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ABSTRACT

The limited number of IPOs in Thailand is not in line with the favorable
economic indicators. The primary concern is how to increase IPO activity.
Underpricing is a key success of IPO. It is the mutual target of the three key
participants: issuers, investors, and underwriters. The number of companies going
public is higher when IPOs are underpriced.

This research aims to explore the determinants of the initial return of IPO in
Thailand. The relationship between the initial returns of IPO and the major elements
derived during and after the IPO process until the first trading day is examined. Six
major elements are underwriter reputation, ownership concentration, book-building,
IPO allocation to institutional investors, the length of the lock up period, and investor
interest. The data comprise almost the whole population of 152 IPO companies listed
on the Stock Exchange of Thailand (SET) between 2001 and 2011. Two crosssectional regression models are employed. The first model is used to examine the
relationship between the six key factors and the initial returns of IPO. The second
model is standardized in order to compare the individual impact of the six major
factors on the initial returns.

It is found that only three major elements: ownership concentration, IPO

allocation to institutional investors, and investor interest are the key determinants of
the initial returns in Thailand. IPO allocation appears io be the strongest factor
explaining the level of underpricing. The results indicate that there is a significant and
negative relationship between ownership concentration and the initial return of IPOs.
The lower the ownership concentration after the IPO leads to greater underpricing. A
significant and negative relationship between IPO allocation to institutional investors
and the initial return of IPOs is found, meaning that the more shares are allocated to
retail investors, the higher the underpricing. The number of newspaper citations is
strong enough to enhance the significant and negative relationship between investor
interest and the initial return of IPO. IPOs with a higher degree of investor interest,
representing more public information, experience lower underpricing than those with
a low degree of investor interest. For the three remaining elements: underwriter
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reputation, book building, and the length of the lock up period, there is no significant
relationship between these three elements and the level of underpricing.

Investors should consider IPO companies that have low ownership retention
after the IPO. The majority of IPO shares should be allocated to retail investors.
Investors should be cautious when absorbing IPO information from the newspaper.
Issuers should reduce their ownership interest in the companies after IPO because
lower ownership retention can increase the initial return of IPO. They should use
underwriters who have good relations with retail investors. They should use media
such as newspapers for investor relations purposes only. Underwriters should consider
the share allocation as the most important factor for a successful IPO. They should
use discretion for share allocation to the retail investors. They should convince issuers
to disperse larger portions of their ownership to the public and do not have to spend
more money conducting book building since the size of offering in Thailand is
relatively small. To improve the average size of offerings, regulators should
encourage the company owners to disperse larger portions of their ownership to the
public. The merits of privatization should be reiterated to encourage more state-owned
enterprise to go public. With those recommendations, there will be more successful
IPOs in the market and the numbers of companies going public will be higher.
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CHAPTER I

GENERALITIES OF THE STUDY

1.1

Background of the Study

Initial public offering (IPO) is the first sale of stock issued by private
companies to raise capital in the equity market (Carter & Manaster, 1990). The issuer
can be either a small and young company with high growth potential or a large
privately-owned company seeking to raise capital from a large pool of investors for
future growth, repayment of debt or working capital (Ritter, 1998). IPO activity is an
important impetus for the growth of the country' s capital market because it can
indicate that investors are optimistic and confident about economic prospects (Lowry,
2003; Lowry & Schwert, 2002; Zhou & Zhou, 2010).

The World Federation of Exchanges reported in May 2011 that Asian countries
are playing an increasingly significant role in the global economy. Asia had the
highest number of listed companies at 21650; European-Africa-Middle East 13,783;
the American region 10,566. Despite the global financial crisis in 2008, the market
capitalization of all Asian countries still recorded the highest growth of 90%,
(USD17.4 trillion) in 2010, compared with a market capitalization of USD9.2 trillion
in 2008. By 2010, the number of newly-listed companies in Asia, particularly China,
India, and Hong Kong, peaked at 1,075 companies going public. Greater China
(China, Hong Kong and Taiwan) was the world's largest holder of raised capital with
over USD130 billion from 440 IPOs in 2010, accounting for 46% of global raised
capital. India was ranked second with over USD8 billion from 63 IPOs. The
Philippines was ranked lowest in terms of IPO deals in Asia with only USD283
million from 5 IPOs, followed by Thailand which had only USD266 million from 11
IPOs (Ernst & Young, 2011; WFE). Moshirian, Ng, and Wu (2010) have documented
that initial

1

returns

1

during 1991-2004 in emerging Asian markets, China (202.63%), Korea

(70.30%) and Malaysia (61.81 %), far exceeded those in developed Asian markets,
Hong Kong (21.43%), Japan (34.04%) and Singapore (33.10%). However, Thailand,
another Asian country in an emerging market, had an average initial return of only
18% from 154 IPOs between 2001 and 2011, which is far less than those of other
emerging Asian economies (Stock Exchange of Thailand, 2011). The different
degrees of such initial return and the number of IPOs suggest that there are some
market-specific features in Thailand that influence initial return and IPO activity.

Numerous researchers have attempted to develop both theoretical and
empirical models to explain the initial return of IPOs (Logue, 1973; Ibbotson, 1975;
Baron, 1982; Ritter, 1984, 1991 ; Rock, 1986; Carter & Manaster, 1990; Aggarwal &
Rivoli, 1990; Loughran & Ritter, 1995). Loughran and Ritter (2002) explained that
initial returns are the reflections of two major components: private information and
public information. Private information is revealed by the investors' demand and the
firm's valuation during the IPO process while public information is the incremental
information publicized after the IPO process until the first trading day. This is
supported by Lowry and Schwert (2002) who stated that initial returns are the
difference between the aggregate of the underwriters' valuation at the offer price and
the secondary market's valuation. In other words, initial returns are the aggregate of
the underwriters' valuation plus some incremental information given by the market.
Key determinants of IPO initial return derived during and after the IPO process until
the first trading day in a variety of market environments include underwriter
reputation, ownership concentration, pricing procedure, IPO allocation, length of lock
up period, and investor interest (Carter, Dark, & Singh, 1998; Venkatesh & Neupane,
2005; Chahine, 2007; Jenkinson & Jones, 2007; Tirapat, 2004; Reese, 1998). Previous
studies on such determinants are mostly concentrated in the U.S. as well as other
countries in developed markets whereas existing empirical literature on IPO
performance in Thailand is limited.

1

The meanings of IPO initial returns (measured by the difference between the price at the first closing
day and the offer price) "underpricing", "first trading day returns", and "money left on the table"
(multiplied initial return with the number of shares issued) are used as synonyms in much previous
literature. This study uses "initial returns", "underpricing" and "short run performance" for consistent
expression in this paper.

2

1.2

Statement of the Problem

As reported by WFE (2011), the Thai stock market is in the development
stage. Major market indicators; the stock market's significance in the economy, the
number of newly listed companies, the number of total listed companies and market
capitalization are far behind those in both developed and emerging markets. Between
2001 and 2011, the rate of companies going public in Thailand was only 1.2 IPOs per
month, compared with developed and emerging markets where the rate was over one
per business day (WFE, 2011). In 2010, the number of listed companies in Thailand
was reported at 541 companies, which was much fewer than India (6,586), the U.S.A
(5,016), and Japan (3,566). Except for the Philippines, Thailand's market
capitalization was ranked the lowest at USD278 billion, compared with other
emerging markets whereas the U.S.'s market capitalization was ranked first at
USD17,283 billion, followed by Japan(USD4,100 billion) and China (USD4,028
billion). Stock market significance is determined by dividing stock market
capitalization by gross domestic product (GDP). This is a standardized measure used
to explain the linkage between stock market performance and the strength of its
economy and assesses stock market liquidity. A ratio greater than 100% means the
stock market can mobilize funds for the nation's economic growth efficiently. Stock
market significance in Thailand was posted at 89% in 2010, while stock market
significance in most developed and emerging markets were above 100% such as Hong
Kong (ranked first at 1,197%), Singapore (298%), and India (226%). This indicates
that the Thai stock market still underperforms its real ·economic condition and
possesses lower efficiency in capital mobilization for economic growth. The low level
of stock market significance can be an obstacle for the growth of the economy
because the stock market can encourage long term economic growth by reducing the
cost of mobilizing savings, supporting investment into productive technologies,
diversifying the risks of financially-traded assets, and providing long run
commitments of capital (Rahman & Salahuddin, 2010; Levine & Zervos, 1998;
Greenwood & Smith, 1997). Nevertheless, for Thailand, the limited number of IPOs
is inconsistent with its major economic indicators. There are two major observations.
First, between 2001 and 2010, Thailand reported a growth rate of 4.4% which was
line with the average growth rate of 4.8% in Asian countries, excluding China at
10.5% and India at 7.8% (The World Bank, 2011). However, the total number of Thai
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companies going public was at an average of 16 IPOs per year, which was
considerably fewer than the average of 48 IPOs for the other emerging Asian
economies (WFE, 2011 ). It implies that Thai companies have been exposed to higher
cost of capital than others (Lacharoj, Thaicharoen, & Weerak:un, 2009). Second, Thai
market capitalization has doubled in the last five years, after China (252% ), Indonesia
(152%), and Philippines (131 %) whereas the number of total listed companies still
shows a growth rate of only 4%, which is below the average growth of 8% in Asian
countries. High market capitalization with a limited number of IPOs can lead to stock
price overvaluation.

