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Chapter |

Introduction

1.1 Background of the Study

The first time that a company decides to issue the new common stocks
publicly is called the initial public offerihg (or IPO). A prospectus is issued for
inviting investors to buy.the first issué of shares-in the company. The difference
between the first-day closing price and the offered price of IPO (before trading in
secondary markets) is first=day initial return. In this study we call the first-day initial

return as “initial return”.

Because the initial return of PO reﬁ]é}ns to exist in the market, the previous
studies define the meaning of-initial retur';'r_l;sf"éf IPOs into two different meanings
between issue discount by issuer and aﬂé;hi%fr“két demand of investors. Ritter and
Welch (2002) document that the term of initial return-and underpricing (or issue
discount) is used interchangeably. Grinbatt and Hwang(1989) also suggest that the
initial return (reflects''the” issue ‘discount; while Llowry; €2003) claims that the
aftermarket demand of investors plays an important role for the decision to go public.
Especially when ithe aftermarket/demand is'strong.and the investars are willing to pay
more for the new issue than its true value. Many firms will seek this opportunity and
try to go public because of the lower cost of going public. This evidence represents
that the strong aftermarket demand of investor has an important effect to the initial

return of IPO.



The issue discount is the action that a company decides to issue the IPO and
offers it at the discount price from the intrinsic value. The higher level of issue
discount reflects the higher initial return, because the offered price is lower than its
intrinsic value. While the aftermarket demand of investor is an indicator of the
overoptimism of investor, the higher level of the overoptimism of investor reflects the
higher aftermarket demand of investor. The aftermarket demand of investors is the
demand of investors for the listed IPOs, this action will affect to the stock price. If the
aftermarket demand is highy-the stock price will-be high. So the initial return will be
high. Then the initial“returns tmay reflect the issue discount by issuers or the
aftermarket demand of _investors; However many studies try to study about the

motivation of the issue discountby issuer and the aftermarket demand of investors.

The asymmetry information 1s the ‘_main reason of the motivation for
discounting the new issue. Rock.(1986) affirms that the issue discount is the
compensation to investors for -the cost df ‘tﬂ)jecoming informed. The higher risk
companies should disgount the IPO at a higrhér- iével. Allen and Faulhaber (1989), and
Grinbatt and Hwang(1989) claim that the issue discount is the signal mechanism of
the issuers to send their information about the firms’ performance to investors. They
document that the!high-quality issuers use thetissue discount as the mechanism to

distinguish themselves from the low=quality issuers.

However many studies study about the motivation of the aftermarket demand
of investors. For example, Rajan and Servaes (1997) document that the analysts tend
to be the overoptimists about the earnings growth projection of IPO firms. They also
find that many investors appear to believe the analysts’ projections. Eventually, this

reason leads to the high aftermarket demand of investors.



Although the IPOs always have the first-day initial returns, but their initial
returns are not equal. Ritter (1984) states that the mean of first-day initial returns of
IPO during 1984 is higher than the mean of first-day initial return during 1977-82. It
stands to the point that this unequally of initial returns should possibly contain some
different information about the issuers’ quality or their stocks. If the difference does
not contain any information, every IPO should have the initial return equally. Because
of this reason, the action of the issue discount.by issuers and aftermarket demand of
investors should contain some information about-the issuers’ quality and their stocks

too.

The issue discount does not onlyr.affect to the initial returns of IPOs. The
previous studies suggest that the issue diséou_nt 15 the signal about the issuers’ quality
and their stocks performange. So many studie_s try to study the relation of the issue
discount with the post-issug firm’s operating performance, and the long-run stock
price performance. From the investigatioh of Allen and Faulhaber (1989), and
Grinbatt and Hwang (1989), the issue diséou-r{t-by the issuer has a positive relation
with the post-issue Operating performance of the issuers. Ritter (1984) claims that
there is a positive significantly statistical correlation between the price variability of

new issue in the aftermarket and the issue discount level.

Manyy studies try«te .concludesthat theyinitial return-reflects the aftermarket
demand “of investors. The recent financial studies recognize the possibility of
irrational behavior of investors affect to the stock price in the market. Black (1986)
states that the irrational investors will trade stocks on their believed. The irrational
investors tend to optimistic or pessimistic about the stock market, especially to IPOs.
They believe incorrectly about the fundamental value of firm. If the market does not

have the irrational investors, the market price of stocks will not move. Helwege and



Liang (2004) document that the IPOs, in hot issue market, with a higher initial return
tend to have a lower long-run stock price performance than the IPOs in cold issue
market. It means that the initial return of IPO is high once the IPO is listed and the
stock price performance tends to decrease in the long-run. Then the stock return
should be affected by the investors’ behavior. Because the irrational investors trade on
their believed which is incorrect believe about the firm’s fundamental value. So the
irrational investors’ behavior seems to affect to the initial returns of IPO. Because of
this reason, the high aftermarket demand of the investors also has a severely affected
to the long-run stock price periertmance of IPOs. Ljungqvist, Nanda, and Singh (2006)
state that there is the negativerelaiion between the aftermarket demand and the long-
run stock price performance: \While Rittgfl (1984) claims that the issuers in the hot
issue market (the periodswith high aftermiarket demand of investors) is the high-risk
issuers. We can imply that they may se-e_wk"-this opportunity, which the investors
exuberant and willing to pay more-for the s;(f;);,k'_.higher than its intrinsic value, to issue

the 1POs. -

Many studies assume that the initial return reflects the issue discount by
issuer, while the others assume that the initial return reflects the aftermarket demand
of investors. Sg'it cannot be_concluded that the 1nitial return reflects the issue discount
by issuer or the aftermarket demand of investors=This is the unsettled debated. Our
objective is to investigate whether‘initial return on‘average reflects the issue discount

by issuers or the aftermarket demand of investors.



1.2 Statement of problem

Many studies assume that the initial return reflects the issue discount by
issuer, while the others assume that the initial return reflects the aftermarket demand
of investors. Then it cannot be concluded that which factor between the issue
discount by issuers and the aftermarket demand of investors can represent the initial

returns of IPO.
1.3 Objective of the study

Our objective is 10 lavesiigate whether initial return on average reflects the
issue discount by issuer @r the aftermarket demand of investors. We try to make the

conclusion about the facior which/can represent the initial return of IPO.
1.4 Contribution

We find that our results are not co-n:si’stgnt with the prior studies in U.S stock
market. The initial return is not the signal of the post-issue operating performance and
the long-run stock price performance: While some of the prior studies in the U.S stock
market document that the initial return is the signal of the issuers’ quality, and some
of them suggest that the“initial return is-the signal of the long-run stock price

performance.
1.5 Methodology and‘Resultin Brief

There are two unsettled debated meanings of initial return between the issue
discount by issuer and the aftermarket demand of investors. From the previous
studies, both factors seem to have the relation with the post-issue operating

performance and the long-run stock price performance.



We apply two methodologies to measure the post-issue operating
performance. They are the industry adjusted performance (IAP) and the multivariate
regression. The industry adjusted performance (IAP) is the changed in operating
return on asset (ROA) adjusted with the median changed in operating return on asset
of the industry. We follow this methodology from Jain and Kini (1994). The
multivariate regression is the methodology to make the result confirmation with the
measurement of the post-issue operating performance by the industry adjusted
performance (IAP). This methodology represenis-the relation between the post-issue

operating performance and theaniwal return.

We apply thiee methodologies 10 measure the long-run stock price
performance. They argithe event-time apbrqach, the calendar-time approach, and the
multivariate regression: We apply “the market adjusted return and the Fama and
French three factors model under the event-time approach, and the Fama and French
three factors model under the calendar—timé a{ﬁ;'broach to measure the long-run stock
price performance. The multivariate regreséidﬁ’Will represent the relation between the
long-run stock price performance and the initial return. All' methodologies are used to

make a confirmation the result among them.

Our evidences are not consistent with ‘our ‘hypotheses.“The initial return does
not have,thesrelation,with«thepostsissue operating performance and the long-run stock
price performance, and it is not the signal of the issuer’s quality and the stock
performance. Because the market underreaction does not exist in London Stock
Exchange, and the operating performance may be the noisy proxy for the expected
quality of the issuer. So our results are not consistent with the evidence of the prior

studies in U.S stock market.



1.6 Organization of the Study

This thesis is organized as follow. Chapter Il presents the literature review and
the hypothesis. Chapter 11l describes the data and methodology used in this study.
Chapter IV provides the empirical evidence. Finally, Chapter V presents the

conclusion.
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CHAPTER Il

LITERATURE REVIEW AND HYPOTHESIS

2.1 Literature Review

As discuss earlier, in the previous studies, the meaning of initial returns of IPO
is defined into two different meanings between issue discount by issuers and
aftermarket demand. The different motivation and the signal sending of them will be

discussed in this section:.

2.1.1 Motivation ofdsstie Discount by Issuers

The issue discount is the action théf "is;._uers and/or their underwriters set the
offer price of new issues lower than its intrinsic value. Several studies investigate
about the motivation to-discount the-new-issue-and-issuers’ signal sending through the
issue discount underlying on the asymmetry information. Allen and Faulhaber (1989),
and Grinbatt and Hwang“{1989), as_the "signaling hypothesis, document that the
issuers use the issue discount in order to distinguish themselves from the low-quality
issuers”and receive maore-favarable' market: reaction:forithe seasonequity offerings
(SEOs). Thus high level of issue discount is a signal of high firm’s quality. When the
firms decide to discount the new issues, their initial owners’ wealth will reduce
immediately. However their wealth will be recovered in the future because the
information about the firm’s quality will be disclosed in the long-run. For this reason,
the high-quality issuers decide to signal firms’ quality by discounting the new issues.

On the other hand, if the low-quality firms discount the new issues, the initial owners’



lose cannot recover in the long-run. Since they know that they will not have a good
performance in the future, that is no incentive to discount the new issues. However,
Spiess and Pettway (1997) try to test the signaling hypothesis, and they disagree.
They argue that the discount issuer does not recover their cost of issue with their post-
issue operating performance, and a lot of issuers are quickly to issue the season equity
offerings (SEOs) followed the IPOs. Because of this reason, the issuing firms may not
recover their cost of issue discount by theiroperating performance, but they recover
their cost of issue IPOs by-issuing the SEOs. Maoreover, they also find that the initial
owners of discounted IPO seli-their personal shares at the initial public offerings. If
the signaling hypothesis is‘true; ihe initial owners of the discounting IPOs should not
sell their personal shares bui they should "pick it up in order to get the profit in the
future as they sending the signal. From this éVidence, it can be implied that the issuers
may discount the new issues in order to gef _é\ benefit from the season equity offerings

(SEOs). il

However several studies study the fel‘zi-tjidn between the level of issue discount
and the risk which the_investors will face from the IPOs..Rock (1986) finds a positive
relation between the level of risk and level of issue discount. Because the IPOs with
overpriced, which an offer price is-higher than'the intrinsic value, are purchased by
only uninformed investors. While¢the IPOs are. discounted thersoffer price, both
informed and uninformed investors‘will"purchase them. lt-means that-the 100 percent
of overpriced IPOs are allocated to uninformed investors, while the IPOs with issue
discounted are allocated to both informed and uninformed investors. The uninformed
investors face the winner’s curse. So the issuers discount the new issues in order to
compensate the cost of becoming informed of investor. Ritter (1984) also finds the

positive relation between level of risk and level of issue discount. He states that the
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higher-risk issuers have a tendency of higher discounting the new issues and higher
variability of the initial return than the lower-risk issuers, consistent with Rock
(1986). Beatty and Ritter (1986) study about the relation between the level of issue
discount and the ex ante uncertainty. After the IPOs are traded in the market, the
aftermarket stock price may shoot up or decline. This uncertainty about the
aftermarket price is called “ex ante uncertainty". The ex ante uncertainty is the risk
that the investors will face. The IPOs with high level of ex ante uncertainty should
have a high level of issue discount, while the"IPO©-with low ex ante uncertainty also
should have a low issue“discount.level. The issuers must hire the investment bankers,
which are more expertise0r issuing new stocks, to issue the IPOs in order to make a
credible commitment fogthedssuers as th‘e"'offering priee is discounted at the optimal
level for investors and isstiers. Because the investors have a cost of analysis about the
IPOs, so they will invest only the IPOs W|th discounted the offered price. The result
of Beatty and Ritter (1986) is‘consistent W|th ‘the result of Rock (1986), and Ritter

(1984).
2.1.2 Motivaticn of Aftermarket Demand of Investors

Recently studies €ongern the sentiment investors or noise trading that affect to
the stock price in the 'market especially'to“the mitial public offerings (IPOs). Black
(1986)documents~that; some=inyestors| in cthey market, are noisey traders. The noise
traders will trade on the noise as if it is the information. If the market does not have
the noise traders, the market price of stocks will not move. This is the evidence that
the sentiment investors play the important role in the market. Rajan and Servaes
(1997) document about the motivation of a high aftermarket demand. They state that
the analysts tend to be the overoptimists about the earnings growth projection of IPO

firms, consistent with Kothari, Sabino, and Zach (1999). Moreover Rajan and Servaes
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(1997) also find that many investors appear to believe in the overoptimism of the

analysts’ projections.

