHIK JKBIIIBIK €CETITEePICH KUHAIIEL.

3epmmeyoin bipezetiniei / Kynowiivievl. by 3epTrey KazakcTan CHSKTHI TaMbITT KeJle )KaTKaH HapbIKTapAaFbl
KaTe 0ara MEH KOPITOPATHUBTIK MICTITIM/IEP apachIHIaFbl OalTaHBICTHI 36PTTEUTIH aTFaITKEI OOJIBIT TaOBLTA b

3epmmey nomuoicenepi. Tanmaynap KanmuTanabl Kaita OaranayMeH akIUsIapibl MIbIFapy jkoHEe (Gupma-
JIApIbl XKaNIBl KapKbUTAHIBIPY OCETIHIH KopceTei. OaeOueTTep Al Moy abH Oip Oemiri KamuTaimsl KaiTa
Oaramay / xaiita Oaranay Hemece Kap KbUIAHABIPY Typajibl MIEMTIMACP apachIHIAFsl OalIaHbIC Typajbl TEO-
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pusiapapl KaMTrIbl. Teopust HeTi3iHae YII THIoTe3a kacanaapl. bi3iH AepekTep KanuTanabl Kaita 6aranay
JKOHE YPhIC OarajiaMay Kap KbUIBIK IICIIIMIEPre acep eTe/l IereH 00KaMIbl KOJIIak Ibl.

Kopwvimuinowi. by 3eprrey dupmanap kebipek KanuTasabl KeOSHTETIHIH )KoHE 9cipece aKIusIapbl KalTa
OaranaHfaH Ke3Jie KoOIpeK aKIus IIbIFapaThIHBIH KOPCETTI.

Tyuin co30ep: KOMIIaHUSIIAPBI AyphIC Oaranay, Kaita Oarainay, aknusuiap MbIFapy, KapbI3JIbIK MiHAETTeE-
Meliep.

TUITIOTE3bI OLIEHOK KA3BAXCTAHCKNX KOMIAHUM U X
BJIMSTHUE HA IPUHSATHUE YIIPABJEHYECKHUX PEINEHUM

A. A. Anamo6exoBa', A. O. Typexanosa?, K. Bex6onatopa’
1.2 Vuusepcurer Hapxos, Anmarsl, Pecrryoinka Kazaxcran
SMHCTHTYT MPOMBIIIUICHHON aBTOMATU3alny U nndpoBu3aimu umenu b. Bypkurdacsa,
Satbayev University, Anmatsl, PecriyOnuka Kazaxcran

AHHOTALOUSA

Lenvio 0annozo uccredosanus — SIBISETCS U3yYEHUE OLIEHKH B BEIyIIHX ITyOIMYHBIX KOMIaHusX B Kazax-
CTaHe U BIMSHNE HENPABWILHOW OIIEHKH KOMITAHUH Ha MTOBEJCHYSCKHUI MOIX0]1 K KOPIIOPATHBHBIM (prHAHCaM.

Memooonozus. Mpl BeIOpanu 6 KpyMHBIX JTUCTUHTYOMMX KoMnanuii Kazaxcrana. ChopMupoBaiu u mpo-
BEPUJIA TPU TUIMOTE3bI C IOMOIIBIO CTATHCTHUECKOIO aHaJIN3a; BCe KOJIMYECTBEHHBIC JaHHbIE ObLTH COOpaHbI
13 ayJMpOBaHHBIX (PMHAHCOBBIX TOJIOBBIX O0TYETOB 3a nepuoa 2015 mo 2018rona.

Opueunanvrnocms / yeHHocms uccae0o8anus. ITO NCCIEOBAHNE SIBISIETCS IEPBBIM, B KOTOPOM HCCIIEY-
eTCsl CBSI3b MEXK]y HENpPaBHIILHON OLIEHKOW M KOPIOPATUBHBIMH PEIICHUSMHU Ha Pa3BUBAIOIIUXCS PHIHKAX,
Takux kak Kazaxcran.

Pesynvmamul uccnedosanusn. AHaau3 OKa3bIBaeT, YTO YMUCCHUS aKIUi 1 obliee GpuHancupoBanue Gupm
YBEIMUUBAIOTCSA C TIEPEOIICHKOH KanuTana. YacTh 0030pa IUTepaTypbl OXBaThIBAET TEOPHH, KaCAIOIINECS B3a-
HMMOCBSI3U MEXIY TIEPEOICHKOH / HeJIOOIEHKOW KanuTaia U pelieHus Mu 0 puHaHcupoBaHuu. Ha ocHOBaHWU
TEOPHH CO3JIaHbl TPU I'MITOTE3bl. Halm qaHHbIe MOITBEP K IAI0T TUIIOTE3Y O TOM, UTO [IEPEOLIeHKA U HEJIOOIICH-
Ka KanuTaia BIUSIOT Ha (PUHAHCOBBIC PELICHUSI.

Bvi1600. Dt1a ucciienoBarenbckasi padboTa 1mokasajia, 4To (PUpPMbI IPUBJICKAIOT OOJIbIIE KalluTajla U 0COOCH-
HO BBIITYCKAIOT OOJIbIIE aKIHii, KOT/Ia MX aKIIUU IIePEOIICHEHBI.

Kniouesvie cnosa: HepooleHKa KOMITAHUH, TIEPEOLICHKA, BBIITYCK KLU, JOJTOBbIE 0053aTeIbCTBA.