The primary concern is how to increase the activity of IPOs in Thailand. This
will in tum increase the number of listed companies, the market capitalization and the
significance of the stock market and finally enhance the strength of the capital market
and the Thai economy. As suggested by Yung, Colak:, and Wang (2008), the growth
of the economy is related to the increase in the number of firms going public.

In an IPO activity, there are three major parties involved: the issuer, investor
and underwriter (Chemrnanur & Fulghieri, 1994; Kojima, 2007). The issuer appoints
an underwriter to help determine which type of security is to be issued (i.e. common
or preferred shares), the best offering (subscription) price and the time to bring it to
the market (Chen, Fok, & Wang, 2006). The IPO's characteristics are set during the
IPO process. It is often in the issuer's interest to price the IPO shares below the
highest price at which the underwriter can sell, resulting in-larger combined proceeds
from the initial and second offerings (Chemrnanur, 1993). The issuer cannot only
raise capital from the public, but can increase also the value of existing holdings when
the initial return occurs (Loughran & Ritter, 2002). An underwriter not only receives
commission fees from the issuer, but also gains reputation and potential offers when
the issues are successful (Carter, 1992). An IPO that is oversubscribed to a greater
degree is more associated with underpricing (Chemrnanur, 1993). The issuer and
underwriter view an underpriced and oversubscribed IPO as successful (Chemrnanur,
1993; Muscarella and Vetsuypens, 1989) while the investor views only underpricing
as a successful IPO. Underpricing is, therefore, the mutual target of the three parties.
It can attract these three parties to participate in the IPO activity. Successful IPOs thus

are necessarily underpriced (Ritter & Welch, 2002). It is proposed to use the
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underpricing of IPOs as a proxy for successful IPOs in this study. The number of
companies going public is higher when IPOs are underpriced (Lowry & Schwert,
2002). Thus, higher initial returns of IPO can induce greater IPO activity.

Nevertheless, the existing literature on the determinants of IPO activity are
mainly based on the U.S. and countries in developed markets which are subject to
different regulatory and market-specific environments. It is unlikely that the
determinants found in the developed market can work in Thailand. Moreover, there is
limited empirical evidence on the determinants of IPO activity in Thailand. Many
specific factors influencing IPO performance in Thailand have been investigated
independently such as IPO allocation, ownership structure, length of lock up period,
and book building. None of the previous empirical studies propose a model including
the six major factors; the underwriter reputation, ownership concentration, pricing
procedure, IPO allocation, length of lock up period, and investor interest
simultaneously.

1.3

J.;;,

-

Research Objectives

The main objective of this research is to explore the underlying explanations
on the initial returns of IPO in Thailand. Loughran and Ritter (2002) and Lowry and
Schwert (2002) have documented that initial returns are reflected by all available
information, which is composed of two major components; private information
(aggregate of the underwriters' valuation) and public· information (incremental
information provided by the market). For this study, the first component of
information gained during the IPO process includes the underwriter reputation,
ownership concentration, pricing procedure, IPO allocation, and length of lock up
period, representing an aggregate of the underwriters' valuation. The second
component of information derived after the IPO process until the first trading day
consists of investor interest, and represents incremental information from the market.
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The specific objectives of this study are as follows:

1. To explore the practices of IPO related to the performance through a
secondary database, specifically in Thailand due to there being insufficient academic
literature compared to those of developed markets

2. To empirically test the conceptual model with the integration of major IPO
elements related to initial returns of IPO through statistical techniques. Details of the
statistical tests are:

2.1 To determine the relationship between underwriter reputation and the
initial return of IPO

2.2 To investigate the association of ownership concentration and the short
run IPO performance

2.3 To examine the impact of pricing procedure on the underpricing of IPO

2.4 To analyze the effect of IPO allocation on the initial return of IPO

2.5 To assess the relation between length of lockup period and the short run
IPO performance

2.6 To explore the association of investor interest and the initial return of
IPO

2. 7 To determine the relationship between all composite elements gained
during the IPO process, namely private information and the underpricing of IPO

3. To add empirical findings to the research area that includes the six major
elements which influence the initial return of IPO

4. To contribute implications and recommendations derived from the analysis to
the business sector, specifically the issuer, underwriter and investor

6

1.4

Research Questions

This study aims to analyze the determinants of the initial return of IPO in
Thailand. The central research question is "What are the determinants of the initial
return of IPO in Thailand?" Seven specific research questions related to the
integration of the major elements derived during and after the IPO process until the
first trading day and the initial returns of IPO are proposed as follows:

1. Does underwriter reputation influence the initial return of IPO?

2. Does ownership concentration affect the short run IPO performance?

3. Does pricing procedure have an impact on the underpricing of IPO?

4. Does IPO allocation affect the initial return of IPO?

5. Does the length of lockup period influence the short run IPO performance?

6. Does investor interest affect the short run IPO performance?

7. Do all composite elements gained during the IPO process, namely private
information have an impact on the underpricing of IPO?

1.5

Scope of the Research

From an interview with the head of the Capital Market Research Institute from
the Stock Exchange of Thailand (SET) on September 13, 2011, Dr. Tientip Subhanij
pointed out that the number of Thai IPOs was low during the last five years.
Corporate governance as well as transparency and information disclosure discouraged
Thai firms from going public. The incentives for listed firms were not sufficient. The
political conflict, the uncertainty of government policy, and market regulation are also
key barriers for private companies to go public (Lacharoj et al., 2009). Given that
these external issues are constant; the determinants of IPO performance in this study
refer to the integration of six elements derived during and after the IPO process until
7

the first trading day within a specific national environment, especially Thailand. They
are underwriter reputation, ownership concentration, pricing procedure, IPO
allocation, length of lock up period and investor interest. In addition, this study
mainly focuses on companies listed on the SET that conducted initial public offering
(IPO) between 2001 and 2011. The book building pricing procedure was officially
announced by the SEC in 2000 (Nor.Jor. 1/2543-"The Guidance to Bookbuilding
Process" notification). The year 2001 is selected to be the beginning period of this
study. This can capture the effects of the book building pricing procedure on IPO
performance, which is measured by the initial returns of IPO. Firm characteristics,
such as age and size, are used as control variables. The SET index is used as the
market benchmark. Seasoned equity offerings (SEOs), closed-end funds, employee
stock option program (ESOP) and real estate investment trusts are excluded from the
sample.

1.6

Limitations of the Research

There are some limitations in this study. First, factors influencing the IPO
performance in Thailand are focused on underwriter reputation, ownership structure,
pricing procedure, IPO allocation, length of lock up period, and investor interest. The
excluded factors are flipping activity, overallotment options, offer price adjustment
(Wu, 2005) and auction pricing procedure since they are rarely applied in Thailand.
Second, this study examines IPOs in the Thai context, thus, explanations using these
six factors can only explain IPO performance in Thailand.-The resulting model may
not fully explain the performance of IPOs in other markets because the Thai stock
market is much smaller than those in developed markets and even some emerging
markets as measured by market capitalization. The difference in market environment
such as market capitalization, the number of newly issued companies, the total
number of listed companies, and the difference in market sentiment, such as the
period of hot and cold market, may exhibit different results. In addition, the listing
regulations of the SET are not exactly the same as the listing regulations in other
markets. Third, a variation in the period of study may influence the research results.
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1.7

Significance of the Study

The contributions of the study can provide information to both the academic
world and the business sector, especially the three major parties: issuers, underwriters,
and investors in Thailand. The resultant model of the determinants of IPO initial
return can support and improve these three parties' decision-making during the IPO
process, leading to successful IPO.

Issuers can decide whether to select a highly prestigious or a less prestigious
underwriter to underwrite the shares because more prestigious underwriters normally
charge higher underwriter fees. They can decide the proportions of their ownership
and distribution to the public during the IPO process in relation to their desired level
of control over the company.

Underwriters decide whether to use book building or other pricing procedures to
determine the offering price. They can make decisions to allocate shares and select
investors to participate during road shows. The length of the lock up period is decided
to provide a long or short period of lock up in order to signal the quality and prospects
of companies.

Investors can make an investment decision taking into account these IPO
elements.

Finally, during the issuance, both issuers and underwriters can decide whether
or not to use media in order to attract investor interest while investors would consider
whether the media can raise the level of investor interest and further increase initial
returns.

The findings of the conceptual model with the integration of major IPO
elements related to performance can replicate real business practices, and its
application will add to the growing literature of empirical studies in emerging
markets.
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1.8

Definition of Terms

Terms
Asymmetric Information

Definitions
A situation in which one party in a transaction has superior information
compared to another. In other words, it is characterized by fewer investors
knowing the true quality of the firm (Ma, 2007; Baron, 1982).

Book building

It is the process of the underwriter who gathers investor demand,
especially from institutional investors. The range of the offering price is
established depending upon demand (Benveniste & Spindt, 1989).

Due diligence

It is used to investigate and evaluate the business opportunity. It can help
investment bankers and underwriters understand the company's business,
protect against any negative impact for issuers and investors after IPO, and
guarantee the qualification of company for the regulators and investors
(Ritter, 1998).

Individual investor

A small or retail investor who trades stocks in small quantities (Hanley &
Wilhelm, 1995).

Informed investor

An investor who will only attempt to buy underpriced shares (Rock, 1986).
This type of investor is normally a large investor; an institutional investor

-

and is better informed on the equity issues during the IPO process than the
small investor (Chemmanur, 1993).
Institutional investor

An organization which trades stocks in large amounts or quantities of
shares for lower commissions. It is assumed that institutional investors
have more and better information than an individual investor (Hanley &
Wilhelm, 1995).