2.1.2.1 The Occurrence of Hot Issue Market

The hot issue market usually has nearly mentioned with the aftermarket
demand. Helwege and Liang (2004) study about the different characteristic of hot-
and cold issue market. They find the evidence that the IPOs in hot issue market have
higher initial returns, but lower stock price” performance than IPOs in cold issue
market. They document that-the issuers in hot issue market tend to seek the “window
of opportunity” to issu€ the'TPOs when investors are more willing to purchase the
IPOs. This result can besConcluded that the hot issue market reflects the greater
aftermarket demand. Loughran and Ritter7(1995) also find the evidence that the public
firms have a lower long-fun steck price performance than the private firms. The
investors must invest more money: at 44 pé"rfc'éj]t in the IPOs higher than invest in the
private firms in order to recejve the equally_.rgturn. They documents that the public
firms may take the -Opportunity-to—issue-the tPOs when their stocks value are
substantially overvalued, because of the high aftermarket demand. Lowry (2003)
claims that the firms’ démand and the sentinient investors play an important role for
the decision to go public. Especially when*the aftermarket'demand is strong and the
investors arewilling, torpaysmore:for the new issuesthan its intrinsic value, many firms
will see‘this opportunity and try to go public because of the lower cost of going
public, consistent with Helwege and Liang (2004), and Loughran and Ritter (1995).
These evidences represent that the strong aftermarket demand of investor has an
important effect to the initial returns of IPOs and the decision to go public of
company. Moreover, Ljunggvist, Nanda, and Singh (2006) assert that, in hot issue

market, the strong aftermarket demand has a negative relation with the long-run stock
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price performance because of the high aftermarket demand of the irrational investors
at the early time of trading. When the aftermarket demand of irrational investor is
acute in the early of listed, the initial return of IPO is also high. They also find that the
decision to issue the IPOs in hot issue market is relative to both aftermarket demand
and the offer price. They document that the issuers tend to set the offer price higher
than the fundamental value in the hot issue market. If the strong aftermarket demand
does not exist, the initial return of the IPOs, which offer price is higher than
fundamental value, should-be low or haye a negaiive value. While the IPOs issued in
the cold issue market“have.the offer price at the fundamental value, but the
aftermarket demand is low insthis period. The initial return of the IPOs in the cold
issue market will be lows This @vidence can be implied that the aftermarket demand
affects to the initial returd ofIPO. Tt means that the IPQs, in the hot issue market, are
overpriced after trading instead converged to its intrinsic value. In the long-run, when
the aftermarket demand of the irrationlaﬂlq Investors reduces, because of more

information disclosure, the long=run stock price performance will also decrease.

In summary, a fot of studies investigate the factors, between issue discount by
issuer and aftermarket demand of investors, which can represent the initial returns of
IPOs. It is the'incansistent conclustan among them. Some of studies assume that the
initial return reflects the issue discount by issuergzwhile other studies assume that the
initial return’ reflects the ‘aftermarket~“demand of investor.’ Thisis the unsettled
conclusion. We would like to investigate whether the initial return reflect the issue

discount by issuer or the aftermarket demand of investors.

This thesis attempts to provide evidence for answering this unsettled debated.
We investigate whether the initial return reflects the issue discount by issuer or the

aftermarket demand of investors. Since the previous studies suggest that the initial
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return has the relation with the post-issue operating performance and the long-run
stock price performance, so we decide to investigate the relation of the initial return,
in the different meanings between the issue discount by issuer and the aftermarket
demand of investors, with the post-issue operating performance and the long-run
stock price performance. These relations will help us to have the conclusion whether
the initial return reflects the issue discount by issuer or the aftermarket demand of

investors.

2.1.3 Study of Post.issue Operating Perfermance

The operating perfosmance is an 'ilndicator which can really represent both
revenues and costs op' expenses occurriﬁg in the business. So the operating
performance is a reliable proxy for ﬁrm’s_qﬁélity. Several studies investigate for the
relation between the post-issue.operating perfarmance and the initial return. Jain and
Kini (1994) find that there is a significant decline in the post-issue operating
performance of the IRO. They document that there IS no.relation between the post-
issue operating performance and the initial return. However a lot of studies believe
that the initial retuen ofIPOs isithesignal of their quality.Allen and Faulhaber (1989),
and Grinbatt and'Hwang (1989) find.that there is a positive relation between the post-
issue operating performance and the, level of linitial return, followed the signaling
hypothesis. While Ritter (1984) disagree with the signaling hypothesis, he find that
the post-issue operating performance has a negative relation with the initial return

level.
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2.1.4 Study of Long-Run Stock Price Performance

From the above discussion, the initial return of IPOs may contain the signal
about the long-run stock price performance and substantial studies investigate for the
relation between the initial return and the long-run stock price performance. Helwege
and Liang (2004) document that the IPOs, in hot issue market, with higher initial
return tend to have lower long-run stoek price performance than the IPOs in cold issue
market. This can be implied that the initial retusn of IPO has a negative relation with
the long-run stock price performance. ‘Ljunggvist,-Nanda, and Singh (2006) suggest
that aftermarket demand«has«a negative relation with the long-run stock price
performance, and the aftermarket demand seems to effect to the initial return. So the
initial return seems 0 have: a negativé lr_elation with the long-run stock price

performance, consistentWwith Helwege and L iang (2004).

However, several studies document fﬁag_the long-run stock price performance
is attributed underreaction to_the signal, both positive and negative, sending to the
market by company. The-underreaction-is-the-phenomenon that the investors slowly
react to the news or signal announcement, because the information is slowly
incorporated to the stock sprice. After the@information is incorporated to the stock
price, the intensive of the difference between Tully-react and underreact by investors
will be~degreasedin the«following period.oSubstantial studies investigate about the
evidence of the long-run stock return under the events or information of the company
sending to the market. Poterba, and Summers (1988) find a positive correlation of the
index return between one month period and one year period. Bernard (1992)
documents that the announcement of stock with earning surprise have a large drift of
stock return in the following period after earning announcement, consistent with

Chan, Jegadeesh, and Lakonishok (1996) . Kadiyala and Rau (2004) investigate for
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the long-run stock abnormal return to the four corporate events as seasoned equity
offerings, stock-financed acquisitions, share repurchases, and cash financed
acquisitions. They find that the firms, which announce the good news, have a higher
long-run stock price performance than firms which announce the bad news. Ritter
(2003) also finds that the investors underreact to U.S SEOs, convertible bonds, bonds,
open-market share repurchases, cash-financed acquisitions, and stock-financed
acquisitions. The above evidences support the underreaction of investor for both
positive and negative news:-However the study oi-Fama and French (1996) suggests
that the Fama and French threc factor model cannot explain the anomaly of the
momentum strategy, whigh has causation from the underreaction of the investors to
the information in the mafket Bedause of this reason, we assume that the reaction of
the investor in the markét i§ underreaction to the news or signal of the company,

which this thesis is the signal from IPOs issu_'iri.g.

- 44

2.2 Development of Hypeothesis

Because the previous studies assume the different factors which can represent
the initial retur, they are the issue discount by issuer-and the-aftermarket demand of
investors. This is the unsettled conclusion. Our thesis objective is trying to investigate
whether the initial ‘return reflects the. issue discount by lissuer:or-the aftermarket
demand of investors. There are three main hypotheses that we want to test. The first
and second hypothesis is the hypothesis that is useful to answer the thesis question.

The third hypothesis is a further test to get more evidence.

In the first hypothesis, we would like to investigate whether the initial return

reflects the issue discount by issuer. So the signal sending about the firm’s quality by
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issuing the discounted IPOs will be discussed. The relation of the initial return with
the post-issue operating performance and long-run stock price performance will be
investigated. From Beatty and Ritter (1986), they document that there is the
monotonic relation between the issue discount by issuer and the ex ante uncertainty
about its value. After the IPO is traded in the secondary market, the price of IPO
maybe shoot up or decline. This uncertainty of the aftermarket price is called “ex ante
uncertainty” about its value. The companysmust hire the underwriter, who is
expertise, in order to enforee the discount equilibrium of IPO. Because the investors
have a cost of analysis about the IPO, they will invest only in the IPO with discount in
order to keep a return to_eompensate this cost. We believe that the aftermarket stock
price of high-quality issuer should have a 'ibwer ex ante uncertainty level, because in
the long-run the information of firm’s quality- will be disclosed to the market. So it has
no incentive to discount the new issue at a hi'gh level. On the other hand, after the IPO
of low-quality issuer is traded in secondaryt/-jf}narket, the information about the firm’s
quality is revealed in the market. When the investors perceive this information, the
market price will be decreased with high level in the long-run. This can implied that
the low-quality firm has high ex ante uncertainty level;.so it should discount the IPO

at a high level,

The study of Beatty and Ritter (1986) can be implied that the initial return
level has a'negative relation with'the firm’s'quality. When'the issuer-decides to issue
the IPO, the investors will try to analyze the optimal price of stock. Because the
investors are more informed than the issuer consistent with Rock (1986), so they will
wait to compare the optimal price with the offer price. Once the offer price is
announced, the signal of the issuer is revealed to the market. Since the initial return

comes from the difference between the first-day closing price and the offer price, and
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the offer price level relies on the issue discount level. The higher level of issue
discount is the lower offer price, while the lower level of issue discount is the higher
offer price. If we assume that the first-day closing price is the optimal price of IPOs,
the lower offer price (higher level of issue discount) leads to higher initial return.
Similarly, the higher offer price (lower level of issue discount) leads to the lower
initial return. So the high initial return (high issue discount level) is a negative signal
of the issuer, while a low initial return (low issue discount level) is a positive signal of
the issuer. To the extent that-investors underréaci*to the signal of issuers, the stock
with a negative signal (high_initial return or high issue discount level) will have a
lower stock price performance in the long-run. Conversely, the stock with positive
signal (low initial returnsor low issue disbbunt level) will have a tendency of higher
positive stock price performance in.the lohg-run. Then we expect that there is the
negative relation between the initial retﬁfné and the post-issue firms’ operating

performance and the long-run stéck price performance.

Hypothesis 1: Issue Discount Hypothesis

Hypothesis 1.1 For 1POswith/high initial réturns| the poest-issue firms’ operating
performance will be relatively low. Similarly, for IPOs with low initial returns,

post-issue firms’ operating performance will be relatively high.

Hypothesis 1.2: For IPOs with high initial returns, the long-run stock price
performance will be relatively low. Similarly, for IPOs with low initial returns,

the long-run stock price performance will be relatively high.

! The extent degree of the underreaction is very proportionate with the absolute magnitude/intensity of
the new information. The reason is that the underreaction has a limited ability to react to the new
information.
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In the second hypothesis, we would like to investigate whether the initial
return reflects the aftermarket demand of investors. From the previous studies, the
aftermarket demand of investors for IPO should be the signal about the issuer’s
quality and stock price performance. So it is necessary to investigate firm’s quality
through the post-issue operating performance and long-run stock price performance.
The relation of the initial return, from the aftermarket demand, with the post-issue
firm’s operating performance and long-run stoek price performance of the new issue
is investigated. From Ljunggvist, Nanda, and-Singh (2006), the issuer sets the offer
price higher than the fundamental-value in the hot issue market, while the issuer sets
the offer price equal to theffundamental value in the cold issue market. Because we do
not recognize about the period of issue; so we would like to assume that the issuer sets
the offer price of IPOs equal to the fundamental value. When the issuer decides to
issue IPO, the offer price s announced. Th-ej' size of initial return will only depend on
the aftermarket demand of Invesiors. Sincé ;t-f-le_.-investors are more informed than the
issuer, they will know about the firms’ quaiit“}t‘ Because of this reason, the investors
will react to the stock in the correct direction of issuer’s quality. It can be implied that
the issuer’s stock with-high aftermarket demand should.-be a high-quality issuer, and
issuer’s stock withylows aftermarket demrand-should be-a low=guality issuer. However
the investors rémain to underreact to this information. The IPO with high initial
return®e(high aftermarket demand) should have a_higher-stock price performance in
the long-run, while the issuer’s stock with low initial return (low aftermarket demand)

should have a lower stock price performance in the long-run.

2 The really initial return of the high quality issuers should be higher from this level, if the investors are
fully react to the signal.
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Hypothesis 2: Aftermarket Demand Hypothesis

Hypothesis 2.1: For IPOs with high initial returns, the post-issue firms’ operating
performance will be relatively high. Similarly, for IPOs with low initial returns,

the post-issue firms’ operating performance will be relatively low.

Hypothesis 2.2: For IPOs with high initial returns, the long-run stock price
performance will be relatively high. Similarly, for IPOs with low initial returns,

the long-run stock price performance will.be.relatively low.

In the third hypothesis; we divide our samples according to the amount of
disclosure information: We apply the diéclo_sure of the used of IPO proceed in the
prospectus as the proxy offthe amount of disclesure information about the issuers.
This proxy is about the objectivewhich the issuer discloses, of the fund raising. We
separately consider this objective into two gfbups: (i) a specific used of the IPO
proceed, such as fordacquisition; and (ii) geﬁeral corporate purposes. Leone et.al
(2007) document that-the specific used of IPO proceed-is associated with the lower
IPO underpricing level. They suggest that the IPOs with specific used of proceed have
less ex ante uncertainty and the disclosure as specific used of proceed will help
investors to estimate the dispersion ‘of the stocks*walue in the secondary market. The
result of:Leone et"al. (2007) 'seems to be consistent with Beatty and Ritter (1986).
Beatty and Ritter (1986) document that there is the positive relation between the level
of issue discount and the ex ante uncertainty. So the IPO with the specific used of IPO
proceed, which has lower ex ante uncertainty, should be discounted the offer price at
the low level. It leads to low initial return of IPO. Moreover, Myers and Majluf (1984)

state that the issuer decides to announce the specific corporate purpose in order to
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reduce the information symmetry problem. So it can be reduced the cost of issuing the
new issued. It can be implied that the IPO with specific used of proceed is not
discounted at the higher level. Then, from the above studies, it can be concluded that
the IPO with specific used of proceed has a lower issue discount than the IPO with
general corporate purpose. So the IPO with specific used of IPO proceed should have
a lower initial return than IPO with general corporate purpose. It may be the case that
the issuer may lie about the objective of IPO issuing. However the investors can
verify the company. If the eempany still lies; they=may be sued. So the company will

not lie about the objective of theissuing IPO.