INTRODUCTION

Business world has faced questions regarding the management of behavior in financial decision-making.
The main question in the paper is following: How does equity valuation affects corporate financing decisions.
Overvaluation may force a company to use its shares to acquire another company whose shares are not
overpriced.

The research aims to identify the relationship between over/undervaluation equity and financial decisions.
We decided for reaching this aim to test the hypothesis in six big listed companies of Kazakhstan. Inefficient
markets approach to corporate finance predicts that the firm will raise more capital when it can get a higher
price relative to the fundamental value of securities that is the question, and a relatively low price for the
securities that the ransom. Stock markets can be volatile, and the reasons for the increase or decrease can be
a daunting task. Most often, the stock prices are affected by a number of factors and events, some of which
affect the prices of the shares directly, and others who are doing it indirectly. Events that can occur within
companies will affect the price of its shares, including mergers and acquisitions, earnings reports, suspension
of dividends, the development or approval of a new product innovation, employment or dismissal of the
heads of companies and allegations of fraud or negligence.With capital is more sensitive to the value of the
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company than the debt, the effects of wrong assessment should be stronger stock than debt issuance for the
net inflow, net equity issuance more allows the firm to maximize profits it derives from the new owners of the
securities. This is desirable for existing shareholders, and for the manager who wants to increase the long-term
stock price. Thus, the behavioral approach assumes that the net equity issue, in fact, by virtue of substitution
between them, the sensitivity of debt issuance in an incorrect assessment can be negative. The articles Xu, Xin
[1] said that mergers and acquisitions (M&A) are result of Overvaluation Company. If stock of company is
overvalued, the managers will use this situation to acqure other companies, and this leads to increase ferquency
of M&A. Cha, Sangkwon [2] in the article showed that business strategy and valuation errors interconnected.
They used for this purpose 8117 Companies in Korea and analized managerial tendency, managerial decision
making and overvaluation. Results empirical studies showed positive correlation with the valuation errors in
the big companies, and negative correlation with overvaluation in small companies. In its turn, in researching
paper Huber, Christoph [3] showed importance a constant fundamental value and he found that overvaluation
and bubble infomation have a strong relationship with fundamental value. For this analising, he used 280
companies. Huber and Kirchler [3], Bagestanyan and Walker [4] and Cason and Samek [5] also demonstarted,
that the overvaluation companies with a decrease FV can affect market price. Underfunding problem is getting
from replacing assets between bondholders and shareholders. One of the reason of high-risk debt is a low
market value, and this may influence the investment decision of the firm, where decision will be adversely for
company. Myers [6] noticed If NPV is lower than the amount debt issued, the shareholders may refuse positive
NPV projects. For understanding real worth of the business and its assets, for making good decision to invest
in right company need to work with professionals who can analyzed not only tangible assets, and recognize
intangible assets Donald E. Anders [7]. The asymmetry of information in investment decision studied in the
theoretical works of works of Jensen and Meckling [8], Myers and Myers and Majluf [9]. The first two articles
emphasize the consequences of the existence of asymmetric information after the conclusion of an agreement
between shareholders and bondholders, while the article by Myers and Mailuf [9] emphasizes the role of
asymmetric information before an agreement is concluded between current and potential shareholders. All of
the above documents show that information asymmetry can lead to the fact that some investment projects with
positive net present value (NPV) will not be implemented.

Dynamic Investment and Financing in companies of Kazakhstan. Kazakhstan is a country with a
dynamically growing economy; therefore, the GDP growth should be accompanied by a high rate of fixed
capital savings. The financial crisis and economic slowdown have adversely affected the global economy,
and Kazakhstan was not an exception. Despite this, business activity here is rapidly recovering. Corporate
governance has become an increasingly popular topic in Kazakhstan; local companies are becoming
increasingly more sophisticated and internationally-minded and more companies are realizing that their
corporate governance needs to be improved in order to remain competitive and to attract investment. Some
companies have listed their shares in London and have had Eurobond issuances, thus showing that Kazakhstan
is entering into the minds of the international business community. Now our country is experiencing difficult
times. Kazakhstani companies are not yet accessible to foreign investors, since most of them do not circulate
on large world exchanges.

We can see that, worsening global economic conditions and worlds pandemic are damage all sector of
economic. Despite all the difficulties, we hope that the country will come out of the economic crisis with
minimal losses.

THE MAIN PART OF THE STUDY

Problem Discussion

We also check three hypotheses proposed behavioral approach to corporate finance, examining how the
sensitivity issue in an incorrect assessment varies depending on the evaluation, size, turnover, book-to-market
and others.

Hypothesis 1: Equity issuance and debt is increase with the degree of overvaluation.

Hypothesis 2: For growth companies (with low book-to-market rations) relationship between degree with
overvaluation and total issuance with stronger than that of value companies.
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Hypothesis 3: For small companies relationship between debt issuance and total issuance is stronger than
among large companies.

Our approach to testing for undervaluation and overvaluation effect effects upon net issuance is to apply a
single overall measure of over/under valuation. By definition, incorrect pricing problem affects market price
is to determine a good benchmark for the fundamental, so that the deviation between the fundamental and is a
relative measure of relatively pure measure of mis-valuation. To test our hypotheses, we find the price to book
of a company and price-to-book equity ratio of industry. Our measure of overvaluation and undervaluation are
the industry-adjusted market-to-book ratio of equity (Ind-adj OV). We also tested the financial indicator ROE
to understand company performance.