Investor interest

The level of knowledge and enthusiasm the retail investing community has
about an upcoming issue (Reese, 1998).

IPO Allocation

.

The number of IPO shares allocated to investors (Benveniste & Spindt,
1989).

IPO performance

The return of new share offering is used to measure IPO performance. It
can be either positive and negative returns in the short run or positive and
negative returns in the long run (Loughran et al., 2010).

IPO Process

The process for a company going public and listing on the stock market. It
includes the process of document preparation, due diligence, company
visit, company's filing, road show, and share distribution (Ritter, 1998).

IPO Prospectus

A legal document that gives information about an offering to the public. It
is required by the SEC and contains the information for an investor to
make an investment decision (Ritter, 1998).
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Terms

Lockup agreement

Definitions

An agreement between issuers and underwriters in order to prevent sales of
new equity issues from inside investors. The lockup period is established
for a specified period of time (regularly 180 days). It is disclosed inside the
IPO prospectus as regulated by the SEC (Field & Hanka, 2001).

Newspaper citation

The number of newspapers that cited the company before going public
(Reese, 1998).

Ownership concentration

The total percentage of the large shareholders which typically own at least
5% of a company's shares (Li et al., 2005).

Quid pro quo

A situation in which underwriters allocate underpriced offerings to
institutional investors in order to favor them from having revealed their
demands during the road show (Hanley & Wilhelm, 1995).

Road show

It is the IPO marketing process, involved with lead underwriters, issuers,
and potential investors. It is used to evaluate the demand of investors for
the firm's stock and determine an offer price (Daily, Certo, Dalton, &
Roengpitya, 2003; Ritter 1998).

Silent period

A restricted period, regulated by the SET, to prevent investors from selling
new shares by issuers, ranging from 6 months to 3 years (Tirapat, 2004 ).

Underpricing

It is an initial return of IPO, measured by the difference between the first
day closing price in the secondary market and the offering price at which
the IPO shares were sold in the primary market (Yeh, Shu, & Guo, 2008;
Ritter, 1998; Ibbotson, 1975). It represents the short run performance of
IPO.

Underwriter reputation

The prestige of the underwriter. A highly prestigious underwriter is
typically involved with low-risk offering firms, while a less prestigious
underwriter is involved with high-risk offering firms (Carter & Manaster,

.

1990).
Uninformed investor

An investor who cannot discriminate between issues; they will be allocated

on a small fraction of the most desirable issues, while receiving full
allotment of the least attractive (Rock, 1986).

The remainder of this paper is organized as follows: Chapter 2 presents the
literature underlying the development of the theoretical model for this study. An
overview of the initial public offering (IPO), the current issues in the IPO market, the
process of IPO and IPO performance are discussed. Factors that influence initial
returns including underwriter reputation, ownership concentration, pricing procedure,
IPO allocation, the length of the lock up period and investor interest are explained. In
addition, previous studies on the development of studies in Thai IPOs are presented in
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this chapter. Chapter 3 presents a conceptual model on the relationship between the
initial returns of IPO and the major IPO factors related to IPO performance. The
linkage between each factor and short run IPO performance is concluded in the Thai
context. The hypotheses which explain the relation between the initial return of IPOs
and six major elements are proposed in this chapter. Chapter 4 describes the research
methodology used to analyze the determinants of IPO performance, measured by the
initial returns of IPO. The sources and scope of the sample data are explained. The
measures used for each concept and the statistical techniques for data analysis are
elaborated in this chapter. Chapter 5 presents the data analysis, analysis of statistical
techniques, and cross-sectional regression analysis. Chapter 6 highlights the
conclusions of the research and elaborates the contributions of the research study on
the determinants of the initial public offering performance. A discussion of the
findings

is provided,

followed by the conclusion.

The implications

and

recommendations for business practices are discussed. Finally, specific suggestions
for future research are proposed.

-
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CHAPTER II

REVIEW OF LITERATURE AND RELATED STUDIES

This chapter presents the literature underlying the development of the
theoretical model for this study. It is organized into six sections. Section I provides
the definition and overview of initial public offering (IPO), and an overview of the
current situation in the global stock and IPO markets; more specifically in Asian and
Thai markets. The recent development of the stock and IPO markets emphasizes the
importance and progress of initial public offering to the nation's economy. Section II
introduces the process of initial public offering. The determinants of IPO performance
are discussed during the IPO process. Section III presents the phenomenon of IPO
performance. Previous empirical studies are reviewed on short run IPO performance.
Section IV discusses the related theories that explain the underpricing of IPOs. The
theoretical explanations of underpricing are asymmetric information (the principalagent model, the adverse selection model, the signaling of a firm' s quality, and the
pricing methodology of IPO), behavioral explanations (information cascades and
prospect theory), institutional explanations (lawsuit avoidance theory and price
stabilization), and ownership explanations. Section V presents a review of previous
research on the factors that influence initial returns. Initial returns are the reflections
of two major components; private information and public information. Private
information is revealed by investor demand, more specifically institutional investors
(informed investors) and the firm valuation during the IPO process, while public
information is incremental information publicized after the IPO process until the first
trading day of the issue (Vega, 2006). The six determinants of IPO initial return
derived during and after the IPO process until the first trading day in a variety of
market environments are underwriter reputation, ownership concentration, pricing
procedure, IPO allocation, length of lock up period, and investor interest. Section VI
discusses the impact of a firm's characteristics used as control variables on the initial
returns of IPO. Section VII provides previous studies of IPOs in Thailand. This
section presents the development of studies in Thai IPOs. The summary of this
chapter is presented in Section VIII
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2.1

Overview of the Initial Public Offering

2.1.1

What is Initial Public Offering (IPO)?

An initial public offering (IPO) or an unseasoned new issue is an equity issue
for the first time by a private company to raise capital from the public, especially from
the stock market (Carter & Manaster, 1990). It occurs when a company seeks external
capital, rather than internal capital from earnings or borrowing from other sources
such as banks, in order to either expand their business or repay their debts. The way to
obtain the money is to issue common stocks by selling some portions of their
ownership for the first time to all interested investors and later trade these shares in
public markets (secondary market). Most private companies going public are small,
young but high-growth, and not well-known to the public (Ritter, 1998; Field &
Lowry, 2009). The benefits of companies going public are primarily to raise capital,
allow the companies to distribute their ownership holding, enhance liquidity for
owners to sell shares in the market, and create value for a company. In exchange, after
going public, companies will lose some of their control and are required to regularly
disclose company information to the public. In addition, the costs of going public are
relatively high for young and small companies since they initially have to pay onetime IPO expenses (advisory fee, underwriter fee, market listing fee, and document
fee) and recurring expenses (auditing fee, annually market fee, and fees for
independent directors and audit committees) (Ritter, 1998; Chen et al., 2006).

2.1.2

Overview of Global Stock and IPO Market

a) Global Stock and IPO Market

According to the World Federation of Exchanges (WFE) at the end of 2010,
global stock market capitalization increased twofold to USD55 trillion over the
decade. The amount steadily grew between 2002 and 2007. It reached a peak of
USD60 trillion in 2007 before declining sharply to USD33 trillion in 2008 due to the
global financial crisis. In 2010, the American region reported the highest market
capitalization of USD22 trillion, followed by USD 17 trillion in the Asian region and
USD15 trillion in the Europe-Africa-Middle East (EAME) region (Figure 2.1).
14
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Source: World Federation of Exchanges, 2011

Figure 2.1: Stock Market Capitalization by Region (in US Billions)

When comparisons are made between the markets, market capitalization in the
developed market is larger than in developing and emerging markets (Table 2.1 ). The
U.S. stock market is ranked first in terms of market capitalization at all times,
followed by Japan and China. China's market capitalization is the key driver in the
Asian market. It has increased dramatically by over fourfold in the last five years,
followed by an increase in capitalization in the Indonesian market of over 160%.
Nevertheless, when a standardized measure is applied; namely the stock market's
significance in the national economy, it has been found that increases in the stock
market's significance in the developing and emerging market have tended to grow
faster than those in developed markets, which are likely to decline. For example, the
stock market' s significance in the U.S. was reported at 118% in 2010, having
decreased from 148% in 2006, while in China, it was reported at 70% in 2010, having
increased from 43% in 2006. This indicates that the trend of economic growth has
shifted from developed countries to developing and emerging countries. Such
economic growth can lead to a higher number of companies going public (Yung et al.,
2008).
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For IPO activity, Table 2.2 illustrates that the number of newly-listed
companies and the total number of listed companies in developed markets are greater
than those in developing and emerging markets, but both numbers have tended to
decline due to weaknesses in the economies of the U.S. and European countries (The
World Bank, 2011). IPO activity as indicated by companies going public has varied
across the period between 2006 and 2010. It began to decline in 2008 for all countries
after the global market downturn due to anxiety about the Sub-prime problem. It has
been concluded that the numbers of companies going public relies on the prospects of
the economy (Lowry, 2003; Lowry & Schwert, 2002; Zhou & Zhou, 2010). The U.S.
stock market is ranked first in terms of companies going public at all times and is
ranked second in terms of total listed companies. Companies going public in the U.S.
exceed one per business day (Shi-yu & Chang, 2008; Ritter, 2011). This is in contrast
to the Philippines, which has the lowest number of companies going public and total
listed companies with fewer than 10 IPOs per year.