From the aboverdisgtission, the IPl_.O with specific used of proceed seems to
have the lower ex ante"ungertainty. So il; sh_ould pe the stock of high-quality issuer.
Because the investors are more informed_thqn the issuer, they will react with the
correct direction. Then the IPO specific used, of IPO proceed should have the higher

initial return than the IPO with general corpora’ié purpose.

Hypothesis 3:"Used-6f tPO-Procecd-Hypothesis

Hypothesis 3.1: If the-issue discount represents the Initial return, the stock with
specific used of IPQO proceed purpose should have alawer-initial return than the

stock with general corporate purpose.

Hypothesis 3.2: 1f'the aftermarket'demand represents the initial return, the stock
with specific used of IPO proceed purpose should have a higher initial return

than the stock with general corporate purpose.
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DATA AND METHODOLOGY

3.1 Data

We construct our sample of IPOs in the London Stock Exchange (LSE). Our
samples are listed during January 1991 to December 2005. All IPOs of our samples
are 1,844 companies. We"investigate only the produetion companies, so we exclude
the investment trusts, financial companies, building societies, privatization issues,
foreign-incorporate companies, unit offer'rfn"g, and spin-off. After we exclude 442 IPOs
samples, which are not the IPOs of the prdduction companies, the residual samples

are 1,402 companies.

Data of samples come fiem two szbu‘rnl'c':es. Details of IPOs, which are offer
price, amount of shares issued, detail of t:ﬁer-used of /IPO proceed purpose, and
industry code level Tour (INDC4) are available on Sectrities Data Company (SDC).
The yearly accounting data (EBITDA, sales, and total assets), daily and monthly total
return index, and unadjusted price-of IPOs are reported in Datastream. We interest
three years of the post-issue operating performance and the leng-run stock-price
performance, after/IPOs are listed."Because 'the accounting data“is required as yearly
data, the first account data is perceived as accounting data at year 0. So we must
collect the accounting data for four year, after listed, in order to measure the three-
years operating performance. After we collect all data, 493 companies have an
unavailable data of accounting data, and daily and monthly total return index from

Datastream. So we truncate them. The final residual samples are 901 companies. We
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assume the return of the samples, which delist before three years after listed, equally
to zero after they delist. For the defining the used of IPO proceed purpose, the
samples with the used of IPO proceed purpose as general corporate purpose, and
secondary purpose are recognized as the general corporate purpose, while the others
(such as future acquisitions, marketing and sales, project finance, and refinancing) are

accepted as a specific used of IPO proceed purpose.

3.2 Methodology

Because the thesis'puipose is to investigate whether the initial return reflects
the issue discount by issuer or the aftermérket demand of investors, and, from the
previous studies, both factors seem to have fhe relation with the post-issue operating
performance and the long-run stock price péfformance. So the post-issue operating
performance and the long-run steck price performance measurement are applied. We
investigate the post-issue operating performance. and long-run stock price
performance along three years after the IPOs are listed. The initial return, the post-
issue operating performance, and the long-run stock price performance are grouped
with our interest variabilesin, orderto test our hypatheses:The-interested variables are
the initial return and the used of IPO proceed. We divide the initial return with
quintileras @1, Q2,,Q3, Q4, and/Q5. The initial return in' Q1 is defined as the highest
initial return group, while the initial return in Q5 is defined as the lowest initial return
group. Dividing initial return along quintile is appropriate for our hypotheses testing,
because the data will be apparently divided into the highest and the lowest initial
returns group. For the amount of disclosure information of the issuers in the market,

the used of IPO proceed is applied as the proxy. The used of IPO proceed is divided
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into two groups: (i) a specific used of IPO proceed, and (ii) general corporate purpose.
In this section we will represent into main four parts: initial return measurement, post-
issue operating performance measurement, long-run stock price performance

measurement, and multivariate regressions.
3.2.1 Initial Return Measurement

The initial return is defined as first-day initial return. The first-day closing price
and the offer price of IPOs play the important rele to initial return measurement. We
assume that there is a shori=sell_constraint. The initial return is calculated from the
difference between first-dayclosing price (used the unadjusted price in Datastream)
and offer price divided ofier prige: After we calculate the initial return with the first-
day closing price, more than a half ‘of éamples show the incidence of zero initial
return®. Because the unadjusted price from Datastream shows the first-day closing
price as the offer price, so we decide to usé":%tﬁgl_third-day closing price to measure the

initial return instead. The initial return measurement is shown in equation (1).
IR; = (B F)/5 )

where, IR; is the initialsreturn of IPO i .,P; 5 is the closed price on the third-day

trading of IPO'I. F; is the offered price of IRO I.
3:2.2 / Post-tssue Operating Performance Measurement

Because the operating performance is the indicator to represent the revenue and
costs of the business, so it is the reliable proxy of the firms’ quality. We follow the
operating return on assets (ROA) as the operating performance measurement from

Jain and Kini (1994), because this ratio provides a measurement of the asset

% | would like to thanks Prof. Tim Jenkinson, Said Business School at University of Oxford, for the
advised of data for measuring initial returns.
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utilization efficiency. The operating return on assets (ROA) is calculated by the

operating income (before depreciation and taxes) divided total asset, as in equation

).

. Operating income (before depreciation and taxes ;
Operating Return on Assets;, = — g (bef Z it) 2
Total assets j;

Barber and Lyon (1996) suggest that the changed of firms’ operating
performance adjusted with the appropriaie .benchmark has a more powerful of
statistical test than measuring the operating performance with the level of firm’s
operating performance adjusted with appropriate benchmark. Moreover, the changed
of the operating returngson assei (ROA) also will make a clear picture of the
improvement of firms’ @perating perfom}éﬁce. However, it is important to compare
the firms’ operating performance with the albpropriate benchmark. Barber and Lyon
(1996) suggest that the changed  of ﬁrr_njls-noperating performance adjusted with
industry benchmark are well specified and povi/erful. We apply the median changed in
operating return on assets-of industry as the benchmark of the operating performance
measurement. Because the measurement of operating performance may have a
skewness problem, ang'mean of them 1s sensitivity with the outlier. So we decide to
apply the median ehangedin operating:performance ofindustry as the benchmark, we
call the changed 'of ROA adjusted with the median changed of industry ROA as the
industry,adjusted performance. (IAP) . \We measure the industry-adjusted performance
by matching each sample with firms in the same industry based on the INDC4 from
Securities Data Company (SDC). The changed of firms’ operating performance

adjusted with median changed in ROA of industry is measured in equation (3).

Industry adjusted performance (IAP);; =

Changed in ROA;;, — Median changed in ROA of all firms in industry;, (3)
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We report median of firms’ operating performance for three years after the IPOs
are listed. Because our samples may have the outliers, the median will be more
appropriate to measure the central value than mean. The two-tailed Wilcoxon signed
ranks is used to test the statistical significance of median. To test the difference of
median between the highest initial return group (Q1) and lowest initial return group

(Q5), we apply Mann-Whitney test to test the difference between them.

3.2.3 Long-Run Stock Price Performance Measurement

3.2.3.1 Return of Stock

We investigate for three years or 36 months after the IPOs are listed. The
monthly stock return is“interested. It IS calculated by the difference between the
closing price at month t and €losing price at month t-1, divided closing price at month

t-1 as in equation (4).
R, = (e Pi,t—l)/Pi.t_—l 4)

where, R;; is the returm of stock i at time t. P;; IS the closing price of stock i at time t
(ending of period). P,;~; is the closing price of stock'i at time t-1 (beginning of

period).

3.2.3.2 Long-Run Abnormal Return Measurement

To'measure the long-run stock price performance, we apply both an event-time
approach and a calendar-time approach to examine the long-run stock price
performance of our samples through three years or 36 months. Because each approach
has both advantage and disadvantage, we apply both approaches in order to make a

confirmation the results between them.
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3.2.3.2.1 Event-Time Approach

The advantage of the event-time approach is that it yields an abnormal return
measure closely to the investor experience. Under this approach, we apply two
methodologies to measure the long-run stock price performance. They are the market

adjusted returns and the Fama and French three-factors model.
3.2.3.2.1.1 Market Adjusied Return

We follow this methodelogy from Ritter(1991). This methodology applies the
market return as the benchmark to measure the stock abnormal return. We apply
London Stock Exchangendex as the benchmark. Market adjusted return is calculated
as the monthly return on a siock minu:; the monthly market return. The market

adjusted return for stockd inimanth t defined as:

ARypa= "Ry, .’fz‘Rmt (5)

where, AR;; is the monthly abnormal return of stock i at time t. R;; is the monthly

return of stock i at timet=R;,,; 1S the monthiy returnof market at time t.

Under this approach we do not account the time framework as the calendar
month. For example, the 1POis issued on; June 12", e Jaccount the first monthly
return of this IPO from June 13" toduly 13™. The second monthly return of this IPO
is from July 13" to Atgust 18" and se on| After'we get the ftime series of monthly
abnormal return of each stock, we need to calculate the abnormal return for the

horizon 12, 24, and 36 months of them.

Generally the previous studies apply two approaches for measurement the
long-run abnormal returns. They are the cumulative abnormal returns (CARs) and the

buy-and-hold abnormal returns (BHARs). The CARs is the arithmetic average of the
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time-series of abnormal returns, while the BHARs is the compounding of the time-
series of abnormal returns. Fama (1996) states that the BHARs is the better
approximation for the short horizons, like a month, than for longer horizons. Because
the BHARs come from the compounding the abnormal return, so the BHARs for long
horizon is leading to the severe skewness problem. Fama (1998) suggests that the
CARs will have a fewer statistical problem than the long-term BHARS because of the
lower skewness problem. So we decide torapply the cumulative abnormal returns

(CARs) as the estimator to measure the long-run.abnormal return as the following:
GAR;7 /= ZtT=1 ARy (6)

where, CAR;r is the cumulative abnormal return of stock i for period T. AR, is the

abnormal return of stocksr at time t (caleulated in equation (5)). T is the interested

horizon (12, 24, 36 monthg).

The equally weighted average (EW) is applied to measure the average of
cumulative abnormal.returns for each grou‘pﬂ of interested-variable (initial return, and
the use of IPO proceed). \We decide to use the equally-weighted average (EW) instead
the value-weighted average (VW) because our hypotheses interest on the direction of
the long-run stock'price performance."\We“do ‘not interest about the amount of wealth
of the portfolio in the long-run. So we give the important both large stock and small
stock equally. The EW,ahnormal.return,of each group at the interested horizon comes

from:

YN, CAR;p

CAR,r = (7

where, CAR, is the equally-weighted average cumulative abnormal return of each

group or portfolio at each interested horizons. CAR;r is the cumulative abnormal
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return of stock i at each interested horizons (calculated in equation (6)). N is the
amount of stock in each group or portfolio. T is the interested horizons (12, 24, 36

months).

We report both mean and median of WPT of each portfolio/ or group of
interest. The t-statistic is applied to test the statistical significance of mean of mpT,
and Wilcoxon signed ranks test is applied to test the statistical significance of median.
We use the t-statistical and. Mann-Whitney iest to test the difference of mean and

median of CAR,; between groupef Q1 and Q5, respectively.

3.2.3.2.1 .2 The Fama-French Three-Factor Model

We apply this approaech followed Bérjb_ler and Lyon (1997). We need to estimate
the stock price performance on the post-is;ue vyindow 36 months following the month
of issued. We apply time framewaork as the_éalléndar month. We call the month, which
the IPO is issued, as the event menth. We account the event month as time zero (t=0).
We account the month following the eveﬁ.t‘..-r;(“)rr]th IS.t¥1 and we use the monthly
return from time t=1tQ {=36. After we get the time-series monthly returns of each IPO

in our sample, we regress. it in the Fama and French three-factor model.

As shown_below;-the dependent variable of the regression is the monthly excess
returns-of dPOs (R, —tRs). <Ry is imeasured-by-the menthly return of three month

treasury "bills, while the explanatory variables are a market factor, a size factor
(SMB), and a book-to-market factor (HML). We calculate the SMB and HML

according to Fama and French (1993)*.

Riy = Rey = ayr + Bir (Rt — th) + 5;rSMB; + hiy HML; + &7 (8)

* See in Appendix
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where, R;; — Ry, is the monthly excess stock return of stock i at time t. R, — Ry, is
the monthly market excess return at time t. SMB, is the difference in return between
the small capital stocks and the large capital stocks at time t. HML, is the difference
in return between the high book-to-market stocks and the low book-to-market stocks

at time t. ;7 is the residual term.

The regression yield parameters estimate of a;r, Bir, Sit, and h;r in the period
of 12, 24, and 36 months. Qur interested parameter in this regression is the intercept
term (a;r). This parameter will represent the long-run abnormal return of each IPO in
the interested periods. Aspositive intercept indicates that after controlling for market,
size, and book-to-market faciors in retur_n,s,, an 1PO has performance better than the

expected.

The equally weighted average (EW) |s applied for average the abnormal, as in
equation (9). We report both mean. and medlan of abnormal return (a,r) for each
portfolio/ or group of interest. The t-statistic is. used for testing the statistical
significance of mean,"and \Wilcoxon signed ranks test Is used for testing the statistical
of median. We test the difference of mean and median of abnormal return (a,r)

between Q1 and'Q5 by t-statisticiand Mann=Whitney: test respectively.