Methodology.The research methodology consists of quantitative research method, which includes analysis-
using data from annual reports of six Kazakhstani listed companies. The quantitative data is gathered using
annual accounts available on KASE, LSE websites. The information in the annual reports can be classified
as secondary data: data that has already been collected for some other purposes. The advantage of using
secondary data is that is has already been summarized, it is rather easy to obtain (annual accounts are available
on KASE and the company website) and it is comparable to other annual reports. We collected all information
from different financial resources for check our hypothesis, all financial data covered in Table 1. The firstly
we calculated equity issuance in percentage and debt issuance in percentage. The next step we found price
to book of the company and price to book benchmark (S&P/TSX) to identify which one of the companies
are overvalued and undervalued. Based on these the financial results we divided our companies at growth
company and Value Company, and at overvalued company and undervalue company. We measure firms'
issuances during each fiscal year; table 2 reports the debt issuance and equity issuance in percentage. Our
sample includes firms with same year-ends. We perform both portfolio sorting analysis and regression analysis
in Table 3. In sorting tests, we sort firms into valuation quintiles each year, calculate security issuance across
quintiles.

We assume that all firms in an industry have the same costs of capital and expected growth rates, and use
equation 2 to estimate 1/( ki - gi) for a typical firm by regressing the market values of all firms in the industry
on their profits for a period of time when, based on the aggregate price/earnings ratio for the S&P index, shares
in aggregate do not appear to be overpriced. Our measure of overvaluation is the industry-adjusted market-to-

book ratio of equity:
(®),~ (),

(%),

This measure has been used in studies Ang and Cheng [10]

adj OV - are the industry-adjusted market-to-book ratio of equity
M
(E) " Is the market-to-book equity ratio of stock i. The market to book financial ratio, also called the price

ind —adj OV =

to book ratio, measures the market value of a company relative to its book or accounting value. The market
value of the company is its value at any point in time as determined by the financial marketplace. (M) s the
B .
jt
median market-to-book equity ratio of industry J which stock I belongs at time T. Targets acquired by stock
bidders are generally overvalued prior to the merger, but targets acquired by cash bidders are approximately
fairly valued.

A positive number suggests overvaluation relative to the industry median while a negative number suggests
undervaluation. We have analyzed valuation all companies and we can see overvaluation companies and
undervaluation companies. (Table 1)

For this, we used the market and book value indicator S & P / TSX, where
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Book Value per shares S & P/ TSX (usd) = 1.39

Stock Price S & P/ TSX (usd) =1.23

P/ Bben. * = Stock Price S & P/ TSX (usd) | / Book Value per shares S & P/ TSX (usd) P/ Bben. * =0.88

We take indicators S & P / TSX for the current year, as this most accurately shows the position of the
company now. The additional indicators for investors is ROE (Return On Equity), because this significant
indicator of profitability. This rate shows, which reflects the essence of the business - its effectiveness. This
is the rate illustrated how shareholder’s money works in the company. The higher ROE is the better for the
investor.

The valuation stock of Kazakhstan's company

=@= (Over/Undervaluation ((P/Bi)-(P/Bben.*))/(P/Bi)) =@=—ROE

Figure 1 — Comparative analysis of ROE indicators and Over/Undervaluation rate

In the Picture 1 has the data from Table 1, where used two indicators: ROE and indicators of under or
overvaluation stocks. This graph shows these indicators are 90% identical in dynamics, this means our
indicators have direct correlation. Kazakhtelecom's indicators are is not dynamic, this is because we used the
data of book to price ratio only for 2018. This company just started listing on the stock exchange from 2018.
In the table 1 also shows that Kegoc, Kcell, Kazakhtelecom, Kazatomprom are overvaluation indicators in
Kazakhstan. It means more 90% of big companies in Kase have “good” numbers or indicators in financial
report, bit it not good for investors, for making corporate decisions. Investors for taking right decision should
use dynamics of changes data. The dynamics shows what is happening in the company in the different periods
and how its business is developing. The different periods shows the assessment, but for a full information, it is
not enough just to compare the company's results with each other, the most to consider them in the context of
the market, comparing with industry values.

Measure of issuance. Results of the Graham and Harvey [11] survey of financial officers suggest that
managers try to time interest rates in their debt issuance decisions. We measure firm’s equity and debt issuance
using accounting data from annual auditing report

We define debt issuance as the change in book debt between two consecutive years, scaled by lagged firm
assets. The issuance variables effectively capture all public and private issuance, as well as issues that are
expired or repurchased.

Net issuance of debt is the cash a company received or spent through debt related activities such as debt
issuance or debt repayment. If a company pays down its debt during the period, this number will be negative.
If a company issued more debt, it receives cash and this number is positive. We have tested our companies
between this formula Net Debt=Short total debt +Long total debt —Cash and Cash Equivalents, and results
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shows all firms have positive numbers of debt; it means companies have more debt, than have cash. That
practice is normal for business sectors; these results will help us for tasting our hypothesis.

For finding Financial Leverage Ratio (Table 2), we long term debt divided by total capital, this ratio is
debt-to-equity ratio.