Table 2.1: Stock Market Significance in National Economies* (in percentages)
and Market Capitalization (in USD Billions)

Exchange

2010

2009

2008

2007

2006

127

68

143

144

1,454

1,262

684

1,298

1,096

76

70

68

106

115

4,100

3,534

3,356

4,664

4,910

84

80

70

137

143

3,613

3,454

1,868

3,852

3,794

118

107

79

142

148

17,283

15,077

11,458

19,922

19,569

70

72

41

137

43

4,028

3,573

1,779

4,479

1,145

1,197

1,095

617

1,281

905

2,711

2,305

1,329

2,654

1,715

226

205

103

316

171

3,228

2,531

1,247

3,479

1,593

Developed Market
Australia

119
~

Japan

U.K.

U.S.A

.

Developing and Emerging Market
China

Hong Kong

India
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Developing and Emerging Market
Indonesia

Korea

Malaysia

Philippine

Singapore

Taiwan

Thailand

52

40

19

49

37

360

215

99

212

139

111

100

51

116

92

1,092

835

471

1,123

834

187

150

85

174

152

409

289

189

325

236

83

54

31

71

56

157

86

52

103

68

298

264

146

334

281

647

481

265

539

384

192

174

91

173

NA

818

659

357

664

595

67

38

80

65

197

140

89

278

I'

177

103

'

Source: World Federation of Exchanges (2010-2006)
*These indicators compare the exchange's market capitalization with the gross domestic product
(GDP)

**The first lines show the stock markets' significance in the national economy and the sl!cond lines
show the market capitaliza,tion
NA: Not Available

Between 2006 and 2010, the number of newly listed companies and total listed
companies in developing and emerging markets increased substantially faster than in
developed countries (Table 2.2). For example, China's stock market reported 2,063
total listed companies in 2010, having increased over 45% from the previous five
years. In contrast, the U.S. market reported 5,016 companies, having decreased by
16% over the same period.

When comparisons were made between regions, the total number of listed
companies in the Asian region was greater than in the Europe-Africa-Middle East
(EAME) and the American region over the decade. It increased by 80%, compared
with the EAME (51 %) and the American (7%) regions (Figure 2.2). It is concluded
that the Asian stock market plays the key role in the global capital market.
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Table 2.2: Number of Newly-Listed Companies and Number of Total Listed
Companies by Market

Exchange

2010

2009

2008

2007

2006

113

47

77

292

NA

1,999

1,966

2,009

1,998

1,829

43

44

83

149

155

3,566

3,656

3,786

3,870

3,854

188

73

185

411

576

2,966

3,088

3,096

3,307

3,256

358

230

248

416

344

5,016

5,179

6,449

5,965

6,005

350

99

77

126

65

2,063

1,700

1,604

1,530

1,421

113

73

49

84

62

1,413

1,319

1,261

1,241

1,173

194

64

140

337

248

6,586

6,408

6,327

6,217

5,952

23

13

19

22

12

420

398

396

383

344

107

77

63

98

93

1,798

1,788

1,793

1,757

1,689

14

23

26

36

986

1,025

Developed Market
Australia

Japan

U.K.

U.S.A

Developing and Emerging Market
China

Hong Kong

India

Indonesia

Korea

Malaysia

-

29
956

Philippine

Singapore

Taiwan

Thailand

•

v

959

976

5

3

2

11

5

253

248

246

244

240

36

25

43

76

67

778

773

767

762

708

41

36

31

30

11

784

755

722

703

693

11

18

12

13

18

541

535

525

523

518

.

Source: World Federation of Exchanges (2010-2006)
*The first lines show the numbers of newly listed companies and the second lines show the numbers
of total listed companies, NA: Not Available
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b) Asian Stock and lPO Market
Asian economics have recovered from lbe 1997 Asian financial

cri~is ~teadily

and have an increasingly ~igmficant role in !be global economy. As reported by WFE

in May 2011. the Asian region reported the llighe1>t total number of listed companies
of21,650 companies. followed by 13,783 companies in the EAME region and 10,566
companies in the Americilll region. The Asian region increased by 80%, l'.Ompttred
with EAME (5 1%) and the American region (7%) over the decade (Figure 2.2). The
market capitalization of all A>mn countries recorded the highest growth of 90%
(USDl7.4 tnllion). compared with

1Ls

market capitalin11ion of USD9.2 Uillion after

the global financial cri,is in 2008 (Figure 2.1). According to Ernst & Young (201 1),
Greater China (China. Hong Kong and Taiwan) had the world's largest capital raised
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with over USD130 billion and 440 IPOs in 2010, accounting for 46% of the global
capital raised. Its market capitalization dramatically increased to USD4 billion in
2010, having increased over fourfold from USDl billion in 2006 (Table 2.1). The
initial returns of IPOs in China showed the highest return of over 200% between 1991
and 2004 (Moshirian et al., 2010; Shi-yu & Chang, 2008; Chan et al., 2004). In
contrast, the Philippines ranked the lowest in terms of IPOs in Asia with only
USD283 million from 5 IPOs, followed by Thailand which had only 11 IPOs with
USD266 million (WFE, 2011). Thailand, another emerging Asian country, had
average initial returns of only 18% for the small number of 154 IPOs in the decade,
which is far less than those of the other Asian emerging economies (SET, 2011). The
different degrees of such initial return and the number of IPOs suggest that there are
some market-specific features in Thailand that affect IPO initial return and activity.

c) Thai Stock and IPO Market

In Thailand, there are two major organized equity markets. First, the Stock
Exchange of Thailand, which officially began trading in 1975, is the main -board for
large sized public companies with at least 300 million baht of paid-up capital. Second,
the Market for Alternative Investments (MAD is the board for small-and-medium
sized companies with high growth potential of between 20 and 300 million baht of
paid-up capital.

Figure 2.3 exhibits the development of the Thai equity market over the past 35
years. The index had reached 1,683 in 1993 before the Asian financial crisis in 1997
(Allen et al., 1999). The index began declining to 269 in 2000 before turning around
to over 1,000 in 2010. The cumulative number of companies going public began
rising from 104 companies in 1987 to 454 companies in 1996. After the crisis in 1997,
some companies were delisted. Numbers of IPOs increased again from 382 companies
in 2001 to 476 companies in 2005 and then had little improvement during the next
five years (Lacharoj et al., 2009). This is in contrast to market capitalization and the
daily average turnover between 2001 and 2010, which indicated aggressive activity in
the stock market. Thai market capitalization reported the highest value of Bt8 trillion
in 2010, expanding over fourfold. Similar to the daily average turnover, as indicated
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by the trading value per day, it reported Bt28 billion, having increased over threefold
(SET, 2011).

For the Thai IPO market, the number of companies going public varied from
year to year between 2001 and 2010, with some years having fewer than 10 IPOs and
others having more than 30 (Figure 2.3). The number of companies going public and
listed on the Thai stock market had very little development when compared with other
2
3
countries (Table 2.2). Between 2007 and 2010 , there were only 6 IPOs per year
with capital raised through IPO of only BtlO billion per year. In comparison, the
aggressive IPO activity between 2002 and 2006 was over 2 IPOs per month with the
average capital raised of Bt33 billion per year (SET, 2011). The average initial return
of Thai IPOs was only 18% for the small number of 154 IPOs in the decade. It was
much less than those of the other emerging Asian economies such as China
(202.63%), Korea (70.30%) and Malaysia (61.81 %) (Moshirian et al.,2010). These
indicators imply that there has been less Thai IPO activity in recent years (Lacharoj et
al., 2009), which is inconsistent with the aggressive IPO activity in emerging markets
in Asia and developed markets in the same period.

2

During this period, especially 2008 and 2010, the political conflicts also play a part of the limited
Thai IPO activity.

3

The figure is based on the number of IPO companies listed on the Stock Exchange of Thailand only.
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Figure 2.3: SET Index, Daily Average Turnover (Million Baht), Market
Capitalization (Billion Baht), Number of Total Listed Companies, and
Companies Going Public

Section 2.2 briefly explains the process of IPO. The determinants of IPO
performance, which are the main focus of this study, are discussed during the process
ofIPO.
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2.2

The Process of Initial Public OfTering
Brigham & Ehrhardt (1996) stated that "the process of going public is a lot

more complicated, expensive and time consuming than simply making the decision to
go public". Figure 2.4 shows the flowchart of the IPO process for companies going
public and becoming listed in Thailand. Five stages of the IPO process are described.
First, a preparation process is initiated after a company's decision to go public by
which a limited company is transformed to be a publicly limited company. The
organization of the company is restructured and a business plan and documents are
prepared for financial advisors. When the preparation is ready, the company appoints
a financial advisor, known as an investment banker, to be its representative. For the
second stage, the financial advisor firstly conducts due diligence and visits the
company. Due diligence is an important process. It can help investment bankers to
have a profound understanding of the company's business, protect against any
negative impact on issuers and investors after IPO, and guarantee the qualification of
the company for the regulators and investors (Ritter, 1998). The function of financial
advisors is to provide advisory services related to the IPO process (Cherriinanur &
Fulghieri, 1994). Such services include preparing and submitting the filing to the
Securities and Exchange Commission (SEC) and the Stock Exchange of Thailand
(SET), certifying the company's qualifications, drafting the company's prospectus,
coordinating with underwriters to sell shares after SEC approval, and finally
providing 1-year advisory services after listing. The SEC/ SET will consider the
company's filing and review the company' s qualification ·in the third stage. The
financial advisor will act as an intermediary between the SEC/SET and the company
(issuer). In addition, the SEC/SET will conduct due diligence and company visits.