N .
a — Yi=1 & (9)

where, a,r is the equally-weighted average of abnormal return in each portfolio/ or

p

group of interest at the interested horizon (12, 24, and 36 months). a;r is the abnormal
return of stock i at the interested horizon, getting from equation (8). N is the amount

of stock in each portfolio/ or group of interest.
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However the event-time approach also has a disadvantage. Lyon, Barber and
Tsai (1999) state that the event-time approach has a more sensitivity to the problem of
cross-sectional dependence among sample firms. From the previous studies as in our
literature review parts, IPOs seem to have a pattern of long-run stock price
performance. For example, the IPOs with high initial return have a downward
direction of long-run stock price performance. We can imply that all IPOs stocks
should have the correlation about the long-run.stock price performance among them.
However we assume that there Is no cross-sectionaldependence between our samples
to test t-statistic. As a result.ihe Standard deviation of the portfolio will be small,
because the covariance among the sample is equal to zero. So the t-statistic will be

inflated. This problem isdeading to severe 6ver-rejection of null hypothesis.

3.2.3.2.2 Calendar-Time Apprdé\:c'h ”

We apply this-approach followed Mitchéll and. Stafford (2000). Lyon, Barber
and Tsai (1999) claim that the advantage of this approach is that it eliminate the
problem of cross-sectional dependence among sample firms. Because of the
disadvantage of theé event-time-approachwe must applyithe\calendar-time approach to
confirm the result of the event-time approach. Under this approach, we form the
portfolio of 1POs that ‘participated in the event within 36;months,  The event month is
defined as time zero (t=0). The following month is defined as t=1. Portfolios are
rebalanced monthly to drop all companies that reach the end of their 36 months
periods and add all companies that have just executed transaction. After we get the
time-series of monthly return of IPOs portfolio of each interested group, we apply it

as Ry in the below equation and regress it in the Fama and French three-factor model.
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The intercept (a,r) measures the average monthly abnormal return on the portfolio of

event firms.

where, R,; — Ry, is the monthly excess stock return of portfolio at time t. R,,,, — Ry,
is the monthly market excess return at time t. SM B, is the difference in return between
the small capital stocks and the large capitel stocks at time t. HML, is the difference
in return between the high-book-to-market stocks-and the low book-to-market stocks

at time t. ;7 is the residual term:

The regression yield parameters estir__r_late of @y, Byr, Spr, and hyrin the period
of 12, 24, and 36 months. Our interested;pa[ameter in this regression is the intercept
term (a,r). The a,r will represent the ab‘!riq_rrpal return of each portfolio/ or group of
interest in the interested time of periods’.-':"—A’ positive intercept indicates that after

Ad

controlling for market, size, and book-to-rfjarket factors in returns, the IPOs in the

group have performanee better than the expected.

We cannot tell whether the intercept (a,r) between group Q1 and Q5 are equal.
So we add dummy, variable-for Q1.and Q5-graup,.and-their interaction term® in order
to test the difference of them. The observations in Q1 and Q5 group are pooling to the

one observation and srun"the“regression ‘again by giving the market excess return

(Rt — Ryt ), SMB, and HML be the interaction terms as shown below:

R,y = Rpe = vor + +¥1t (Rt — th) + y2rSMB, + y3rHML, + y4rDy +

Ys7D1(Rme — Rpe) + YerD1SMB; + +y77Dip HML, + +ur (11)

5
See in Handbook of Gujarati (2003)
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where, R, — Ry, is the monthly excess stock return of portfolio at time t. R,,,, — Ry,
is the monthly market excess return at time t. SM B, is the difference in return between
the small capital stocks and the large capital stocks at time t. HML, is the difference
in return between the high book-to-market stocks and the low book-to-market stocks
at time t. D is a dummy variable, equal to 1 for the observation in Q1 group, and 0 for

otherwise (Q5 group). ur is the residual term.

The regression yield parameters estimaie of vor, Y11, Y21, Y31, Yar: VsTs V6T
and y,r in the period of 12, 24, and 36 months. Our interested parameter in this
regression is coefficient®f Dy (v47). If the y,; iIs significance, the intercept (a,r)
between Q1 and Q5-are different; The positive y,; means that the intercept in Q1

group is higher than intercept in Q5 group. The negative y,ris otherwise.

However the calendar-time appréac'h also  has the disadvantage. The
disadvantage of this approach 4s-that it yiél-a;s‘ an abnormal return measure that does
not precisely measure investor-experience, while the event-time approach does not
have this problem. ‘Because the two approaches (event-time and calendar-time
approach) have both advantage and disadvantage, the advantage and disadvantage of
them are offset-togethes.  This isithe reason:that we:decide:to use both event-time, and

calendar-time approach to measure the long-run stock price performance.

3.2.4 Multivariate Regressions

The multivariate regression is used for re-approved the result from the above
post-issue operating performance measurement and the long-run stock price

performance measurement. We apply the multivariate regression to find the relation



33

between the post-issue operating performance and initial return in the first
multivariate regression and to find the relation between the long-run stock price
performance and initial return in the second multivariate regression. Our control
variables in both multivariate regressions are firms’ size and firms’ growth. Although
we already measure the abnormal return with Fama and French three-factor model
which capture the abnormal return with market risk premium, size, and book-to-
market, but Fama and French (1993) find that the size effect remain exists in the small
size with high book-to-market stock. Moreover, Wisner (1993) documents about the
economies of scale, indicates tosize, relate to the long-term benefit productivity. High
level of economies of scale will make a cost per unit reduction. This will effect to the
profit of the firms. If theffirms can reducg"ihe cost of production, the firms will get a
higher profit level, whichi'should have a hi‘gﬁgrowth opportunity. This can be implied
that the firms with a larger size (high eco_ﬁ@rﬁies of scale) will have a higher profit,
and higher growth rate than smaller size ﬁrms It means that the firms’ size should
relate with the firms’ profit, and firms’ grthh.'Because the firms’ size relate with the
firms’ profit, firms’ growth (Wisner (1993)), and the size-gffect remain exists (Fama
and French (1993)), se-we decide to include tirms’ size‘and firms’ growth to be the
control variables for hoth multivariate sregressions.  Fhe iotal-asset at year 0 (listed
year) is used as'the proxy of firms’ size, and the sale growth is used as the proxy of
firms’ growth. Fonthé\sale growth, we divide it into quartile, andvwereplace its value

with dummy for each quarter.

3.2.4.1 Multivariate regression 1

The first multivariate regression represents the relation among the firm’s
operating performance (PERF), initial returns of IPOs (INITIAL), and the vector of

control variables.
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IAP, = ay; + a; INITIAL; + ¥T_; ay X;r + & (12)

where, PERF;; is the average industry adjusted performance of the stock i at time t.

INITIAL;; is the first-day initial returns of stock i. Xj; is a vector of control variables of

stock i at time t. &, is the regression residual term.

The regression yield parameters estimate of ay;, ay;,, and a,. in the period of
12, 24, and 36 months. Our interested parameter in this regression is coefficient of
INITIAL, (a;;). We wani-to capture the direction of it. If the aq, is positive, the
operating performance seem to-have a positive related with initial return level. The
IPOs with high initial return should have the high post-issue operating performance,
after the IPOs are listeds'Oppositely, -if the @, 1S negative, the post-issue operating
performance seems to have a negative relfa_ti"bn with the initial return level. The IPOs

with high initial return shouldhave a low pd;stfissue operating performance.

3.2.4.2 Multivariate reqressién 2

This multivariate regression-represents-the refation of the abnormal return

(AR) and the first-day Initial returns of IPOs (INITIAL).
AR = boh A HDL INITIA LR b/ X 64 & (13)

where, AR;; is the abnormal stock returns from the event-time approach under Fama
and French three factor model (intercept in equation (8)) during 3 years. INITIAL; is

the initial returns of stock i. X;; is a vector of control variables of stock i at time t. &,

is the regression residual term.

The regression yield parameters estimate of b,r, by;,, and by, in the period of

12, 24, and 36 months. Our interested parameter in this regression is coefficient of
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INITIAL,; (b1;). We want to capture the direction of it. If the b;, has a positive
direction, the long-run stock price performance seem to have a positive related with
initial return level. The IPOs with high initial return should have the high long-run
stock price operating performance, after the IPOs are listed. Oppositely, if the by, is
negative, the long-run stock price performance seems to have a negative relation with
the initial return level. The IPOs with high initial return should have a low long-run

stock price performance.

For the sample divided according to the used of IPO proceed purpose, we have
to investigate the differenee ofthe initial return between the group of specific used of
IPO proceed and general gorporate purpose. Because we cannot tell whether the
coefficient of INITIAL term Petween th‘e groups of specific used of proceed and
general corporate purpose arerequal. So-we _‘add dummy variable for the group of
specific used of proceed and general corporate purpose and their interaction term with
the INITIAL term. The observation-in specil;ic‘ ﬂﬁsed of proceed and general corporate

purpose are pooling to the one observation and run the regression again. The equation

is shown below:
ARit = COt + CltINITIALi + CZtDl + C3tD1]NITIALi + Et (14)

where, AR;; is the abnormal stock returns from the event-time approach under Fama
and French three factor. model (intercept in equation (8)) during-3 years. INITIAL; is

the initial returns of stock i. D is a dummy variable, equal to 1 for the observation in

specific used of proceed group, and O for otherwise (general corporate group). &, is the

regression residual term.

The regression yield parameters estimate of ¢y, ¢q;, ¢3¢, and cs;, in the period

of 12, 24, and 36 months. Our interested parameter in this regression is coefficient of
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D;INITIAL (c3;). If the c3; has statistical significance, the coefficient of INITIAL
(bir) between specific used of proceed group and general corporate group are
different. The positive c3, means that the coefficient of INITIAL of specific used of
proceed group is higher than general corporate purpose group. The negative c3; is

otherwise.

AULINENINYINS
ARIANTAUNIINGIAE



CHAPTER IV

EMPIRICAL EVIDENCE

Our results of study are represented in this chapter. It is divided into two
sections. Section 4.1 presents the results of the post-issue operating performance and
the long-run stock price performance and compare them with our hypotheses. Section
4.2 presents the discussion-between our resulis-with the prior study in U.S stock

market.

4.1 Results

4.1.1 Initial Return

The descriptive about number of iséuéé, total gross proceed, initial return, and
the money left on the table duting period 1991 to 2005 are reported in Table I. The
median of initial return seems to be the proper central value of initial returns than the
mean of initial return, because our samples may have the outliers. The median of
initial return of our sample in 1991-2005 periods is 9.50%. If we divide the median of
initial return withequintile“incorder to define) theoperiedsiof=high initial return, the
periods with high initial returns are year 1991, 1993, and 1999. The periods with high
initial returm; especially in year 1993 and 1999, will lead a large.amount of issuers in
the following periods. Our result is consistent with Ritter (1984). He states that the
periods with high volume of issuers tend to follow the periods with high average
initial returns. Moreover, we find that the periods with high volume of issuers and
high total gross proceed, such as in year 1994, 1996, 2000, 2004, 2005 also have the

high level of the money left on the table.
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4.1.2 Relation between Initial Returns and Post-Issue Operating Performance

We apply two methodologies to study about the post-issue operating
performance. There are the industry adjusted performance measurement (IAP) and the
multivariate regression. The result industry adjusted performance measurement (1AP)
is reported in Table Il and Table I11. The result of multivariate regression is reported

in Table IV.

The result in Table Il shows the past-issue operating performance of IPO in
year 0 to 3 periods. The IPOs With high initial return (Q1 group) have the IAP at
11.16% with statisticalinsignificance, and the IPOs with low initial return (Q5 group)
have the IAP at 7.32% with statistical insignificance. So the IPOs in Q1 have a higher
IAP than the IPOs in Q5 group in.year Oio year 3 periods. The difference of the IAP
between Q1 and Q5 is 3.85% Wwith statistical insignificance. The post-issue operating
performance in year 1, 2, and 3 periods is?ifebrg_‘sented in Table 111 in order to see the
improvement of IPOs’ post-issue operating ‘p_.erj‘ormance in each period. The IPOs in
Q1 have the lower TAP-thantPOs-in-Q5-along-yeard; 2,-and 3. The difference of the
IAP between Q1 and Q5 is -4.19%, -16.68%, and -9.27% with statistical
insignificance in year 1,2,and 3 respectively. Although the IAP of Q1 in year 0 to 3
period is higher, than the 1AP in'Q5,; but the ITAP ‘of Q1 is lower than the IAP in Q5
every period:(yeard; 2,cand,3):"Because thed AR inyyear @:to.3,period comes from the
geometric mean of period year 1, 2, and 3, this may be become the reason of higher
post-issue operating performance of IPOs in Q1 group in year 0 to 3 period. However
our results under this methodology, in Table II, and Table 111, suggest that the initial

return does not have the relation with the post-issue operating performance.
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We apply the multivariate regression to make a confirmation about the results
from the industry adjusted performance measurement (IAP). The result of multivariate
regression is represented in Table IV. The results suggest that the post-issue operating
performance in year 0 to 3 of Q1 has a positive relation with the initial returns at 10%
statistical significance, but the post-issue operating performance in other periods
(yearl, 2, and 3) do not have the relation with the initial return. While the post-issue
operating performance of Q5 has a negative relation with the initial return at 10%
statistical significance in year O to 3 period, But ihe post-issue operating performance
in year 2, and 3 do not have-the relation with the nitial returns. The post-issue
operating performance inear1 has a negative relation with the initial returns at 1%
statistical significance. The pesults sugge§t“"'that the post-issue operating performance
does not have the relatiofl with/the initialreturn of IPO, but the post-issue operating
performance seems to haye the rclation w1th the sale growth (proxy of firm’s growth)
and total asset (proxy of firm’s/gize) ins‘[eaclij.j :I'h.e IPO in the lowest sale growth group
seems to have a better post-isSsue operatirig ‘performance_than the IPO in the other
groups of sale growth, and the post-issue operating performance has a negative

relation with the total asset.