We can see, our analysis of financial leverage or Debt Issuance shows how a business or investor is using
borrowed money. JSC Kazmunaygaz, JSC Kazakhtelecom, JSC Kegoc have more 50% debt issuance, this
indicators are normal and its means they can made max profit with low risk. We know with high leverage are
to be considered to be a high risk of bankruptcy.

Following Baker and Wurgler [12], Equity issuance (EI) was illustrated in the Table 3. For finding it, we
divide the shares into capital, and we test our hypothesis about sensitive equity issuance and overvaluation.
As we can see from the results of Table 3, where the data of large firms are displayed, they show a weak
connection between mis-valuation and equity issuance. In fact, our findings here of mis-valuation effects on
issuance are strongest among small firms.

We also examine the total external equity and debt issuance TI= EI+DI (Table 4). Results our analysis
illustrated that, for big company the sensitivity of equity issuance and total issuance to overvaluation and
undervaluation is less than for small company. We tested big companies and finding results shows weak
sensitive total issuance and mis-valuation.

Hypothesis analysis and Findings.Statistical analysis was used in this study. We apply MS Excel 2010
to confirm the accuracy of the results. Hypothesis testing we use the two-sample t-test, because our testing
companies have equal sample sizes and equal variances.

The first step to examining this question is to establish the specific hypotheses we wish to examine.
Specifically, we want to establish a null hypothesis and an alternative hypothesis to be evaluated with data.
Once a t-value is determined, a p-value can be found using a table of values from Student's t-distribution. If the
calculated p-value is below the threshold chosen for statistical significance, then the null hypothesis is rejected
in favor of the alternative hypothesis. An informal interpretation of a p-value, based on a significance level
of about 10%, might be p<= 0.01: very strong presumption against null hypothesis, 0.01 < p <=0.05: strong
presumption against null hypothesis, 0.05 < p <=0.1: low presumption against null hypothesis p > 0.1: no
presumption against the null hypothesis. We use six companies for 2015-2018 periods in our paper.

Each year, firms are grouped into quintile portfolios according to either price-to-book (Table 6), the
industry-adjusted market-to-book ratio of equity (Table 5) and Market capitalization (Table 7) of the month
preceding each fiscal year start. In these tables includes 6 firms listed on KASE or LSE during 2015-1018.
Then firms are sorted into quintile portfolios according to O/U ratio, P/B and Mar. Cap ratio. This table reports
the time-series mean of equity issuance, debt issuance, total issuance, all scaled by lagged total assets, for
each valuation portfolio. Difference in issuances between the most over and undervalued portfolios, value and
Growth, Small and Large portfolios and the associated t-statistic of the difference, are also reported. N is the
time-series average number of firms in each portfolio.

Table 5 — Security Issuance of Firms sorted by O/U

Valuation Portfolio | N P/Bi P/g &i‘ffrpss;(m’ Over/Undervaluation ((P/ equity debt issu- | total issuance
(usd) (usd) Bi)-(P/Bben.))/(P/Bi)) (usd) [ issuance % ance % %

I (Undervaluation) |6 |0,39 0,88 -2,27 0,89% 116,30% 117,19%

2 6 1097 0,88 0,07 22,34% 181,29% 203,63%

3 6 |[1,24 0,88 0,29 26,83% 418,47% 445,30%

4 (Overvaluation) 6 (2,31 0,88 0,6 17% 393,80% 395,50%

Difference 1-4 -1,31 0,5 7,55 8,06

(t-statistic) -0,6848 -2,11 -2,1353

Note - compiled by the authors based on [13, 14, 15]
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Table 5 reports how under or over valuation is related to external equity and debt net issuances. Mean
values O/U and the issuance variables EI, DI, the sum of the two issuance Equity issuance and debt is increase
with the degree of overvaluation. Consistent with Hypothesis 1, using the O/U measure, overvalued firms issue
more equity than undervalued firms. Each year mean issuance levels are computed for each quintile. Finally,
time-series mean of the issuances for each quintile is computed. (TI) and the differences between top and
bottom valuation firms are reported.

Table 6 — Security Issuance of Firms sorted by P/B

Valuation Portfoli N P/Bi P/g &iffrpss;(m’ Over/Undervaluation ((P/ | equity issu- | debtissu- | total issuance
aluation Fortiotio (usd) (usd) Bi)-(P/Bben.))/(P/Bi)) (usd) | ance % ance % %
1 (Undervaluation) 6 10,39 0,88 -2,27 0,89% 116,30% 117,19%
2 6 1097 0,88 0,07 22,34% 181,29% 203,63%
3 6 |[1,24 0,88 0,29 26,83% 418,47% 445,30%
4 (Overvaluation) 6 (231 0,88 0,6 17% 393,80% 395,50%
Difference 1-4 -1,31 0,5 7,55 8,06
(t-statistic) -0,6848 -2,11 -2,1353
Note — compiled by the authors based on [13, 14, 15]
Table 6 reports how growth and value is related to external equity and debt net issuances.
Table 7 — Security Issuance of Firms sorted by Market Capitalization
Over/Undervalu-
Valuation N P/Bi P/: &iffrl’ss;()ﬂ, ation ((P/Bi)-(P/ equity issu- debt issu- total MKT CAP
Portfolio (usd) (usd) Bben.))/ (P/Bi)) ance % ance % issuance % | (in millions)
(usd)
1 (Large) 6 10,81 0,88 -0,18 21,58% 41,64% 63,22% 8277941
2 6 1,60 0,88 0,29 1,83% 366,97% 368,79% 750 378
3 6 |1,05 0,88 -1,75 0,55% 199,50% 205,00% 346 381
4 (Small) 6 |145 0,38 0,33 26,27% 326,89% 353,16% 274 204
Difference 1-4 -1,31 0,5 7,55 8,06 9 648 905
(t-statistic) -0,688 2,11 -2,1353

Note — compiled by the authors based on [13, 14, 15]
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Table 7 reports how small and big is related to external equity and debt net issuances. Mean values Market
Cap and the issuance variables EI, DI, the sum of the two issuance (TI) and the differences between top and
bottom valuation firms are reported.