After both regulatory agents have considered and approved an IPO and listing
application, the filing is implemented and the shares are allowed to be offered to the
public in the fourth stage. The company appoints underwriters to sell shares. In
Thailand, most financial companies have licenses for both advisory services and
underwriting, and thus both services can be provided by the same company. Two
underwriting alternatives are 'the best effort' and 'firm commitment'. Under the best
effort, the underwriters sell as many shares as possible at an agreed price, based on
their best effort. The proceeds from sales will not be guaranteed by the underwriters.
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For firm commitment, the underwriter will guarantee the sale of entire portions of
allocated shares. This is safe for issuers to sell the entire shares at the agreed price. It
is more costly to issuers than the best effort since the issuers push the risk of offering
to underwriters in guaranteeing the proceeds (Ritter, 1984; Benveniste & Spindt,
1989).

In order to gather investor demand, the book building method is used.

Underwriters determine the offering price by evaluating the demand of investors
during a road show (Benveniste & Spindt, 1989; Benveniste & Wilhelm, 1990;
Cornelli & Goldreich, 2001). The road show is the process to give information and
present the value of a company to analysts and potential investors, especially
institutional investors and high net worth investors. During the book-building process,
the relationship between underwriters and institutional investors is built over time
(Binay, Gatchev, & Pirinsky, 2007). This can encourage them to buy the offering and
push the offering price up.

For the ownership of a company, ownership concentration is discussed to
determine the proportions of shares after IPO. For IPO allocation, underwriters have
discretion to decide the share allocation. They can take advantage of share allocation
as a quid pro quo to existing investors who regularly trade and pay full services of
trading commission (Hanley & Wilhelm, 1995). In Thailand, there are three main
groups of investors in share allocation; institutional investors, retail investors, and
4

others (SET, 2011 ). Lastly, the lock up provision is set in-the filing (normally 180
days) in order to protect sales of new issues from insiders (Field & Hanka, 2001 ). In
the last stage, the distribution of shares must be reported to the SEC after IPO. The
shares can then be traded initially on the stock market.

The next section presents the short run IPO performance. The evidence on the
phenomenon of short run IPO performance is exhibited in Section 2.3.

2

The lock up provision is an agreement between issuers and underwriters, generally used in the U.S.
For Thailand, the silent period provision is used and regulated by the SET to prevent selling their
shares from the issuers during silent period (Tiparat, 2004 ).
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Figure 2.4: Flowchart of the IPO Process for Companies Going Public and Listed
in Thailand
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2.3

IPO Performance

Typically, investing in IPO stocks is more uncertain than investing in public
companies that are already trading in the market. It is difficult for individual investors
to forecast what the stock price will be on the first trading day and what it will be in
the long term such as three months, six months, or one to three years, since the
companies going public for the first time have no historical trading price and little
publicly-available historical financial data (Field & Lowry, 2009). However, the
initial public offering (IPO) mostly provides excellent returns in exchange on the first
day of trading. Due to the remarkable returns of companies going public for the first
time, the phenomenon of IPO performance has been investigated in numerous studies
(e.g., Loughran, Ritter, & Rydqvist, 2010; Moshirian et al., 2010).

The performance of IPO can be measured in terms of returns both in the short
run and the long run (Loughran et al., 2010; Alvarez & Gonzalez, 2001). The returns
can be either positive or negative in the short run and the long run. This study focuses
mainly on the short run IPO performance. Most previous studies discovered a
phenomenon associated with positive initial return on the first trading day of initial
public offerings (Loughran et al., 2010) which are addressed in the following section.

2.3.1 Short run IPO Performance

Most studies have investigated the short run IPO ·performance or positive
initial returns known as "underpricing" after companies go public (Moshirian et al.,
2010; Vong & Trigueiros, 2010; Zouari, Boudriga, & Taktak, 2009; Vithessonthi,
2008b; Yeh, Shu, & Guo, 2008; Chen, Choi, & Jiang, 2007; Zheng, 2007). The early
researchers, Logue (1973) and Ibbotson (1975), documented that the stock price soars
dramatically on the first trading day when companies go public and this is supported
by Baron (1982), Ritter (1984, 1991), Rock (1986), Carter and Manaster (1990),
Aggarwal and Rivoli (1990), Loughran and Ritter (1995) who developed theoretical
and empirical models to explain the underpricing of IPOs.

Underpricing is defined as the initial return of new share offerings which is
measured by the percentage difference between the first-day closing price in the
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secondary market and the offering price at which the IPO shares were sold in the
primary market (Chan, 2010; Chang et al., 2008; Shi-yu & Chang, 2008; Ritter,
1998). It can be alternatively measured as the amount of "money left on the table",
which is calculated by the difference between the first-day closing price and the
offering price, multiplied by the number of shares sold at the IPO (Loughran & Ritter,
2002). The phenomenon of the question "why don't issuers get upset about leaving
money on the table in IPOs" can be answered by the prospect theory which explains
that issuers would consider the change in wealth rather than the level of wealth. It
means that the amount of the wealth lost from leaving money on the table is less than
the amount of unexpected wealth gain from the remaining shares from a stock price
increase (Loughran & Ritter, 2002). The evidence of underpricing in the U.S. as
reported by Ritter (2011) showed average initial returns of 22% on the first day
trading during 1990-2010, with an aggregate amount of money left on the table of
USD126 billion. In particular in the period of the Internet bubble in 1999-2000, the
first day return was more remarkable at over 60%, with the aggregate of amount

-

money left on the table at USD67 billion.

The evidence on initial return is not only revealed in the U.S. stock market, but
also manifests in the international stock market (Ritter, 2003). The study of
Ljungqvist (2006) showed that underpricing varies from country to country and
reported positive initial returns for 19 European countries during 1990-2003 (Figure
2.5), 8 Asia-Pacific and 8 Latin American countries over the period 1990-2001
(Figure 2.6). Between 1990 and 2003, the six European countries that had positive
initial returns over 20% were Poland, Greece, Ireland, Germany, United Kingdom,
and Finland. The rest of the European countries possessed initial returns between 5%
and 20%. For the Asian-Pacific region between 1990 and 2001, five countries that had
positive initial returns over 20% were Malaysia, Thailand, Singapore, Indonesia, and
Australia. Malaysia reported the highest initial return of 89%. Consistent with the
study of Moshirian et al. (2010), they documented initial returns during 1991-2004 in
the emerging Asian markets, China (202.63% ), Korea (70.30%) and Malaysia
(61.81 %) far exceeded those in developed Asian markets, Hong Kong (21.43%),
Japan (34.04%) and Singapore (33.10% ). In contrast, the initial returns among
countries in Latin-America (except Colombia) were relatively low with initial returns
below 10%.
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Figure 2.5: Initial IPO returns in Europe, 1990 to 2003
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Figure 2.6: Initial IPO returns in Asia-Pacific and Latin America, 1990 to 2001
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Table 2.3 demonstrates a recent update of the underpricing of IPOs across 48
countries. Underpricing in China showed the highest initial returns of 164% during
1990-2005. Chan, Wang, and Wei (2004) found initial returns of 178% for 570
Chinese IPOs during 1993-1998, which is consistent with the study of Shi-yu and
Chang (2008) that the IPOs in China provided incredible initial returns of over 130%
between 1991 and 2004. Chinese companies going public left more than 344 billion
RMB on the table, which was roughly 5 times the total profits of these IPO firms, as
reported in the IPO prospectus.

The Jordanian stock market and the Indian stock market were ranked second
(149%) and third (92.7%) respectively in terms of initial returns. In Thailand,
Wethyavivorn and Koo-smith (199 1) firstly reported an average initial return of
58.1 % during 1988-89, consistent with the findings of Lonkani (1999) at 47% during
1987-1997, Connelly, Limpaphayom, and Siraprapasiri (2004) at 54% during 19891993, Venkatesh and Neupane (2005) at 33% during 2000-2004, Vithessonthi
(2008a,b) at 19.97% between 2000 and 2005, and Chorruk and Worthington (2009) at
17.6% between 1997 and 2008. The evidence shows that the initial returns in-Thailand
after 2000 were on average lower than the returns between 1987 and 2000.