Concludely, our results suggest that the initial return is not the signal of the
post-issue operating performances of IPOs. Because the post-issue operating
performance ‘divided with the’initial ‘return’ has the 'statistical msignificance, so the
post-issue operating performance is not different from zero. Our results also indicate
that the post-issue operating performance does not have the relation with the initial

returns
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4.1.3 Relation between Initial Returns and Long-Run Stock Price Performance

We apply three methodologies to study the relation between the initial return
and the long-run stock price performance. There are the event-time approach (Table
V, Table VI, Table VII, and Table VIII), the calendar-time approach (Table 1X and

Table X), and multivariate regression (Table XI).

They are two methodologies under the event-time approach. There are the
market adjusted returns and the Fama and Freneh three factor model. The results of
market adjusted returns are.reported in Table \/ and Table VI, and the results of the
Fama and French three facior model are reported in Table VII and Table VIII. The
result in Table V shows the market adjusted return in year 0 to 3 periods. The CARs of
all samples have the negative relation with the initial return. The median and mean
CARs of all samples are -2.47% and -4.83% with statistical insignificance,
respectively. The median of the CARs of ‘I"F:?O,s?_in Q1 is -32.05% with 1% statistical
significant level, and the mean of the CARS ‘of_AIPOs Is -22.06% with 10% statistical
significant level. While-the median-and-mean-of the CARs in Q5 are 6.88% and 0.12%
with statistical insignificance. The IPOs in Q5 seem to have a higher CARs than the
IPOs in Q1. The difference=af the median and mean of the CARs between IPOs in Q1
and Q5 is -38.93% with"10% statistical significant-level, ‘and <22.18% with statistical
insignificance. The-result:in Table Vlishews thermarketadjustedireturn in year 1, 2,
and 3. The CARs of IPOs in Qland Q5 group are negative in the first and the second
year. In the first year, the IPOs in Q1 have the lower median of CARs, but higher
mean CARs than the IPOs in Q5. The difference of median and mean of CARs
between Q1 and Q5 are -11.22% and 6.63% with statistical insignificance. While the
median and mean of CARs in Q1 are lower than the CARs in Q5 in the second and the

third year, the difference of median and mean of the CARs between Q1 and Q5 in the
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second year are -10.62% with statistical insignificance, and -18.33% with 10%
statistical significance respectively. In the third year, the difference of median and
mean of CARs between Q1 and Q5 are -6.57% and -8.52% with statistical
insignificance. From our results of market adjusted returns, the CARs in Q1 and Q5
are not difference, because the difference between them has the statistical
insignificance. Moreover, the initial returns seem to do not have a relation with the

CARs (the long-run stock price performance):

The results of thesFama and French three=factor model under the event-time
approach, in Table VII and Table \VIil, shows the abnormal returns (a,r) in year 0 to
3 period. The mediaa*andsmean of the pr in Q1 are -0.66% and -0.42% with
statistical insignificance, and the median and mean of the a,rin Q5 are 0.29% and
-0.05% with statistical insignificance. The median and mean of the a,r in Q1 is less
than the a,r in Q5 as -0.95% and -0.37% Wlth _statistical insignificance, respectively.
Both the median and the mean of the o ‘ri_n Ql have a lower long-run stock price
performance than the ain-Q5in-every period:in-year L, the difference of median of
the a,,; between Q1 and Q5 is -1.32% with 10% statistical insignificance, and the
difference of mean, between.Q1.and Q5-is-1.06%-with statistical insignificance. The
difference of median and mean of «,; between Q1 and Q5 in year 2 are -0.62% and
-1.05%;, boih of them have ‘the statistical insighificance. As“the- same time the
difference of median and mean of a,,; between Q1 and Q5 in year 3 are -0.12% and -
0.62%, both of them also have the statistical insignificance. So the a,; of Q1 is not
different with the a,r in Q5. The result is consistent with the result for the market

adjusted returns. We can conclude that there is no relation between the initial returns
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and the long-run stock price performance under the event-time approach (both the

market adjusted returns and the Fama and French three-factor model).

The result of the Fama and French three-factor model under the calendar-time
approach is showed in Table 1X and Table X. The result of abnormal return (a,r) in
year 0 to 3 period is reported in Table IX. The a,r in Q1 is 0.21% with the statistical
insignificance, and the a,,r in Q5 is 1.05% with statistical insignificance. The a, in
Q1 is lower than the a,; in Q5. The ‘difiercace between them is -0.84% with
statistical insignificance. Allof @, in Q1 is less than a,,r in Q5 in every period. The
difference between a7 in Q1 and Q5 in year 1, 2, and 3 are -2.90%, -0.48%, and -
0.35% respectively. The statistical test of all difference is insignificance. The result
indicates that the long-run'stock price performance of all periods is not different from
zero. So the initial return’ of IPOs does not relate with the long-run stock price
performance under this methodotogy. The :_re’sgf_lt is consistent with the result of the

event-time approach.

The multivariate regression 2 is also applied to study the relation between the
initial returns and the“fong-run stock price performance. The result of multivariate
regression 2 is.reported in Table XI.“In Panél A;'the relation between the long-run
stock price performance and the initial return is negative in both Q1 and Q5 group in
year 0 1@ 3 periad;;hut.both of them have the statistical insignificance. Both IPOs in
Q1 and Q5 have the negative relation between the long-run stock price performance
and the initial return along two years after the IPOs are listed. Until, the third year, the
relation between the long-run stock price performance and the initial return in Q1 and
Q5 are positive, but their relations still have the statistical insignificance. The result

indicates that the long-run stock price performance and the initial return do not have
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the relation between them. The result is consistent with both the event-time approach
and the calendar-time approach. Meanwhile the long-run stock price performance

seems to have a weak positive relation with the sale growth and total assets.

Concludely, the results of the industry adjusted performance measurement and
the multivariate regressions 1 indicate that the post-issue operating performance have
the insignificant direction along three years. At the same time, the results of long-run
stock price performance measurement as the market adjusted return, the Fama and
French three factors model-under the event-iime approach, the Fama and French three
factors model under the. ealendar-time approach, and the multivariate regression 2
represent that the stockeprice performancer also do not have the significant pattern of
improvement along thiee years. These ev‘ide_nces represent that the initial return does
not represent the quality of the issuer and the d_irection of the stock price performance
in U.K. It means that both the post-issue operating performance and the long-run
stock price performance do not-have the baﬁgrn of movement direction consistent
with our hypotheses. They do not have the‘r-ejlétion with. the initial returns. So our
results are not consistent with our hypotheses (both the 1ssue discount hypothesis and
the aftermarket demand hypothesis). As a result, we reject both the issue discount

hypothesis and the aftermarket demand hypathesis.

The results-in Takle Xll«to Tablex\/-are-the results-of-long-run stock price
performance divided according to the purpose of issuing IPO. The median of initial
returns seems to be the proper central value than the mean of initial return, because
the initial return of our sample may have the outliers. The results in Table XII indicate
that the median of the initial return of IPOs with the specific used of proceed is lower
than the IPOs with the general corporate purpose. In Panel A, the median of initial

return of a specific corporate purpose group is lower than the initial return of general
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corporate purpose group as 0.77% with the statistical insignificance, while the mean
of initial return of a specific corporate purpose group is higher than the initial return
of general corporate purpose group as 113.45% at 5% statistical significance In Panel
B and C, the initial return of the specific use of proceed is lower than the initial return
of the general corporate purpose as 0.98% with statistical insignificance, while the
initial return of the specific use of proceed is higher than the initial return of the
general corporate purpose as 106.70% at 5% statistical significance. The mean of the
initial return of specific corporate purpose secms+to have the outlier, so the median
should be the proper central value instead. In Panel"A in Table XII and XIII, the
median and mean of the GAR with the specific use of proceed is higher than the IPOs
with the general corporate purpose alor)g“j' three years. Only the difference of the
median and the mean between the specifie use of proceed group and general corporate
purpose group in year 1 has the statistical s-ign"ificance at 10% while this difference in
the other years have the statisticél insignifiéééée; At the same time the results in Panel
B in Table XI1 and Table XIIT, the median and the mean of a,r of the specific use of
proceed group are higher than the general corporate purpose group, except the median
and mean of a,r in year 3. However the difference of median and mean between the
specific used (of “proceed and ithe @eneral ‘corporate purpose has the statistical
insignificance in‘every period except the difference of the median_in year 1 which has
the statistical sighificance at 10%. The results, in Panel C/in Table XIT and Table XIII,

of the. The a,; of the specific used of proceed group is lower than general corporate
group the others along three years, except the a,; in year 2. However the difference
of a,r has the statistical insignificance in every period. The result in Table XIV

suggests that the stock abnormal return does not have the relation with the initial

return, but the stock abnormal return seem to have a weak relation with the total asset
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(proxy of the firm’s size). Testing the difference of coefficient of the INITIAL term
between the specific used of IPO proceed group and the general corporate purpose
group is reported in Table XV. The coefficient of interaction term has statistical
insignificance in every period, so the coefficient of INITIAL of specific used of

proceed is not different from the general corporate purpose.

The results indicate that we reject both the hypothesis 3.1 and hypothesis 3.2
because there is no difference of initial reitsn_between the group of specific used of
IPO proceed and the group-of general corporate purpose. The initial return level and
the objective of IPO do_net have relation with the long-run stock price performance.
So both initial return and the gbjective offllPO do not be the signal of the long-run

stock price performange.

4.2  Discussion

The median of initial réturn of our samples.in 1991-2005 period is 9.50%,
while Chamber and./Dimson (2009), which studied the IPOs in London Stock
Exchange (LSE), repoft median of initial return as 7.76% in 1990-1999 period and
8.70% in 2000-2007 “periods Habibd and: Ljunggvist; (2000) study the IPOs on
NASDAQ between 1991-1995 period. They document that the median of initial
returnstin this period is 7.1%. The IPOs in' U.K and U.S stock market do not have a
large difference of the initial return. Moreover the environment and the regulation in
U.K stock market are not different with the U.S stock market, so it is reasonable to

compare our evidences with the evidences in U.S stock market.

The prior studies, in U.S stock market, suggest that the post-issue operating

performance has a pattern of improvement in the long-run and several of them find
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the relation between the post-issue operating performance and the initial return. They
suggest that the initial returns of IPOs represent the quality of the issuers. Ritter
(1984) finds the negative relation between the post-issue operating performance and
the initial return, while Allen and Faulhaber (1989), and Grinbatt and Hwang (1989),
and the signaling hypothesis find the positive relation between the post-issue
operating performance and the initial return level. Jain and Kini (1994) document the
decreasing of the post-issue operating perfosmance in the long-run, but the post-issue
operating performance doesnot have the relation-with the initial returns. However our
results indicate that the"post-issue operating performance of IPOs does not have a
pattern of improvement insthe Jong-run and the post-issue operating performance does
not have the relation withrthe'initial returnél of IPOs. It indicates that the initial return
does not represent the squality of issuers or the initial return is not the signal
mechanism of the issuers for sending the s-ighél about their quality. The cause is that
the operating performance IS a/foisy prox;} -:fr(,)‘r{.-the expected quality of the issuer. So
ours evidences do not consistent with the prior evidences.in U.S stock market. Jain
and Kini (1994) deseribe the reasons of the decline 'in the post-issue operating
performance into three.reasons. Firstly, the increasing ef agency costs because of the
reduction of ewnership management, after; they company-=-changes from private
company to public company. As a result of the high level of conflict of interest
between the initial ewners and the shareholders, the firm’s performance could suffer
as managers have incentives to increase the perquisite consumption. Secondly, the
manager may attempt to window-dress the accounting number prior going public.
Thirdly, the issuing period may coincide with the period of unusually good
performance levels, which the issuers knowing themselves cannot be sustained in the

long-run.
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The prior studies in U.S stock market try to investigate the relation between
the initial returns and the long-run stock price performance. Helwege and Liang
(2004) document that the initial return has a negative relation with the long-run stock
price performance. Ljungqvist, Nanda, and Singh (2006) suggest that aftermarket
demand has a negative relation with the long-run stock price performance, and the
aftermarket demand seems to affect to the initial return. So the initial return will have
a negative relation with long-run stock price performance, consistent with Helwege
and Liang (2004). While ourresults suggest that.the long-run stock price performance
does not have the negative improvement along three years, we find the insignificant
improvement direction of the stock-price performance. Because the stock price
performance is not inciease’ or decrease in the long-run, then our results do not
support the existing of market underreaction to the IPOs. If the investors underreact to
the IPOs, the long-run steck jprice perforrﬁéhée should have the clearly direction of
improvement. Although the excess aftermail;l;et,-demand remains to exit in U.S stock
market, but our results indicate the inexistent of the excess aftermarket demand in
LSE. Since the abnartnal return in the long-run have the statistical insignificance, so
they are not different from zero. This evidence support.that the LSE is the efficiency
market. The investors;cannot; gets the sreturn; higher~than, the market, because the
information about the stock is revealed to the market and included into the stock
price. Qur results also'suggest that the long-run stock price performance does not have
the relation with the initial returns. It can be implied that the level of initial return is
not the signal about the long-run stock price performance. The initial return should be
the compensation for other reasons instead to be the signal. Ritter (1984) finds the

positive relation between the risk and initial returns. The higher risk issuers tend to
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have the higher initial returns than the lower risk issuers. The initial return is the

compensation for the cost of investors to be informed.