O/U — Quintile Regressions. Hypothesis 1 and Hypothesis 2. Consistent with Hypothesis 1, using the
O/U measure, overvalued firms issue more equity than undervalued firms; the inter-quintile difference between
Undervaluation and Overvaluation in El is 0.5 (t =- 0,68), in DI is 7,55 (t=-2.11), Tl is 8,06 (t=-2,13)

Hypothesis 1. Equity issuance and debt is increase with the degree of overvaluation.

Consistent with Hypothesis 2, using the P/B measure, growth company issue more equity than value firms do.

Hypothesis 2: For growth companies (with low book-to-market rations) relationship between degree with
overvaluation and total issuance with stronger than that of value companies.

If we compare table 5 and table 6, we can see similar results on columns: over/undervaluation, debt issuance,
equity issuance and total issuance. It means for testing our two hypothesis we can use results table 8, 9 and 10.
We report T-statistics based on standard errors clustered by both year and firm. The dependent variables are
EI, DI and TI. We report three regression specifications for each dependent variable.

We first examine test conducted on the dependent variables is EI (equity issuance), our P value is more than
0,05 it means we should reject our the first part of Hypothesis 1 and 2.

Table 8 — T-Test for Equity Issuance of Hypothesis 1 and 2

t-Test. Two-Sample Assuming Equal Variances equity issuance
Equal Sample sizes
Recipel Recipe2
Mean -0,3282 0,12558
Variance 2,34094 0,02569
Observations 6 6
Pooled Variance 1,18332
Hypothesized Mean Difference 0
Df 14
t-stat -0,8343
P(T<=t) one tail 0,20906 accept Null Hypothesis because p>0,05
T critical one-tail 1,76131 | |
P(T<=t) two tail 0,41812 accept Null Hypothesis because p>0,05
T critical two-tail 2,14479 | |

Note — compiled by the authors based on [13, 14, 15]

Table 9 — T-Test for Debt Issuance of Hypothesis 1 and 2

t-Test. Two-Sample Assuming Equal Variances debt issuance

Recipel Recipe?
Mean -0,328201873 1,888597
Variance 2,340943896 5,256872
Observations 6 6
Pooled Variance 3,798907801
Hypothesized Mean Difference 0
Df 14
t-stat -2,274714771

reject Null Hypothesis be-
0,019591014 cause p<0,05

T critical one-tail 1,761310136

P(T<=t) one tail

reject  Null  Hypothesis
0,039182029 because p<0,05

T critical two-tail 2,144786688
Note — compiled by the authors based on [13, 14, 15]

P(T<=t) two tail
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The next step we examine test conducted on the dependent variables is DI (Debt Issuance) our P value is
less than 0,05 it means we should accept our the second part of Hypothesis 1. Debt Issuance is increase with

the degree of overvaluation.

Table 10 — T-Test for Total Issuance of Hypothesis 1 and 2

t-Test. Two-Sample Assuming Equal Variances

total issuance

Equal Sample sizes

Recipel Recipe?
Mean -0,328201873 2,014174
Variance 2,340943896 5,655632
Observations 6 6
Pooled Variance 3,998288049
Hypothesized Mean Difference 0
Df 14
t-stat -2,342877123
P(T<=t) one tail 0,017213752 reject Null Hypothesis
because p<0,05
T critical one-tail 1,761310136
P(T<=t) two tail 0,034427505 reject Null Hypothesis
because p<0,05

T critical two-tail

2,144786688

Note — compiled by the authors based on [13, 14, 15]

The last step we examine test conducted on the dependent variables is TI (Total Issuance) our P value is less
than 0,05 it means we prove our the Hypothesis 1, because TI is the sum of EI and DI. Hypothesis 1. Equity
issuance and debt is increase with the degree of overvaluation.

We prove our Hypothesis 2, and The sensitivities of total issuance and debt issuance to mis-valuation
stronger among growth company (with low book-to-market ratios).

Size—Quintile Regressions. Hypothesis 3. According to Hypothesis 3, the estimated sensitivity of debt
issuance and total financing to mis-valuation will be greater among small firms,
Hypothesis 3: For small companies relationship between debt issuance and total issuance to mis-valuation

is stronger than among large companies

Table 14 — T-Test for Equity Issuance of Hypothesis 3

t-Test. Two-Sample Assuming Equal Variances

equity issuance

Equal Sample sizes

Recipel Recipe?
Mean -0,3282 0,125577
Variance 1,473932 0,031394
Observations 6 6
Pooled Variance 0,752663
Hypothesized Mean Difference 0
Df 14
t-stat -1,0461

P(T<=t) one tail

can not reject Null Hypothesis be-
0,15662 cause p>0,05

T critical one-tail

1,76131

P(T<=t) two tail

can not reject Null Hypothesis be-
0,313241 cause p>0,05

T critical two-tail

2,144787

Note — compiled by the authors based on [13, 14, 15]
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We first examine test conducted on the dependent variables is EI (equity issuance), but our P value is
greater than 0,05.