In order to explain the phenomenon of IPO performance in this section, the
theoretical explanations of the underpricing of IPOs are discussed in the next section.
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Table 2.3: International Evidence of IPO Short Run Performance
Country

Author

Sample

Time

Avg. Initial

Size

Period

Returns(%)

Argentina*

Eijgenhuijsen & van der Valk (2006)

20

1991 - 1994

4.4

Australia

Dimovski & Brooks (2004)

358

1994 - 1999

25.6

Australia*

Lee, Taylor, & Walter; Woo; Pham; Ritter

1,103

1976 - 2006

19.8

Austria*

Aussenegg

96

1971 - 2006

6.5

Belgium*

Rogiers, Manigart &

114

1984- 2006

13.5

Brazil*

Aggarwal, Leal, & Hernandez; Saito (2006) 180

1979 - 2006

48.7

Bulgaria*

Nikolov

9

2004 - 2007

36.5

Canada*

Jog & Riding; Jog & Srivastava;

635

1971 - 2006

7.1

Ooghe; Manigart; DuMortier;
Ritter

Kryzanowski, Lazrak, & Rakita; Ritter
Canada

Kooli & Suret (2001)

445

1991 - 1998

20.6

Canada

Zheng (2007)

2493

1980 - 1997

12.2

Chile*

Aggarwal, Leal, & Hernandez; Celis

65

1982 - 2006

8.4

1,394

1990- 2005

164.5

& Maturana; Ritter

China*

Chen, Choi, & Jiang (A-shares) (2007)

China

Chan, Wang, & Wei (2004)

570 (A-Share)

1993 - 1998

178(A-Share)

(2004)

39 (B-Share)

1993 - 1998

116(B-Share)

China

Chi & Padgett (2005)

668

1996 - 2000

129.2

China

Shi-yu & Chang (2008)

782

1991 - 2004

130.3

Cyprus*

Gounopoulos, Nounis, & Stylianides (2005) 51

1999 - 2002

23.7

Denmark*

Jakobsen & Sorensen; Ritter

145

1984 - 2006

8.1

Egypt*

Ornran

53

1990- 2000

8.4

Finland*

Keloharju

162

1971 - 2006

17.2

Finland

Keloharju & Torstila (2002)

29

1987 - 1994

14.9

France*

Husson & Jacquillat; Leleux & Muzyka;

686

1983 - 2006

10.7

Paliard & Belletante; Derrien & Womack;
Chahine; Ritter
Germany*

Ljungqvist; Rocholl: Ritter; Vismara

700

1978 - 2008

25.3

Greece*

Nounis, Kazantzis, & Thomas; Thomadakis, 372

1976 - 2007

50.9

Gounopoulos, & Nounis
Hong Kong

Cheng, Chan, & Mak (2005)

214

1993 - 1997

12.9

Hong Kong*

McGuinness; Zhao & Wu; Ljungqvist &

1,008

1980- 2006

15.9

Yu; Fung, Gui, & Radhakrishnan; Ritter

30

Country

Author

Sample

Time

Avg. Initial

Size

Period

Returns(%)

Hong Kong

Vong & Trigueiros (2010)

480

1994 - 2005

6.9

India*

Marisetty & Subrahmanyam

2,811

1990- 2007

92.7

Indonesia*

Hanafi; Danny; Suherman

339

1989 - 2008

21.5

Iran*

Bagherzadeh (2006)

279

1991 - 2004

22.4

Ireland*

Ritter

31

1999 - 2006

23.7

Israel*

Kandel, Sarig, & Wohl;

348

1990- 2006

13.8

Italy

Cassia, Giudici, Paleari, & Redondi (2004) 182

1985 - 2001

21.9

Japan*

Fukuda; Dawson & Hiraki; Hebner &

2,628

1970- 2008

40.1

Amihud & Hauser; Ritter

Hiraki; Pettway & Kaneko; Hamao, Packer,
Ritter; Kaneko & Pettway; Ritter
Jordan*

Marmar

53

1999 - 2008

149

Korea*

Dhatt, Kim & Lim; Ihm; Choi & Heo;

1,490

1980- 2008

55.2

Mosharian & Ng; Cho; Ritter (2000)
Malaysia*

Isa; Isa & Yong; Yong

350

1980- 2006

69.6

Malaysia

Jelic, Saadouni, & Briston (2001)

182

1980 - 1995

99.3

Mexico*

Aggarwal, Leal, & Hernandez;

88

1987 - 1994

15.9

181

1982 - 2006

10.2

Eijgenhuijsen & Van Der Valk
Netherlands*

Wessels; Eijgenhuijsen, & Buijs;
Jenkinson, Ljungqvist, & Wilhelm; Ritter

New Zealand*

Vos & Cheung; Camp & Munro; Ritter

214

1979 - 2006

20.3

Nigeria*

Ikoku; Achua

114

1989 - 2006

12.7

Norway*

Emilsen, Pedersen & Saettem; Liden; Ritter 153

1_984 - 2006

9.6

Philippines

Sullivan & Unite (1999)

104

1987 -1997

22.7

Philippines*

Sullivan & Unite; Ritter

123

1987 - 2006

21.2

Poland*

Jelic & Briston; Ritter

224

1991 - 2006

22.9

Portugal*

Almeida & Duque; Ritter

28

1992 - 2006

11.6

Russia*

Ritter

40

1999 - 2006

4.2

Singapore*

Lee, Taylor, & Walter; Dawson; Ritter(1998)519

1973 - 2008

27.4

Singapore

Reber & Fong (2006)

100

1998 - 2000

18

South Africa*

Page & Reyneke; Ali, Subrahmanyam &

285

1980- 2007

18.0

Gleason; Ritter
Spain*

Ansotegui & Fabregat; Alvarez Otera

128

1986 - 2006

10.9

Sri Lanka*

Samarakoon

115

1987 - 2007

48.9

Sweden*

Rydqvist; Schuster; Simonov; Ritter

406

1980 - 2006

27.3
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Country

Switzerland*

Author

Sample

Time

Avg. Initial

Size

Period

Returns(%)

Kunz, Drobetz, Kammermann, & Walchli;

159

1983 - 2008

28.0

Ritter
Switzerland

Kunz & Aggarwal (1994)

42

1983 - 1989

35.8

Taiwan*

Chen (1997)

1,312

1980 - 2006

37.2

Taiwan

Yeh, Shu & Guo (2008)

218

1992 - 2001

28.9

Thailand

Allen et al. (1999)

150

1985- 1992

63.5

Thailand

Lonkani (1999)

292

1987 - 1997

46.7

Thailand*

Wethyavivorn & Koo-smith; Lonkani &

459

1987 - 2007

36.6

Tirapat; Ekkayokkaya and Pengniti
Thailand

Vithessonthi (2008a,b)

123

2000-2005

19.9

Tunisia

Naceur (2000)

12

1992 - 1997

1.6

Tunisia

Zouari, Boudriga, & Taktak (2009)

34

1992 - 2008

17.8

Turkey*

Kiymaz; Durukan; Ince;

315

1990- 2008

10.6

United Kingdom* Dimson; Levis

4,198

1959 - 2008

16.3

United Kingdom Goergen, Khurshed & Mudambi (2007)

228

1991 - 1995

9.1

United States*

Ibbotson, Sindelar & Ritter; Ritter

12,028 1960- 2008

16.9

United States

Li, Zheng, & Melancon (2005)

1,673

1993 - 2000

23.5

United States*

Dimson; Levis

4,198

1959 - 2008

16.3

United States*

Ibbotson, Sindelar & Ritter; Ritter

12,028 1960- 2008

16.9

United States

Loughran & Ritter (2004)

6,169

1980 - 2000

18.9

United States

Nimalendran, Ritter, & Zhang (2007)

3,499

1993 - 2001

27.l

Kucukkocaoglu (2000)

Sources: Adapted from Loughran et al, (2010)

2.4

Theoretical Explanations of Underpricing

The list of theories related to underpricing can be classified into four major
categories as follows: asymmetric information, behavioral explanations, institutional
explanations, and ownership explanations (Ritter & Welch, 2002).
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2.4.1

Asymmetric Information

Rational hypotheses of underpricing have been proposed to explain why
underpricing is required for new issues. Four hypotheses are principal-agent models,
adverse selection model (winner's curse model), a signaling of a firm's quality, and
the pricing methodology of IPOs.

a) Principal-Agent Models

The Asymmetric Information model assumes that one party holds better
information than another. Baron (1982) first introduced the model of asymmetric
information between the issuers and the investment bankers called the "principalagent model". The model assumed that the investment bankers had better information
on the demand of investors for the issues than the issuers. Under the uncertainty of the
issuance, firms may give the decision of setting the offering price and discretion over
share allocation to the investment bankers. By using the superior information of
underwriters, the issuer is firstly required to compensate them by offering

a discount

price. Underwriters can thus benefit from the money left on the table. In addition,
underwriters also obtain quid pro quos from investors in return for IPO allocation. As
a result, underwriters tend to offer a discount price in order to minimize their
marketing efforts and maximize the probabilities of a successful issue. Baron ( 1982)
thus concluded that underpricing is an increasing function of the issuer's uncertainty
about the market demand for its securities.

b) Adverse Selection Model (Winner's Curse)

Other than the asymmetric information between investment bankers and
issuers in the principal-agent model, Rock (1986) proposed asymmetric information
models of IPO underpricing known as "a winner's curse model", which is relevant to
the model of Akerlof ( 1970) in "the market for lemons", discussing the information
asymmetry between the buyer and the seller. Rock's model assumed that there are two
groups of potential investors in the market; informed investors and uninformed
investors. Informed investors obtain attractive issues, which provide better
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information about the true value of stock offerings. They subscribe only for
attractively priced IPOs. In contrast, uninformed investors are more likely to receive
unattractive issues which are overpriced. Issuers have difficulty in distinguishing
between informed and uninformed investors and most IPOs are oversubscribed during
the offering period. As suggested by Rock ( 1986), underpricing is used as a tool to
compensate and attract uninformed investors in order to participate in new issues. The
extra returns on the underpriced issues that are allotted to uninformed investors can
thus compensate for their losses from overpriced allocations. Li, Mclnish, and
Wongchoti (2005) examined how adverse selection, caused by the asymmetric
information problem, changes in the aftermarkets. The study found that the level of
asymmetric information reduces instantaneously when firms go public. The greater
the underpricing of an IPO, the more information is generated in its aftermarket,
which decreases the level of asymmetric information.

c) A Signaling of Firm Quality

Under Rock' s (1986) assumption regarding the asymmetric information
model, a signaling model is an information asymmetry between issuing firms and
investors. In general, firms will have better information about their companies for
both the intrinsic value and risks of their prospective cash flow than investors. To
distinguish between high-quality and low-quality firms, underpricing is a mechanism
to signal the quality of a firm. A high quality firm tends to signal their true value to
investors by offering a discount in order to "leave a good taste in investors' mouths"
(Ibbotson, 1975). Nevertheless, underpricing as a signal strategy is costly to issuing
firms, so only high-quality firms can bear the large initial costs to gain the confidence
of investors. If successful, high-quality firms can expect to recoup their initial losses
by selling equity on better terms in a subsequent time period. In contrast, low-quality
firms cannot afford large initial losses to signal their true value. Thus, a signaling
model can be used to determine the short-run underpricing of IPOs.