Table I: Descriptive of IPOs in 1991 to 2005 Period

This table shows the description of IPOs in 1991 to 2005 period. The first column is the year which
IPOs issue. The second column shows the total gross proceed in million pounds unit. The total gross
proceed is calculated by the offer price multiply amount of shares issued. The median and mean of
initial return are represented in the third and the fourth celumns, respectively. The fifth column shows
the total money left on the table.in million pounds unitWhich-is calculated as the market price minus
the offer price, multiply the amount-of shares issued.

| Initial Return
Number™ Tetal/Gross Proceed Total Money Left
Year of Issues (Em) & Median Mean on the Table (Em)
1991 13 893.729 ' \%0.200 7.920 428.280
1992 7 408474~ ik A 0093, 0073 15.303
1993 17 471774 3-:’- s 0200 0.139 28.988
1994 72 27441359 — t!‘.':‘0.0Sl 0.747 298.217
1995 40 1;203.755 s _0;054 0.133 108.946
1996 105 3,235.605 0.109 0.108 309.511
1997 76 1,583.84 0.071 1.373 81.873
1998 32 1,803.631 0.118 0.197 242.758
1999 23 1,576.637 0.224 0.936 390.750
2000 120 2,970:316 0:217 0.724 858.567
2001 55 606:364 0.200 0.262 13.437
2002 41 1,614.912 0.090 0.479 63.985
2003 44 1,625.014 0.071 0.160 31.086
2004 142 2,626.826 0.087 0.349 274.829
2005 114 3,910.102 0.111 0.212 396.125
1991-2005 901 26,978.038 0.095 0.636 3,542.746
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Table I1: Post-Issue Operating Performance in Year 0 to 3 Period

This table shows the operating performance in year 0 to 3 period divided with five initial return levels.
The first column shows the group of initial returns divided into quintile. Q1 is the group of highest
initial return, and Q5 is the group of lowest initial return. The second column shows the amount of
issuers. The third and fourth columns represent the median and mean of initial returns. The fifth
column shows the median of the industry adjusted performance (IAP). The IAP is calculated by the
changed of operating return on asset (ROA) minus median changed in ROA of all firms in industry.
The last row shows the difference of median of IAP between Q1 and Q5. The Wilcoxon signed ranks
test is used to test the statistical significant level of the median of /AP,;. The difference between the
IAP,r of Q1 and Q5 is test the statistical significance by Mann-Whitney test. *, **, *** indicate
significant levels at 10%, 5% and 1% respectively.

Initial Return
Ameunt.of Median of
Description Issuers Median Mean IAP,;
All Sample 679 0.1009 0.6730 0.0186
Q1 136 0.5000_._ 3.1419 0.1116
Q2 186 01626 0.1932 -0.1150
Q3 13 02000, 101015 -0.0077
Q4 137 0.041-7-- 3 4 0:0428 -0.0150
Q5 136 -O.OZOL; _ .-0.1180 0.0732

Difference of Q1 and Q5 0.0385
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Table 111: Post-Issue Operating Performance in Year 1, 2, and 3

This table shows the operating performance in year 1, 2, and 3 divided with five initial return levels.
The first column shows the group of initial returns divided into quintile. Q1 is the group of highest
initial return, and Q5 is the group of lowest initial return. The second column shows the amount of
issuers. The third and fourth columns represent the median and mean of initial returns. The fifth to the
seventh column show the median of the industry adjusted performance (IAP) in year 1, 2, and 3
respectively. The last row shows the difference of median of IAP between Q1 and Q5. The Wilcoxon
signed ranks test is used to test the statistical significant level of the median of IAP,;. The difference
between the /AP, of Q1 and Q5 is test the statistical significance by Mann-Whitney test. *, **, ***
indicate significant levels at 10%, 5% and 1% respectively.

Initial Return Year 1 Year 2 Year 3

Amount of Median Median Median

Description Issuers Median Mean of IAP,r of IAP,y of IAP 1
All Sample 677 0.1000 0.67_44; -0.0481 0.0047 -0.0525*
Q1 136 0.5000 3.14119 -0.1869* -0.0781 -0.1031

Q2 135 0.1926 0.192!5 0.0026 -0.0466 -0.0204

Q3 135 04000 | 0-1008-;}- 0.0383 0.0386 -0.0710

Q4 135 0.04417 0.0424 44 0.0034 -0.0385 -0.0450

Q5 136 -0.0204 -0-11.80; _ -0.1450 0.0887 -0.0104

Difference of Q1
and Q5 -0.0419 -0.1668 -0.0927




Table 1V: Multivariate Regression 1
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This table shows the panel regression result of the post-issue operating performance (LN(IAP)?) on the
initial return (LN(1+IR)) and control variables. Panel A states that multivariate regression 1 in year O to
3 period. Panel B, C, and D state that multivariate regression 1 in year 1, 2, and 3 respectively. The
control variables are the sale growth (SG) and total asset (LNAsset)). The sale growth (SG) is divided
into quartile. The sale growth dummy variable is 1 if the sale growth is in quarter 1 (highest sale
growth). The sale growth dummy variable is 2 if the sale growth is in quarter 2. The sale growth
dummy variable is 3 if the sale growth is in quarter 3. *, **, *** indicate significant levels at 10%, 5%

and 1% respectively.

Panel A: Multivariate Regression 1 from Year 0 to 3

Explanation

Variables All Sample Q1 Q2 Q3 Q4 Q5
Dependent Variable

LN(IAP)?

Independent Variable

Constant 2.0683*** 0.8102 21536 2.3815 2.3610 2.71228**
LN(1+IR); -0.0076 0:4223* 67720 -0.0228 -8.0329 -0.7663*
D=1ifSGinQl -0.8239*** -0.8385 0812} -1.2362** -0.2267 -0.4181
D=2if SGin Q2 -1.5902*** -2 7748*** — -12086>** -1.5834%** 0.2007 -1.3956**
D=3ifSGin Q3 -1.7224*** -1.8511*** -14146**  -1.7049*** -0.9840 -1.7971**
LN(Asset); -0.3167*** -0.1401 -0.4808***  -0.3864***  -0.4237***  -0.3702***
F-Statistic 2215552 73589 5:6476 611294 3.4716 5.6254
Adjusted R 0.2181 0.2181 0.1693 0.1837 0.0986 0.1674
No. of

observations 575 115 115 115 114 116




52

Panel B: Multivariate Regression 1 in Year 1

Explanation
Variables All Sample Q1 Q2 Q3 Q4 Q5

Dependent Variable

LN(IAP)%,

Independent Variable

Constant 0.6436 -1.1314

-0.6493 -2.2780 2.5096 2.2471

LN(1+IR); -0.2565 24.4725* -28.0256  -1.4363***

D=1ifSGinQ1l 0.3642 0.4382 0.2484 -1.1937

D=2if SG in Q2 971* -0.6547 -0.7304
D=3ifSGinQ3 -1.516 1 3912 11,068 1.25 -1.1864%  -2.2209**
LN(Asset), -0.1998% ¢ 111 . -0.3477 . ol -0.3008**  -0.2897*
F-Statistic ' ' 2.8748 3.3509
Adjusted R 0.0766 0.0927
No. of

observations 114 116

AU INENTNEINS
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Panel C: Multivariate Regression 1 in Year 2

Explanation
Variables All Sample Q1 Q2 Q3 Q4 Q5

Dependent Variable

LN(IAP)%,

Independent Variable

Constant 2.0303***  3.3920***

0.2810 0.7634 2.8802* 2.9458*
LN(1+IR); 0.1494 -3.3206 -20.6357 -0.3794
D=1ifSGinQ1l -0.4005 0.7082 0.1862 -0.6083

D=2ifSGin Q2 -1.2264**% 264 ) 1.0455 -2.1440%** -0.8653

D=3ifSGinQ3 -1.4008 -1.8475%*  -1.3526
LN(Asset); -0.3214**  -0.3870**
F-Statistic 4.9369 2.1386
Adjusted R 0.1484 0.0468
No. of

observations 114 116

AU INENTNEINS
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Panel D: Multivariate Regression 1 in Year 3

Explanation
Variables All Sample Q1 Q2 Q3 Q4 Q5

Dependent Variable

LN(IAP)%,

Independent Variable

Constant 2.2286*** -0.1551

LN(L+IR); -0.0250

33101  5.8351*** 05997 1.0742
\ W -1.7683 3.6454 -0.1395

D=1if SG in Q1 -1.2041 0.4987
D=2 if SG in Q2 -1 3987* 36***  -1.4112 -1.2966
D=3ifSGinQ3 -1.88 1 674 S300wkk 3 39%** 1 6660% -1.4664
LN(Asset), 3280%** 4 5 50,6252’ “06d26r 01601 -0.2624
F-Statistic 3 1.1590 2.0950
Adjusted R 0.0070 0.0451
No. of

observations 114 116
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Table V: Market Monthly Adjusted in Event-Time Approach in Year 0 to 3 Period

This table shows the long-run stock price performance in year 0 to 3 periods divided with five initial
returns levels. The first column shows the group of initial returns divided into quintile. Q1 is the group
of highest initial return, and Q5 is the group of lowest initial return. The second column shows the
amount of issuers. The third and fourth columns represent the median and mean of initial returns. The
fifth and the sixth column show the median and the mean of the cumulative abnormal returns (CAR).
The mean is the equally weighted average of CAR. The Wilcoxon signed ranks test is used to test the
statistical significant level of median of CAR,;. The t-statistical is applied to test the statistical
significant level of the mean of CAR,;. The difference of the CAR,; between Q1 and Q5 is test the
statistical significance by Mann-Whitney for testing of the median and t-statistical for testing of the

mean. *, **, *** indicate significant levels at 10%, 5% and 1% respectively.

Initial Return

Ametniof Median of  Mean of

Description Isstiers Median Mean CAR,y CARyr

All Sample 728 0.09194 0.7416 -0.0247 -0.0483
Q1 146 O.?_494Q 3.4737 -0.3205***  -0.2206*

Q2 146 0.1!9_67 0.1992 0.1205 0.0272

Q3 145 0,099 * " .1000 00214 -0.0985

Q4 146 0.04;-9'— 17 0.0418 -0.0324 0.0506

Q5 145 00250 5.0.1172 0.0688  0.0012
Difference of Q1 and Q5 -0.3893* -0.2218




Table VI: Market Monthly Adjusted in Event-Time Approach in Year 1, 2, and 3
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This table shows the long-run stock price performance in year 1, 2, and 3 divided with five initial.returns levels. The cumulative abnormal return is reported by median and
mean. The first column shows the group of initial returns divided into quintile. Q1 is the greup.oef highest initial return, and Q5 is the group of lowest initial return. The
second column shows the amount of issuers. The third and fourth columns represent the median-and mean of initial returns. The fifth and the sixth column show the median
and the mean of the cumulative abnormal returns (CAR) in year 1. The seventh and the eighth-column show the median and the mean of CAR in year 2. The ninth and the
tenth column show the median and the mean of CAR in year 3. The Wilcexan-signed ranks test is used to test the statistical significant level of median of CAR,;. The t-
statistical is applied to test the statistical significant level of the mean'of CAR ,+ The difference of the CAR,; between Q1 and Q5 is test the statistical significance by Mann-
Whitney for testing of the median and t-statistical for testing of the mean. *y*%, #** indicate significant levels at 10%, 5% and 1% respectively.

Initial Return el Year 2 Year 3
Amount of Median of M(;an of Median of Mean of Median of Mean of
Description Issuers Median ~ Mean GAR,r CAR,r CARyr CARyr CARyr CARyr
All Sample 728 0.0994 0.7416 -0.0435** -0.0-3(;52‘.-" -0.0580%*** -0.0798*** 0.0343 0.0677*
Q1 146 0.4940 3.4737 -0.2043%% -0.0&27-2 . -0.1111*** -0.2021*** 0.0413 0.0242
Q2 146 0.1967 0.1992 0.049% 0.0712 -0.0532 -0.0543 0.0377 0.0101
Q3 145 0.0994 0.1000 0.0168 -0.0953* -0.0157 -0.0396 -0.0148 0.0357
Q4 146 0.0429 0.0418 0.0169 -0.0205 -0.0953 -0.0833 -0.0093 0.1541
Q5 145 -0.0250  -0:1172 -0.0891% -0.0944 -0.0049 -0.0188 0.1070* 0.1144*
Difference of Q1 and Q5 -0.1122 0.0663 -0.1062 -0.1833* -0.0657 -0.0852
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Table VII: Fama and French Three-Factor Model in Event-time Approach

in Year 0 to 3 Period

This table shows the long-run stock price performance in year 0 to 3 period divided with five initial
returns level. The abnormal returns come from the intercept (a;;) of Fama and French three factors
model (R — Ry = ayr + Bir (Rme — Ryt ) + SipSMB, + hip HML, + &;). The a,r is the equally
weighted average of a;; according to the group of initial return level. The Wilcoxon signed ranks test
is used to test the statistical significant level of median of a,. The t-statistical is applied to test the
statistical significant level of the mean of a,;. The difference of the a,;. between Q1 and Q5 is test the

statistical significance by Mann-Whitney for testing of the median and t-statistical for testing of the
mean *, ** *** indicate significant levels at 10%, 5% and 1% respectively.