Table 15 — T-Test for Debt Issuance of Hypothesis 3

t-Test. Two-Sample Assuming Equal Variances DI
Equal Sample sizes
Recipel Recipe?

Mean -0,3282 1,888597

Variance 1,473932 6,290577

Observations 6 6

Pooled Variance 3,882255

Hypothesized Mean Difference 0

Df 14

t-stat -2,25016

P(T<=t) one tail 0.020521 reject Null Hypothesis because
p<0,05

T critical one-tail 1,76131 |

P(T<=t) two tail 0.041041 reject Null Hypothesis because
p<0,05

T critical two-tail 2,144787 |

Note — compiled by the authors based on [13, 14, 15]

We examine test conducted on the dependent variables is DI our P value is less than 0,05.

Table 16 — T-Test for Total Issuance of Hypothesis 3

t-Test. Two-Sample Assuming Equal Variances TI

Equal Sample sizes

Recipel Recipe?
Mean -0,3282 2,014174
Variance 1,473932 6,462558
Observations 6 6
Pooled Variance 3,968245
Hypothesized Mean Difference 0
Df 14
t-stat -2,35173
P(T<=t) one tail 0,016926 reject Null iﬁ%ﬁem because
T critical one-tail 1,76131
P(T<=t) two tail 0,033852 reject Null If)i%‘j(‘)};eSiS because

T critical two-tail 2,144787

Note — compiled by the authors based on [13, 14, 15]

We examine test conducted on the dependent variables is TI our P value is less than 0,05.
We prove our Hypothesis 3, the estimated sensitivity of debt issuance and total financing to mis-valuation

will be greater among small firms.
Hypothesis 3: For small companies relationship between debt issuance and total issuance to mis-valuation

is stronger than among large companies.
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Annex A
Table A-1 — Descriptive analysis of the stock overvaluation/undervaluation
5
2 3 '5 ,§ P/B ratio = Over/Undervaluation
g § % ~ o -’u; Stock Price / ((P/Bi)-(P/Bben.))/(P/ ROE
£ = z g ';:, 2 Book Value per Bi))
&) S = & share (usd) (usd)
m v
2015 10,22 5,97 0,58 -0,51 4,71%
N
8 2016 10,55 5,21 0,49 -0,79 29,83%
>
<
e 2017 11,20 7,10 0,63 -0,40 5,82%
K
5 M 2018 11,42 7,80 0,68 -0,30 5,82%
2015 47,09 48,55 1,03 0,14 11,40%
2016 32,36 33,36 1,03 0,14 19,60%
g
% 2017 27,07 27,91 1,03 0,14 21,7%
Q
% g
5 Q 2018 4,75 4,88 1,03 0,14 21,7%
2015 0,69 0,83 1,20 0,26 8,60%
=)
§ 2016 0,69 0,83 1,20 0,26 8%
©
E 2017 0,69 0,83 1,20 0,26 5,60%
<
5 2018 0,69 0,83 1,20 0,26 5,50%
2015 1,25 3,80 3,04 0,71 21,79%
2016 1,07 2,10 1,96 0,55 21,79%
— 2017 1,07 2,30 2,15 0,59 18,26%
[}
Q 2018 0,91 2,20 2,40 0,63 20,42%
2015 20,24 2,81 0,14 -5,38 9,60%
8 2016 18,41 2,65 0,14 -5,14 8,40%
§ 2017 17,91 4,06 0,23 -2,90 8,40%
N
Q 2018 14,66 3,61 0,25 -2,60 12,20%
2015 1,31 2,35 1,80 0,51 -2,22%
2016 1,39 2,45 1,76 0,50 7,80%
)
8 2017 1,44 4,32 3,01 0,71 8,93%
S |2018 1,81 417 2,31 0,62 8,93%
ISSN 2224 - 5561 76 Central Asian

Economic Review




HAIIMOHAJIBHA I DKOHOMUKA: BEKTOPBI PABBUTUA
NATIONAL ECONOMY: DEVELOPMENT VECTORS

Table A-2 — Debt Issuance

2015 2016 2017 2018
KMG (KazMunayGaz) (KZT in thousand)
debt issuance (long-term debt) 3332925707 3913414613 4 640 396 061 5064 055 708