Other alternatives can also be used as a signal to investors such as the
reputation of underwriters (Chen & Mohan, 2002), the proportion of ownership
(Leland & Pyle, 1977), and lock-up agreements (Courteau, 1995). For example, a
prestigious underwriter can be selected by an issuer to signal the quality of an issue
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due to the fact that an underwriter with high prestige tends to provide better
information and allow less money left on the table for the issuer than an underwriter
with low prestige (Chen & Mohan, 2002). Leland and Pyle (1977) signal the quality
of firms by using the level of retention of shares. The model explained that firms
which retain a large quantity of shares after the IPO are implied to be high-quality
firms. Courteau ( 1995) extended the Leland and Pyle model by using lockup
agreements. High-quality firms use lockup agreements to signal their quality by
agreeing to a longer period of share lockup, while low-quality firms would avoid a
long period of share lockup.

d) Pricing Methodology of IPOs

IPO underpricing tends to be determined by the pricing methodology of IPOs.
Two approaches widely used in the IPO pricing process are the fixed price procedure
and the book building procedure. The auction procedure is rarely used. Welch (1992)
firstly introduced the fixed price approach, which is the traditional pricing mechanism
of IPO pricing. Fixed price is suitable for risk-averse issuers because it can-guarantee
the issuing firm with certain proceeds. A certain price is determined by the value of
the issuing firm which underwriters calculate from the firm's financial ratio to make
comparisons with the historical market price in the same market size and industry.
This fixed price is set without revealing investor demand, which is in contrast to the
book building procedure. Rock's (1986) model explained the asymmetric information
between informed investors and uninformed investors. Benveniste and Spindt (1989)
and Benveniste and Wilhelm (1990), extended this and provided a theory of the book
building procedure whereby informed investors obtain attractive issues which provide
better information on the true value of stock offerings. By using the book building
method, underwriters acquire informed investors' private information by doing road
shows to obtain real interest from investors. After investors reveal their information
during the pre-selling period, underwriters use this information in setting the range of
offering price. Such feedback will allow underwriters to reduce information
asymmetry between underwriters and investors due to the fact that book building
encourages investors to disclose information. Book building results in a lower degree
of underpricing than the fixed price method (Loughran et al., 1994).
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In addition, Hanley (1993) determined the relation between the price
revision and the first day return. This relation is positively correlated, meaning that
when the offering price is revised upward within the offer range, the degree of
underpricing is increased; in contrast to the offer price being revised downward,
where the degree of underpricing is reduced. This phenomenon is known as the
"partial adjustment hypothesis".

2.4.2 Behavioral Explanations

Among the rational hypotheses of underpricing mentioned above, irrational
strategies by investors have been proposed to explain why underpricing is required for
new issues. Two hypotheses of behavioral explanations are information cascades and
prospect theory.

a) Information Cascades (Bandwagon Effects)

Welch (1992) stated that investors pay attention to new issues by not only
depending on their own interest and information but also by monitoring other
potential investors' interest. "Information Cascades" or "bandwagon effects" may
develop when investors make their investment decisions in sequence. If most potential
investors are not interested in buying a new issue, other investors may not be
interested in buying the issue even though such an issue provides good information. In
other words, investors conditionally bid on the IPO based on the bids of other
investors. In order to reduce the uncertainty of the bandwagon effect, issuers may
draw investors' attention by underpricing the share price to invite the first potential
investors, and encourage a bandwagon effect in which the following investors are
willing to buy stocks no matter what information they have.

b) Prospect Theory

Rather than usmg the theory of asymmetric information in explaining
underpricing, Loughran and Ritter (2002) firstly introduced a prospect theory model
that focused on the change in wealth instead of the level of wealth. They explained
why issuers do not get upset about leaving money on the table and explained why
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underwriters prefer to underprice IPOs rather than increase the IPO price to obtain
higher gross spreads. Under prospect theory, the model assumes that issuers consider
their wealth by making comparisons between the change in their wealth and the level
of their wealth. In most situations, issuers expect to generate a net increase in wealth
which is calculated by the sum of the wealth loss from money left on the table and the
larger unexpected gain in wealth resulting from their retained holdings. Money left on
the table is calculated by the number of shares sold times the difference between the
first-day closing market price and the offer price. In addition, prospect theory can be
explained in terms of a bargaining model in which underwriters tend to offer a lower
IPO price while issuers want to get a higher IPO price. The reasons why underwriters
desire a lower offering price are, firstly, that it is easier to find potential investors,
which reduces their marketing costs (Baron, 1982); and secondly, that investors will
engage in risk-seeking behavior to improve priority in share allocation during hot
IPOs.

2.4.3 Institutional Explanations

a) Lawsuit Avoidance Theory

-

Under the enactment of the Securities Act in the U.S., IPOs issued after year
1933 should provide investors with a significantly greater positive initial return than
those issued before the Act. To protect investors, under the regulation, issuers and
underwriters are expected to price new issues with more experienced than speculative
evaluation. Tinic (1988) firstly investigated the degree of underpricing with the data
on IPOs that were issued before and after the Securities Act of 1933. Based on the
lawsuit avoidance hypothesis, the study shows that the excess returns on the first day
of IPO issued after 1933 are greater than the initial returns of IPOs before the SEC
announcement. The result confirms that the Act significantly influenced the offering
price of the new issues evaluated by the underwriters and issuers. Due to the fact that
issuers are unfamiliar with the disclosure of information and reputable underwriters
are unable to avoid all unexpected exposures of the IPO procedure and IPO
information, underpricing may be necessary to protect the unexpected costs of
potential legal liabilities. Consequently, a higher initial return resulting from
underpricing can reduce the probability of lawsuit exposure and the unexpected costs
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of potential losses suffered by the issuers, underwriters, or other agents involved in
the IPO. Tinic (1988) concluded that underpricing acts as an insurance premium
imposed by issuers and investment bankers to avoid legal liabilities.

b) Price Stabilization

The function of underwriters is not only to take the issuing firms to the public
but also to stabilize the aftermarket price for a short period of time. Underwriters act
as market makers in the secondary market for IPO issues to reduce the decline in the
stock price aftermarket trading. Price Stabilization can be viewed as insurance against
price decline and the price support acts as a put option written by the investment
banker and held by potential investors. In addition, Benveniste, Busaba, and Wilhelm
(1996) suggested that price stabilization can mainly benefit institutional investors who
contribute private information in book building, while retail investors are viewed as
the main beneficiaries as proposed by Chowdhry and Nanda (1996). The evidence
contributed by Hanley (1993) revealed the influence of price stabilization by
underwriters. It showed that the daily closing bid-ask spread is narrow for new issues.
It is anticipated that underwriters will support the stock price in the secondary market

during the first 10 days of trading. Schultz and Zaman ( 1994) also showed how the
aftermarket price of an IPO is supported by the underwriters. Underwriters repurchase
large quantities of shares to prop up aftermarket prices when market price tends to
decline within a few days or weeks.

2.4.4 Ownership Explanation

A number of theoretical studies examined the relationship between ownership
concentration and the firm's performance, beginning with Jensen and Meckling
(1976), Leland and Pyle (1977), Fama and Jensen (1983), and Morck, Shleifer, and
Vishny (1988). Ownership concentration is determined by the amount of the issue
retained by insider owners. Jensen & Meckling (1976) firstly introduced the relation
between ownership concentration and the firm's performance based on the agency
cost theory. Owners maximize the value of firm by avoiding all extra costs when a
firm is completely owned by managers. The theory explained that the interests of the
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owner and the shareholders are aligned. Thus, the performance of a firm increases
when the proportion of ownership increases.

Leland and Pyle ( 1977) explained that ownership concentration can be used to
signal a firm's value. They proposed a valuation model depending on the proportion
of ownership retained. The model assumes that the owners know the expected future
cash flow while investors do not. Owners will retain high proportions of their shares
when they expect the expected future cash flow to be high. Thus, the proportion of
share retained can signal the value of a firm.

In contrary, Fama and Jensen (1983) explained the importance of ownership

concentration based on the information asymmetry between owner and investors.
They assumed that owners, as informed investors, obtain better information than
uninformed investors. When owners retain high proportions of their shares, the level
of asymmetric information between owners and investors will be high and monitoring
control will decline. As this conflict of interest arises, it leads to lower performance of
the firm. Ljungqvist and Wilhelm (2003) also considered underpricing as evidence of
agency costs because owners act as pre-IPO shareholders when bargaining over the
offer price with the underwriters. When the ownership of insiders increases, more
effort is made to monitor underwriters and decrease underpricing. Their study found
that the proportion of shares retained is negatively related to underpricing.