Initial Return
Amountof Median of Mean of
Description Issuers Mledian Mean Apr Apr
All Sample 904 0.6_950 0.6364 0.0008 -0.0003
Q1 188 §. 0'4§97,. 2.9664 -0.0066 -0.0042
Q2 180 O.léE_JO. 0.1896 -0.0020 -0.0009
Q3 180 9 0094;6 0.0967 0.0047 0.0020
Q4 180 f1ai 40,0480 u 0.0402 0.0024 0.0021
Q5 180-- -0.0256_- 4 -0.1239 0.0029 -0.0005

Difference of Q1 and ©5-. <+ -0.0095 -0.0037




Table VIII: Fama and French Three-Factor Model in Event-Time Approach in Year 1, 2, and 3

58

This table shows the long-run stock price performance in year 1, 2, and 3 divided with five initial returns level. The abnormal returns come from the intercept (a;;) of Fama
and French three factors model (R, — Ry, = a;r + Bir (Rmt - th) + sirSMB, + hig HMLy +€,4). The a,r is the equally weighted average of a; according to the group of
initial return level. The t-statistical is applied to test the statistical significant level of the mean ofe,; . The fifth and sixth column shows the median and mean of the a,r in

year 1. It is the same in the seventh and eighth column for year 2, and.the ninth and tenth celtmn.in year 3. The Wilcoxon signed ranks test is used to test the statistical
significant level of median of a,;. The t-statistical is applied to test thestatistical significant level-of the mean of a,;. The difference between the a,r of Q1 and Q5 is test
the statistical significance by Mann-Whitney test of the median testing and-t-statistical for the mean testing. *,**,*** indicate significant levels at 10%, 5% and 1%

respectively.

Year 1

Initial Return Year 2 Year 3
Amount of Median of_ . Mean of Median of Mean of Median of Mean of
Description Issuers Median Mean Apr Ayt Apr Apr apr apr

All Sample 901 0.0950 0.6364 0:0021* 340 -0.0052** -0.0027 -0.0038* -0.0020 0.0033

Q1 181 0.4697 2.9664 =EECEES U ;;6':.0143** -0.0089** -0.0123** -0.0033 0.0001

Q2 180 0.1900 0.1896 0.005L - _7"0_.0037 -0.0026 -0.0037 -0.0049 -0.0076

Q3 180 0.0946 0.0967 -0.0035 -0.0116** 0.0027 0.0048 -0.0008 0.0057

Q4 180 0.0411 0.0402 0.0014 7.65E-06 -0.0016 -0.0058 0.0052 0.0122

Q5 180 -0.0250 -0.1239 -0.0018 -0.0037 -0.0027 -0.0018 -0.0020 0.0064
Difference of Q1 and Q5 -0.0182% -0.0106 -0.0062 -0.0105 -0.0012 -0.0062
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Table 1X: Fama and French Three-Factor Model in Calendar-time Approach

in Year 0 to 3 Period

This table shows the long-run stock price performance in year 0 to 3 divided into five initial returns
level. The abnormal returns come from the intercept (a,r) of Fama and French three factors model
(Rpe — Ree = ayr + Bpr (Rt — Rpe) + Spr SMB, + h,r HML, + &,r). The t-statistical is applied to test
the difference of the a,; between Q1 and Q5 group. *,**,*** indicate significant levels at 10%, 5%
and 1% respectively.

\

o 1/ itial Return
\ ""ih;' 0,
Description ssuer(N) . Mean Ayt

All Sample 0.6364 0.0029

Q1 2.9664 0.0021

Q2 0.1896 0.0040

Q3 0.0969 0.0021

Q4 0.0402 6.1E-05

Q5 -0.1239 0.0105
Difference of Q1 and Q5 -0.0084
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Table X: Fama and French Three-Factor Model in Calendar-Time Approach in Year 1, 2, and 3

This table shows the long-run stock price performance in year 1, 2, and 3 ’, turns level. The abnormal returns come from the intercept («
and French three factors model (R,; — Rey = apr + Bpr (Rpe — Rpe) + 5 e t-statistical is applied to test the difference of the a,,; between Q1

and Q5 group. *,***** indicate significant levels at 10%, 5% and 1°/

Initial Re Year 2 Year 3
Amount of //[5,‘\"\\\‘
Description Issuers Median ﬁ / E ﬂ\\\ Ayt Apr
All Sample 901 0.0950 * -0.0029 0.0016
ﬂd.ﬂi. F.
Q1 181 0.4697 Q‘E By u\\ -0.0047 2.2E-05
Q2 180 0.1900 0.1 896‘;&‘5;?’* w Q157** 0.0061 -0.0005
" -i —JJ
Q3 180 0.0950 0969 .0071 -0.0035 -0.0018
= -‘"f-"""*j"j'r }:_-
Q4 180 0.0411 - 027 = -0.0071 0.0012
Q5 180 -0.0250 . -0.12 EJ 0.0001 0.0035
= :
Difference of Q1 and Q5 _w -0.0048 -0.0035

ﬂuﬂ’ﬁﬂﬂﬂ‘mﬂ"lﬂ‘i
QW’W&Nﬂ‘iﬂJ UAIINYAY
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Table XI: Multivariate regression 2

61

This table shows the panel regression result of the long-run stock price performance (AR) on the initial
return (LN(1+IR)) and control variables. Panel A states that multivariate regression 1 in year 0 to 3
period. Panel B, C, and D state that multivariate regression 2 in year 1, 2, and 3 respectively. The
control variables are the sale growth (SG) and total asset (LN(TA)). The sale growth (SG) is divided
into quartile. The sale growth dummy variable is 1 if the sale growth is in quarter 1 (highest sale
growth). The sale growth dummy variable is 2 if the sale growth is in quarter 2. The sale growth
dummy variable is 3 if the sale growth is in quarter 3. *,** *** indicate significant levels at 10%, 5%

and 1% respectively.

Panel A: Multivariate Regression 2 from Year 0 to 3

Explanation Variables  All Sample Q1 Q2 Q3 Q4 Q5
Dependent Variable

AR;

Independent Variable .

Constant -0.0369%** -0.0684**?_& 4 -0.0335 -0.0280 -0.0309 -0.0319*
LN(1+IR); -0.0038 20.002644 0.0782 0.1224 -0.4436 -0.0071
D=1if SGin Q1 0.0124*** 0.0184 i.jf'-‘0.0099 0.0117 0.0283*** 0.0019
D=2 if SG in Q2 00076 00122  0034* 00060 0009 00148
D=3if SG in Q3 0.0036 0.0052 -0.0024 0.0065 0.0002 0.0055
LN(TA); 0.0037* 0.0074%*** 0.0021 0.0019 0.0045*** 0.0029
F-Statistic 6.4229 3.3107 1.4689 0.6178 3.5348 1.4608
Adjusted R? 0.0524 0.1055 0.0238 -0.0201 0.1156 0.0230
No. of observations 599 120 123 124 120 118
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Panel B: Multivariate Regression 2 in Year 1

Explanation Variables All Sample Q1 Q2 Q3 Q4 Q5
Dependent Variable

AR;

Independent Variable

Constant -0.0641***  -0.0644* -0.0233 -0.0948  -0.0667** -0.0490*
LN(1+IR); -0.0066 0.6105** 0.1820 -0.0005
D=1if SGin Q1 ‘ -0.0133 -0.0048 -0.0035
D=2 if SG in Q2 0.0050 -0.0026 0.0138
D=3if SGin Q3 -0.0088 -0.0019 0.0059
LN(TA); 0.0039  0.0068*** 0.0041
F-Statistic 1.7182 2.0292 0.9827
Adjusted R? 0.0284 0.0415 -0.0007
No. of observations 124 120 118

AU INENTNEINS
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Panel C: Multivariate Regression 2 in Year 2

Explanation Variables All Sample Q1 Q2 Q3 Q4 Q5

Dependent Variable

AR;

Independent Variable

Constant -0.0362***  0.0037 0.0079  -0.0016 -0.0888***  -0.0642**
LN(L+IR);,

. ( . -0.1008 0.2070 -0.3330 -0.0154*
D=1ifSGinQ1 . 6 N OA( /)83 0.0036 0.0380** -0.0027
00300

D=2if SGin Q2 7 .0316> - 0.0021 0.0494** -0.0027
D=3if SGin Q3 | 0.0150 0.0294* -0.0037
LN(TA); -0.0013  0.0070** 0.0068**
F-Statistic 0.3661 3.5805 1.7612

Adjusted R® -0.0264 0.0978 0.0315

No. of observations 124 120 118

AU INENTNEINS
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Panel D: Multivariate Regression 2 in Year 3

Explanation Variables All Sample Q1 Q2 Q3 Q4 Q5
Dependent Variable

AR;

Independent Variable

Constant 0.0077 -0.0314 -0.0282 -0.0053 0.1353 0.0525
LN(1+IR); -0.3717  -1.4060 0.0202
D=1if SGin Q1 0.0114 0.0481 -0.0140
D=2 if SG in Q2 -0.0224 0.0221 -0.0167
D=3if SGin Q3 0.0091 0.0135 -0.0056
LN(TA); 0.0053 -0.0082 -0.0023
F-Statistic 0.9280 1.0492 0.4425
Adjusted R? -0.0037 0.0025 -0.0293
No. of observations 115 114 116

AU INENTNEINS
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Table XI11: Long-run Stock Price Performance of “Used of IPO Proceed” Variable by
Event-Time Approach and Calendar-Time Approach in Year 0 to 3 Period

This table shows the panel result of the long-run stock price performance, in year 0 to 3 period, divided
with the purpose of issuing IPOs. The purpose of issuing IPOs is divided into two groups: i) specific
use of proceed, and ii) general corporate purpose. Panel A shows the results of the long-run stock price
performance measurement by using the market adjusted return. Panel B shows the results of the long-
run stock price performance measurement by using the Fama and French three factors model under the
event-time approach. Panel C shows the results of the long-run stock price performance measurement
by using the Fama and French three factors model under the calendar-time approach. The Wilcoxon
signed ranks test and t-statistical are used for testing the statistical significance of median and mean of
the initial return and the abnormal return, respectively. The difference of the initial return and the
abnormal return between the group of a specific use.of APO proceed and the group of general corporate
purpose is test the statistical signifieance by Man-Vhitney-for testing of the median, and t-statistical
for testing of the mean. *,** ***indicate signifi?:ant levels at 10%, 5% and 1% respectively.

Panel AwResult of the Market Adjusted Return

Description Amount _ 1 njtial Return
of v Median of  Average
Issuers Median Mean CARgr CARpr
All Sample 499 0.1048*** 0.6862*** -0.0490 -0.1120**
A Specific Use of IPO Proceed 186, 0.09345** 1.390** 0.0612 0.0019
General Corporate Purposes 313 0:1041*** 0.2555*** -0.1177*  -0.1797***

Difference 0077, 1.1345%* 0.1789*  0.1816

Panel B: Result of the EF Three-Factor Model under Event-time Approach

Amount
of
Description Issuers Initial Return Median ap
Median Mean

All Sample 560 0.1000***  0.6349*** 0.0011 -0.0020
A Specific Use of,IPO Proceed 207 0.0950%** (11.3075%* 0.0025 -0.0007
General Corporate Purposes 353 0.1048***1 10:2405*** -0.0013 -0.0028
Difference -0.0098 1.0670** 0.0038 0.0021

Panel C: Result of the FF Three-Factor Model under Calendar-time Approach

Description Initial Return
Amount
of Issuers Median Mean ap
All Sample 560 0.1000***  0.6349*** 0.0047
Specific Use of Proceed 207 0.0950*** 1.3075** 0.0004
General Corporate Purposes 353 0.1048***  0.2405*** 0.0119

Difference -0.0098 1.0670** -0.0115
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Table XI111: Long-run Stock Price Performance of “Used of IPO Proceed” Variable by Event-Time Approach and Calendar-Time Approach in Year
1,2,and 3

This table shows the result of the long-run stock price performance, in year 1, 2, and 3 divided with the purpose of issuing IPOs. The purpose of issuing IPOs is divided into
two groups: i) the specific use of proceed, and ii) the general corporate purpose. Panel A shows the results of the long-run stock price performance measurement by using the
market adjusted return. Panel B shows the results of the long-run stock priee performance measurement by using the Fama and French three factors model under the event-
time approach. Panel C shows the results of the long-run stock price perfermance measurement by using the Fama and French three factors model under the calendar-time
approach. The Wilcoxon signed ranks test and t-statistical are used*for testing the statistical significance of median and mean of the initial return and the abnormal return,
respectively. The difference of the initial return and the abnormal return between the grohp of a specific use of IPO proceed and the group of general corporate purpose is test

the statistical significance by Man-Whitney for testing of the mediang@and t-statistical for testing of the 'mean. ****** indicate significant levels at 10%, 5% and 1%
respectively. :

d

Panel A: Resultof the Market Adjusted Return

Initial Return Yeardi Year 2 Year 3
Amount Median of "T/i%rage Median of  Average Median Average
Description of Issuers  Median Mean . JCARg .+l CAR ¢ CARpyr CARpr of CAR;r  CARpr
All Sample 499 0.1048 0:6862 ~ -0.0308* -0.0454 -0.0553**  -0.0756** 0.0331 0.0090
Specific Use of Proceed 186 0.0994 1:3960 -0.0018 0.0230 1-0.0222 -0.0398 0.0429 0.0187
General Corporate Purposes 313 0.1071 0v2555 -0.0554**  -0.0860** -0.0699**  -0.0969*** 0.0174 0.0032
Difference -0077 1.1345** 0.0538* 0.1090* 0.4770 0.5710 0.0255 0.0155
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Panel B: Result of the FF Three-Factor Model under Event-time Approach

Amount Initial Return Year 1 Year 2 Year 3
Description of Issuers  Median Mean Median ap Median ap Median ap
All Sample 560 0.1000 0.6349 -0.0018% 4 -@:0070*** -0.0028  -0.0054** -0.0029  -0.0012
Specific Use of Proceed 207 0.0950 1.3075 0.0018 -0.0027 -0.0012 -0.0036 -0.0042 -0.0017
General Corporate Purposes 353 0.1048 0.2405 -0.0044%* =20:0094%** -0.0035*  -0.0065** 0.0006 -0.0009
Difference -0.0098 1:0670** 0.0062* 0.0067 0.0023 0.0029 -0.0048 -0.0008
|
Panel C: Result of the FF Three-Factor Madel under Calepdar—time Approach
Description Ipitial Return——+" Yearl Year2 Year3
Amount of Issuers Median ‘Meany, a, ap ay
All Sample 560 0.1000 # - 0:6349 =, 4 0,0179* -0.0045 0.0018
A Specific Use of IPO Proceed 207 0.0950 1,3075 4 00114 -0.0030 -0.0052
General Corporate Purposes 353 0.1048 0:2405 "' _0.038* -0.0055 0.0059
Difference -0.0098 - 1.0670%* — -0.0266 0.0025 -0.0111
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Table XIV: Multivariate regression 2 of “Used of IPO Proceed” Variable

This table shows the regression result of the long-run stock price performance (AR) on the initial return
(LN(1+1R)) and control variables. Panel A states that multivariate regression 1 in year 0 to 3 period.
Panel B, C, and D state that multivariate regression 2 in year 1, 2, and 3 respectively. The control
variables are the sale growth (SG) and total asset (LN(Asset)). The sale growth (SG) is divided into
quartile. The sale growth dummy variable is 1 if the sale growth is in quarter 1 (highest sale growth).
The sale growth dummy variable is 2 if the sale growth is in quarter 2. The sale growth dummy
variable is 3 if the sale growth is in quarter 3. *,** *** indicate significant levels at 10%, 5% and 1%
respectively.