total capital

6278279 150

6090 177 797

6 783 604 858

7 143 068 313

debt issuance (long-term debt) 53,09% 64,26% 68,41% 70,89%
KZAP (Kazatomprom) (KZT in thousand)
debt issuance (long-term debt) 150 239 000 106 493 000 75 875 000 134 731 000
total capital 469 405 000 567 830 000 641 176 000 963 010 000
debt issuance (long-term debt) 32,01% 18,75% 11,83% 13,99%
KazakhTelecom (KZT in thousand)
debt issuance (long-term debt) 61027 626 87 564 132 70 126 194 214193 976
total capital 292 421 442 343797 610 359107 937 380 906 789
debt issuance (long-term debt) 20,87% 25,47% 19,53% 56,23%
Kcell (KZT in thousand)
debt issuance (long-term debt) 6322 503 15297 696 18 021 899 17 801 926
total capital 80 446 103 72 680 286 70 539 391 68 075 289
debt issuance (long-term debt) 7,86% 21,05% 25,55% 26,15%
KazTransOil (KZT in Million)
debt issuance (long-term debt) 187 556 192 163 310 819 265775
total capital 2506414 2 407 998 2273930 2097935
debt issuance (long-term debt) 7,48% 7,98% 13,67% 12,67%
KEGOC (KZT in thousand)
debt issuance (long-term debt) 231 816 802 211737 823 214 952 852 236 953 765
total capital 340976 614 362 084 070 374 167 560 470 962 237
debt issuance (long-term debt) 67,99% 58,48% 57,45% 50,31%
Note — compiled by the authors based on [20]
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Table A-3 — Equity Issuance

2015 2016 2017 2018

KMG (KazMunayGaz) (KZT in thousand)

equity issunace (common stock) 68 162 635 68 162 635 74 357 042 74 357 042
total capital 6278279 150 6090 177 797 6 783 604 858 7143 068 313
equity issunace (common stock) 1,09% 1,12% 1,10% 1,04%
KZAP (Kazatomprom) (KZT in thousand)

equity issunace (common stock) 259 356 259 356 259 356 259 356
total capital 469 405 000 567 830 000 641 176 000 963 010 000
equity issunace (common stock) 0,5525% 0,4568% 0,4045% 0,2693%
KazakhTelecom (KZT in thousand)

equity issunace (common stock) 10 922 876 10 922 876 10 922 876 10 922 876
total capital 292 421 442 343797 610 359107 937 380 906 789
equity issunace (common stock) 3,74% 3,18% 3,04% 2,87%
Kecell (KZT in thousand)

equity issunace (common stock) 200 000 200 000 200 000 200 000
total capital 80 446 103 72 680 286 70 539 391 68 075 289
equity issunace (common stock) 0,25% 0,28% 0,28% 0,29%
KazTransOil (KZT in Million)

equity issunace (common stock) 385 385 385 385

total capital 2506414 2407 998 2273930 2097935
equity issunace (common stock) 0,02% 0,02% 0,02% 0,02%
KEGOC (KZT in thousand)

equity issunace (common stock) 260 000 260 000 260 000 260 000
total capital 340976 614 362 084 070 374 167 560 470 962 237
equity issunace (common stock) 0,08% 0,07% 0,07% 0,06%

Note — compiled by the authors based on [20]
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Table A-4 — Total Issuance

2015 2016 2017 2018
KMG (KazMunayGaz) (KZT in thousand)
debt issuance (long-term debt) 53,09% 64,26% 68,41% 70,90%
equity issunace (common stock) 1,09% 1,12% 1,10% 1,04%
total issuance 54,17% 65,38% 69,50% 71,94%
KZAP (Kazatomprom) (KZT in thousand)
debt issuance (long-term debt) 32,01% 18,75% 11,83% 13,99%
equity issunace (common stock) 0,5525% 0,4568% 0,4045% 0,2693%
total issuance 32,56% 19,43% 12,28% 14,92%
KazakhTelecom (KZT in thousand)
debt issuance (long-term debt) 20,87% 25,47% 19,53% 56,23%
equity issunace (common stock) 3,74% 3,18% 3,04% 2,87%
total issuance 24,61% 28,65% 22,57% 59,10%
Kecell (KZT in thousand)
debt issuance (long-term debt) 7,86% 21,05% 25,55% 26,15%
equity issunace (common stock) 0,25% 0,28% 0,28% 0,29%
total issuance 8,11% 21,32% 25,83% 26,44%
KazTransOil (KZT in Million)
debt issuance (long-term debt) 7,48% 7,98% 13,67% 12,67%
equity issunace (common stock) 0,02% 0,02% 0,02% 0,02%
total issuance 7,50% 8,00% 13,69% 12,69%
KEGOC (KZT in thousand)
debt issuance (long-term debt) 67,99% 58,48% 57,45% 50,31%
equity issunace (common stock) 0,08% 0,07% 0,07% 0,06%
total issuance 68,06% 58,55% 57,52% 50,37%

Note — compiled by the authors based on [20]