Panel A: Multivariate Regression2'in Year 0-3

Specific Used of General Corp.
Explanation Variables All'Sample Purpose Purpose
Dependent Variable
AR;
Independent Variable :! _
Constant Glodzrre 008708 -0.0429%*+
LN(1+IR); -0.0046 - f.:”,.70-0043 -0.0089
D=1ifSG in Q1 0.0814%* 0.0002 0.0171%**
D=2 if SG in Q2 0.0034 0.0008 0.0079
D=3if SG in Q3 0.0028 0.0001 0.0030
LN(Asset); 0.0043*** 0.0043*** 0.0041***
F-Statistic 517441 1.9087 4.2211
Adjusted R? 0.0719 0.0393 0.0767

No. of.0bservations 307 112 195




69

Panel B: Multivariate Regression 2 in Year 1

Specific Used of General Corp.
Explanation Variables All Sample Purpose Purpose

Dependent Variable

AR;

Independent Variable

Constant -0.0531*** -0.0455* -0.0576***
LN(1+IR); -0.0040
D=1if SGin Q1 0.0020
D=2 if SG in Q2 0.0118
D=3if SG in Q3 0.0152
LN(Asset); 0.0046***
F-Statistic 2.6271
Adjusted R 0.0335
No. of observations 236

AU INENTNEINS
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Panel C: Multivariate Regression 2 in Year 2

Specific Used of General Corp.
Explanation Variables All Sample Purpose Purpose

Dependent Variable

AR;

Independent Variable

Constant -0.0422*** -0.0516***
LN(1+IR); -0.0027
D=1if SGin Q1 0.0081
D=2 if SG in Q2 0.0121
D=3if SG in Q3 0.0054
LN(Asset); 0.0049***
F-Statistic 1.8738
Adjusted R 0.0183
No. of observations 236

AU INENTNEINS
PRIANTUAMINYAE



Panel D: Multivariate Regression 2 in Year 3

Specific Used of General Corp.
Explanation Variables All Sample Purpose Purpose

Dependent Variable

AR;

Independent Variable

Constant -0.0287
LN(1+IR); -0.0189
D=1if SGin Q1 0.0179
D=2 if SG in Q2 0.0315
D=3if SG in Q3 0.0070
LN(Asset); 0.0027
F-Statistic 1.6031
Adjusted R 0.0153
No. of observations 195

AU INENTNEINS
PRIANTUAMINYAE

71



72

Table XV: Test Difference of Initial Return between Specific Used of Proceed and
General Corporate Purpose

This table shows the regression result of the long-run stock price performance (AR) on the dummy
variable, initial return (LN(1+IR)), and interaction term. The dummy variable is 1 if the sample is in
specific used of IPO proceed.. *,** *** indicate significant levels at 10%, 5% and 1% respectively.

Explanation Variables Year 1 Year 2 Year 3 Year 0to 3

F

ARj

Independent Variable

Constant /f / 0.0001
LN(1+IR); g ./f 3 0.0039
D=1 if Specific Used of Praceed lv : =3 -1.72E-05
DiLN(1+IR); 044 - -0.0045
F-Statistic 0.6848
Adjusted R? -0.0030
No. of observations 314

AU INENTNEINS
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Chapter V

Conclusion

Since the previous studies assume the different factors which can represent the
initial return, they are the issue discount by issuer and the aftermarket demand of
investors. This is the unsettled conclusion. The Cbjective of this thesis is to investigate
whether initial return on IRPOs reflects an issue discount by the issuer or the

aftermarket demand ofinvesiors:

Because previous studies suggest:that the initial return have relation with the
post-issue operating performance and the Ic;ng—run stock price performance, and the
initial return can represent the quality of thev_;iél-suer and the performance of stock. The
improvement of the post-issue-eperating perfd‘rmance and the long-run stock price
performance seem to_have the pattern in the “long=run. So we decide to apply the
relation of the initial return with the post-issue operating performance and the long-
run stock price performance under the issue discount*and the aftermarket demand.
The reason is-totmake! the conclusion ©f the unsettledy debated. We have three
hypotheses which we want to test. They are the issue discount hypothesis, the
aftermarket ‘demand hypothesis, and the used of IPO proceed hypathesis. The issue
discount hypothesis and the aftermarket demand hypothesis are the hypotheses that
are useful to answer the thesis question, and we decide to divide the sample with the
initial return level into quintile. While the used of IPO proceed hypothesis is a further

test to get more evidence, we divide the sample with the used of IPO proceed purpose.
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There are two methodologies used to study about the post-issue operating
performance. Firstly, the post-issue operating performance is measured by the
industry adjusted performance (IAP). The results show the statistical significance of
the median of IAP along three years, so the median of IAP is not different from zero.
The difference of the median of 1AP between the group of high initial return (Q1) and
the group of low initial return (Q5) has the statistical insignificance, so the median of
IAP in Q1 is not different from the median of JAP in Q5. Then the initial return level
does not have the relation with the post-issue operating performance. It means that the
initial return is not the signal-of.the post-issue operating performance or the issuer’s
quality. Secondly, the multivariaie regression is used for study about the relation
between the IAP and the'inigial return. The' results suggest that the initial return does
not have the relation with the |1AP. So the in-itial return is not the signal of the firm’s
quality. The result of thesmultivariate regréséion Is consistent with the result of the
measuring of post-issue opérating performance by the industry adjusted performance

(IAP).

There are three methodologies used to study about the long-run stock price
performance. Firstly, the event-time approach is applied to measure the long-run stock
price performance. The results of the event-time approach, beth the market adjusted
return and the Fama and Frenth three faetoers model, show the statistical
insignificance of both median and“mean of the abnormal return. lt“means that the
median and the mean of the abnormal return are not different from zero. At the same
time, the difference between the median and the mean of the abnormal return of IPOs
in Q1 and Q5 also has the statistical insignificance, so it is not different between
them. Secondly, the calendar-time approach is applied to measure the long-run stock

price performance. The Fama and French three factors model is used under this
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approach. The results suggest that both the abnormal return of the IPOs and the
difference of the abnormal return of IPOs in Q1 and Q5 have the statistical
insignificance. The results of the calendar-time approach are consistent with the
results of the event-time approach. Thirdly, the multivariate regression is used to
represent the relation between the abnormal return and the initial return. The results
suggest that there is no relation between the initial return and the abnormal return.
The results are consistent with the resultssfrom the event-time approach and the
calendar-time approach. Ali-results indicate that the-abnormal return in the long-run is
not different from zero, and the-itutial return does not have the relation with the long-
run stock price performance So the initial return is not the signal of the long-run
stock price performange. Ahe fresults “"éuggest that the long-run stock price
performance does not have the increasing or"decreasing pattern as the evidence in U.S
stock market. It means that the abnormal rétpfh is not different from zero. The results
support that the LSE is the efficient mark’e;t-:‘Moreover the results indicate that the
investors do not underreact to both high qual‘i-ty‘and low quality stocks. The evidences
are not consistent with the hypothesis, so we reject both iSsue discount hypothesis and

aftermarket demand hypothesis.

All results of the long-run stock price performance divided according to the
“used of IPO proceed” variable support the vesults of the leng-run stock price
performance ‘divided according to ‘the“initial returiis level=We reject-both hypothesis
3.1 and hypothesis 3.2, because the evidences are not consistent with our hypotheses.
The difference of initial return between the specific used of proceed group and
general corporate purpose group has statistical insignificance. So the initial return of
specific used of proceed is not different from the initial return of general corporate

purpose. It can be conclude that the initial return and the objective of IPO issuing do
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not have the relation with the long-run stock price performance and both of them are
not the signal of the long-run stock price performance. The results are consistent with

the above evidences

Our results are not consistent with the evidence in U.S stock market which is
documented in the prior studies. Because the post-issue operating performance and
the long-run stock price performance do not have the relation with the initial return of
IPO, so we reject both the issue discount hypothesis and the aftermarket demand
hypothesis. The initial return-is not the'signal of the post-issue operating performance
and the long-run stock priee performance. The issuers may discount the offer price for
the other reasons instead sending the sigﬁa_!_about their quality. Ritter (1984) finds the
positive relation between sthe risk an&‘ in_itial returns. The initial return is the

compensation for the cost of investors to be informed.

The used of the presIPQ. data of the is_g_uer to study whether initial return on
IPOs reflects an issue discount by the issue;rf—_-o_ir.the aftermarket demand of investors
and to decompose the initial-return-of-1PO-is-the-suggestion for the further study. To
decompose the initial return is the other way to study the initial return. It can be
represented the_proportion“of the issue diseount and the aftermarket demand in the

initial return.
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Appendix A: Test of Statistical Significance of the Market Adjusted

Return in the Event-time Approach

This appendix provides the methodology to test the equally weighted average

cumulative abnormal return (CAR,r) of the market adjusted return. We want to test

the hypothesis that the CAR, is or is not different from zero as the following:
Ho: CAR,y =0
Hi:  CAR,r #0

The t-statistic is use tostest the statistical significant level as:

__ CARpr pr

oy op /AN (15)

CAR pr is the equally-weighted average cumulative abnormal return of each

|

interested group or portfolio at €ach interested. horizons (calculated in equation (7)).

o, is the standard deviation of the abnormal return in each group or portfolio. N is

the amount of sample in each group or portfolio.

We cancaleulate the'standard deviation (o ) ineach group or portfolio from:

Y & \/EL(CARL-T—CA_RM)Z

| N+ (16)

where, CAR;r is the cumulative abnormal return of each stock from equation (6).
CARyr is the cumulative abnormal return of each group or portfolio calculated from

equation (7). N is the amount of stock in each group of portfolio.
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Appendix B: Calculation of the SMB and HML Variables in the

Fama and French Three-Factor Model

We derive the SMB; and HML; variables follow Fama and French (1993) and

Dimson, Nagel, and Quigley (2003) as the steps following :

1. Size of stock is calculated from the amount of stock issue multiply the offering

price,
Size = Amount of Stock Issued X Of fer Price

2. Sorted sample according.to the size of stock and divided them into two groups
(small and big) with median.

3. Sorted sample in each size group in step 2'(small size and big size) according to
book-to-market (BE/ME)

4. Divided the data in step 3'Inte three groups as;high BE/ME (30%), medium BE/ME
(40%), and low BE/ME (30%)

5. After we divide the-gata-with-size(smali size-and big size in step 2) and BE/ME
(high BE/ME, medium BE/ME, and low BE/ME in step'3), we will get six portfolios

as S/H, S/IM, S/L, B/H, B/Mi;*BJ/L.
6. We average the data in each portfolio in step 5 by value weighted average (VW).

7. The SMB, is calculated from the simple average return of small size portfolio

minus the simple average return of big size portfolio.

SMB,; = Simple Average Return of Small Size Portfolio (S/H,S/M, and S/L),

— Simple Average Return of Big Size Portfolio (B/H, B/M, and B/L),



8. The HML, is calculated from the simple average return of high BE/ME portfolio

minus the simple average return of low BE/ME portfolio.

HML, = Simple Average Return of High BE/ME Portfolio (S/H and B/H), —

Simple Average Return of Low BE/ME Portfolio (S/L and B/L) ;

AULINENINYINS
ARIANTAUNNINGIAY

84



85

Appendix C: Test of Statistical Significance of the Fama and French

Three-Factor Model in the Event-time Approach

This appendix provides the methodology to test the equally weighted average

of abnormal return (@, ) of the market adjusted return. We want to test the hypothesis

that the @, is or is not different from zero as the following:
Ho : (’YpT =0

We apply the t-statistic in order to test the statistical significant level. The t-
statistic is derived from' the cross-sectioﬁal of abnormal returns at the interested
horizons in each interesied group or portfolib. As shown below we apply the a,r as
the equally-weighted average abnormail retu'r}r-l. of each group or portfolio (calculated
from equation (9)), o,, as the standard deviation of the abnormal return of each group

or portfolio, N is the-amount of our sample in each group er portfolio.

_ _ apr
b= op/VN-1 (17)

We derive the g, from the time-series ofievent-study abnormal return of group

or portfolio as following:

RN @)’
o =TT (18)

where, a; is the abnormal return of stock i. a,r is the equally-weighted average of
abnormal return in each group or portfolio. N is the amount of stock in each group or

portfolio.
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