CONCLUSION

Kazakhstan has a favorable investment climate for future investors; the laws of the country well protect
foreign investors. In the researching paper Ma and Ma [16], developing markets have a very strong impact on
the global economy, as noted by Li et al. [17] in the last decade, a huge share of investment falls on developing
markets and Kazakhstan is no exception. We cannot rule out the existence of information asymmetries in
emerging markets. According to leading audit firms, the quality of financial reporting in emerging markets
and countries with economies in transition is often considered inaccurate and unreliable. Due to the high
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information asymmetry, as was noted in a study by Mahmoud and Orazalin [18], it is difficult to assess the
quality of reporting in emerging markets. Although Kazakhstan is one of the leading economies in Central
Asia and the CIS, future comparative studies, including other emerging markets, will allow study that is more
detailed in different markets. In our study, we were guided by the data of financial statements taken from
verified sources, which are available on the company's websites and on the KASE website (www.kase.kz). Our
research has shown how a company's incorrect valuation can affect financial decisions. This research paper
showed that firms raise more capital and especially issue more equity, when their shares are overvalued. We
have tested whether equity mis-valuation as measured by the ratio of overvaluation is the industry-adjusted
market-to-book ratio of equity affects the net amount of equity and debt issuances. We also tested growth
company and value company and proved that the sensitivities of total issuance to mis-valuation are stronger
among growth company, used for this research the measure Price-to-book. We also checked our hypothesis
about small and large company and tested how equity, debt and total issuance is greater among small than large
firms are. In our paper, we studied and tested three hypothesis, and we proved all hypothesis. The theoretical
and practical part of the article shows one of the methods for choosing company for investors. The long-term
investments need to choose companies that for a long time show stable performance, firmly hold industry
positions. The price of shares increases for successful companies and decrease for unprofitable ones, but it
should also be taken into attention that there are undervalued and overvalued companies where the share
price is mis-valuation due to the manipulation of financial indicators. Therefore, it is very important to look
at the dynamics and check the companies for a number of indicators, thereby reducing the risk of incorrect
decisions.

Despite the above limitations, this study complements a very limited study in the context of Central Asia
on the impact of company valuations and its consequences on investor decisions.
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SUMMARY

This article discusses the relationship between firm value and investment and how equity overvaluation
and undervaluation effects on corporate decisions. We also checked three hypotheses proposed behavioral
approach to corporate finance, examining how the sensitivity issue in an incorrect assessment varies depending
on the evaluation, size, turnover, book-to-market and others.

Our approach to testing for undervaluation and overvaluation effect effects upon net issuance is to apply
a single overall measure of over/under valuation. The findings and analysis reveal that equity issuance and
total financing by firms increase with equity overvaluation. Our evidence supports the hypothesis that over
valuation and under valuation equity affects financing decisions.

TYUIHAEME

Byn makanana GupMasibiK KYHIBUIBIK [T€H WHBECTHUIIMS apachlHIArbl OaillaHbIC, COHNAN-aK KaruTallbl
KaiiTa Oaramay MeH OarayayablH KOPIOPATUBTIK MICHTiMaepre ocepi TankpiiaHaapl. CoHpaii-ak, 613 KOpmo-
paTUBTI Kap>KBUTAHIBIPYFa YCHIHBUIFAH MiHE3-KYJIBIK TOCUTIHIH YIII TUTTOTE3aChIH CHIHAIT KOPIIK, TIYPHIC eMec
Oaranay Ke3iHze ce3IMTaIBIK Mocelieci Oaramayra, MeJIepre, aliHaIbpIMFa kKoHe OacKaapbiHa OalIaHBICTHI
©3TePETiHIH 3ePTTEIIK.

Taza mbIFapbIHABIIApFa NIAMAJaH THIC Oarajay MeH Kaita Oarajay/blH OcepiH TeKcepyre JereH
KO3KapachIMBI3 O1pTYTAaC KA MIEKTEY HeMece TOMEHIETY OarachlH KOJIIaHy 0ok Ta0biIaasl. Hotmkenep
MeH Talifiay KOPCETKEH IEH, aKIsap MbIFAPbUIBIMBI XKOHE (HUpMaIapabl KalIbl KApXKbUIAHIBIPY KalHTall-
IIBI KaiiTa OaraylayMeH >KOrapbUIaiiibl. bi3miH JepekTep KamuTauasl Kaita Oaranay sKoHE OYPBIC OaraiaMay
Kap KBUTBIK MICTIIIMIEPTe dCep eTelli JeTeH OomKaMIbl KOJTal b,

PE3IOME

B a10i1 cTaThe 00CykmaeTcs B3aMMOCBS3b MEKY CTOMMOCTBIO (PUPMBI I HHBECTUITUSMH, a TAKXKE BITHSHIC
TIEPEOIIeHKH M HEIOOIEHKH KaluTalla Ha KOPIOpaTHBHBIE pemieHus. MBI Takke TPOBEPHIIN TPU THIIOTE3BI
MIPEIOKEHHOTO TTOBEACHYECKOTO MOIX0/Ja K KOPTIIOPATUBHEIM (prHAHCAM, MCCIenys, Kak mpobiemMa JyBCT-
BHUTEIHHOCTH B HENPABUIILHON OILIEHKE BApPhbUPYETCS B 3aBUCUMOCTH OT OILIEHKH, pa3zMepa, 000poTa U APYTHX.

Hamr nmoaxon x mpoBepke BIUsHEAS (P QexTa HeTOOIEHKN U MTEPEOIIEHKH Ha YHCTYI0 YMUCCHIO 3aKITI0YaeTCs
B MMPUMEHEHNUU STUHOW OO0IIEeH MephI 3aBLINICHHON WIIH 3aHMKCHHON OICHKH. Pe3ynbTaThl 1 aHAIN3 ITOKa3hI-
BAaIOT, YTO SMHUCCHS aKIni 1 o01ee puHAHCHpOBaHNE (PUPM YBETUYHUBAIOTCSA C TIEPEOLIeHKOoi KanmuTana. Hamm
TAHHBIE TIOTBEPIKAAIOT TUTIOTE3Y O TOM, UTO TIEPEOIeHKa U HEJOOIeHKa KanTalla BIUSIIOT Ha ()MHAHCOBBIS
perlIeHusl.
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