The next section presents factors influencing the IPO performance that are
critical in explaining the relationship between various factors and IPO performance,
more specifically in the short run.

2.5

Factors Influencing the Initial Return

This section discusses previous empirical research which relates var10us
factors to initial returns. There are two key components; private information
(aggregate of the underwriters' valuation) and public information (incremental
information provided by the market), influencing initial returns (Loughran & Ritter,
2002; Lowry & Schwert, 2002). The first component of information gained during the
IPO process includes the underwriter reputation, ownership concentration, the pricing
39

procedure, the IPO allocation, and the length of the lock up period. The second
component of information derived after the IPO process until the first trading day is
investor interest.

2.5.1

Underwriter Reputation

Underwriter reputation plays a significant role in the initial public offering.
Underwriters act as financial intermediaries between issuing firms and investors. They
give advice to issuing companies, set the offering price, and distribute new shares
(Chen et al., 2006). Two main sources of compensation for underwriting services are
an underwriting commission and profits from buying and reselling issued shares in the
market (Kojima, 2007). In the process of IPO pricing, underwriters consider many
factors to set an offering price that is sufficiently low to attract the demand of
investors, but sufficiently high to raise enough capital for issuers. In addition,
underwriters have discretion to allocate the shares among investors such as
institutional investors and individual investors (Rocholl, 2009). Thus, the role of
underwriters can influence the IPO performance.

Several papers have documented the empirical investigation of the relation
between underwriter reputation and the IPO underpricing (Johnson & Miller, 1988;
Carter & Manaster, 1990; Carter, 1992; Chemmanur & Fulghieri, 1994; Carter, Dark,
& Singh, 1998). Carter and Manaster (1990) initially presented the role of underwriter

reputation on the IPO performance based on a sample of IPOs in the U.S. between
1979 and 1983. They developed the measurement of underwriter reputation
empirically, which is now widely used as a benchmark for underwriter ranking. The
model is a nine-point ranking scale of 117 underwriters comparing the "tombstone"
announcement (a listing of a pending public stock offering) ranked from zero
(representing least prestige) to nine (most prestige). Their model extended the
winner's curse model of Rock ( 1986) in which the uncertainty of buying IPO stocks is
compensated by underpricing for uninformed investors. Because underpricing is an
indirect cost to the issuing firms, low risk issuers will attempt to disclose their low
risk characteristic to the market against their indirect costs. Prestigious underwriters
are used as a signal to the market, representing a high quality offering and reducing
the variation of initial returns (Carter & Manaster, 1990). The study also found that
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more prestigious underwriters are associated with lower risk IPOs than less
prestigious underwriters. Low risk issuing firms also attempt to reveal strong
fundamentals and low risk characteristics to the market via highly prestigious
underwriters, even though they are charged higher fees. A negative relationship
between reputable underwriter and initial returns is concluded in the study.

The working paper of Carter and Manaster in 1988 has prompted many
researchers to further investigate the role of underwriter reputation on IPO
performance. Johnson and Miller ( 1988) developed two different measures for
estimating underwriter reputation. First, they used a simple classification which
measures prestigious and non-prestigious underwriters and classifies them into three
different groups. Second, they modified the Carter and Manaster ( 1990) model by
using a four-point ranking scale to measure prestigious underwriters. A negative
relationship between the degree of IPO underpricing and the level of underwriter
reputation was found in the study. Issues of prestigious underwriters exhibit less
underpricing than

those of non-prestigious

underwriters,

while prestigious

underwriters tend to be associated with less risky issues than non-prestigious
underwriters. So, a high reputation underwriter leads to lower IPO underpricing.

Carter and Manaster (1990) suggested that prestigious underwriters tend to be
associated with low-risk issues in order to enhance the expected value of subsequent
offerings. Carter (1992) extended the work of Carter and Manaster (1990) by
explaining the role of underwriters and their reputations- in subsequent seasoned
equity offerings (SEOs). This study supports the idea that prestigious underwriters
attempt to participate and maintain relations with low-risk issuing firms to increase
the possibility of participation in future offerings. In addition, the probability of
switching underwriters for subsequent seasoned offerings is negatively related to
underwriter reputation, meaning that the probability of firms switching will decrease
when underwriter reputation increases. As a result, high underwriter reputation is
associated with lower IPO performance.

Carter et al. ( 1998) further compared three different models of underwriter
reputation to the short-run and long-run returns which are the models of Johnson and
Miller, (1988), Carter and Manaster, (1990), and Megginson and Weiss, (1991). Three
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findings are found in this empirical study. First, consistent with prior studies, IPOs
issued by prestigious underwriters provide smaller initial returns. Second, underwriter
reputation can influence the long-run performance of an IPO. It was found that
underperformance of long-run IPO over a three-year holding period is lower when
issues are underwritten by prestigious underwriters. The study of Logue, Rogalski,
Seward, and Foster-Johnson (2002) also supports this by stating that over a longer
period, using Carter-Manaster's rating variable to represent prestigious underwriter
shows a positive relation with long-run returns. It implies that IPOs associated with
more prestigious underwriters perform better than those with less prestigious
underwriters. Third, by comparing the three different models, Carter-Manaster is the
best measure on underwriter prestige in the initial returns and long-run returns. Thus,
this study concluded that prestige underwriters are used to signal to the market that
their IPOs are high quality by providing lower risk and setting an offer price closer to
the market value.

Prior research disputed that IPO underpricing arises as a consequence of
asymmetric information between issuers and investors, thus underwriter reputation
can be used as a tool to reduce the degree of asymmetric information. Chemmanur
and Fulghieri ( 1994) extended previous studies by developing a model of underwriter
reputation acquisition in an asymmetrically informed financial market. The three
agents participating in this model were entrepreneurs, underwriters, and investors. An
entrepreneur acts as issuer to raise capital from the stock market and attempts to
maximize the proceeds from the sales of equity; an underwriter acts as a financial
intermediary between issuers and investors and attempts to maximize the expected
value of its future commissions, and an investor attempts to determine the value of
IPOs for returns by using the underwriter's past performance, measured by the quality
of offerings. The empirical study provides several implications of underwriter
reputation as follows. First, a prestigious underwriter can reduce the impact of
information asymmetry in the stock market and the variance of IPO valuation.
Second, underwriters that overprice IPOs may lose their reputation and further lose
their future market share. Third, firms, which are exposed to asymmetric information,
tend to need underwriters to distribute their shares rather than issue the stocks directly
to the public. Prestigious underwriters charge higher fees than non-prestigious
underwriters in accordance with their reputation. However, in Taiwan, underwriters
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generally charge lower underwriting fees than other developed countries since a
portion of their income accounts for capital gains (Chen et al., 2006).

Underwriter reputation can be used to lower asymmetric information. Helou
and Park (2001) claimed that underwriter reputation can eliminate negative abnormal
returns and can be used as a signal that reflects the intrinsic value of an IPO firm.
Outside investors anticipate that a firm underwritten by a highly prestigious
underwriter is rewarded with a greater return than the same firm underwritten by a
low prestige underwriter. In other words, higher prestige underwriters signal the
quality of issuing firms and propose an appropriate offering IPO price to investors in
which IPOs are priced closer to the market value. Recently, the empirical evidence of
Kenourgious, Papathanasiou, and Melas (2007) in the Greek market supports the
conclusion that underwriter reputation significantly affects IPO underpricing. The
study found that a prestigious underwriter is concerned about his reputation on pricing
an IPO. An underwriter would attempt not only to reduce excessive underpricing but
also to underprice enough to accomplish a successful offering in which the IPO price
would not hurt his reputation and would satisfy the issuer by leaving less money on
the table. In addition, Brown, Chan, and Ho (2007) also found that initiating
recommendations especially made by highly prestigious underwriter can influence the
share price. The evidence shows that initiating hold recommendations made by highly
prestigious underwriters results in a significantly higher share price.

In contrast, recent studies have found a positive relationship between

underwriter reputation and IPO underpricing (Beatty & Welch, 1996; Cooney, Singh,
Carter, & Dark, 2001; Jelic, Saadouni, & Briston, 2001; Loughran & Ritter, 2004;
Kirkulak & Davis, 2005). They argue that the negative relationship between
underwriter reputation and underpricing existing among the U.S. IPOs of the 1980s
tended to change in the IPOs of the 1990s. Loughran and Ritter (2004) explained that
highly prestigious underwriters tended to underwrite younger and more risky
companies in the 1990s and issuers were willing to participate with such underwriters
due to their ability to allocate shares during hot IPOs. The evidence of Malaysian
IPOs shows a positive relation between underwriter reputation and initial return
during the period 1980-1995. Prestigious underwriters tend to experience higher
initial returns than non-prestigious underwriters (Jelic et al., 2001). Kirkulak and
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Davis (2005) also found a significant and positive relationship between underwriter
reputation and underpricing. The evidence studied between 1998 and 2002 for
Japanese IPOs showed that higher prestige underwriters, on average, are associated
with greater levels of initial return, depending on where the IPO price is set, to reflect
the level of investors' demand for the issue.

Therefore, underwriter reputation plays a significant role on the IPO since
their reputation can influence the IPO performance. The analysis of the impact of
underwriter reputation on IPO initial return is mixed.

2.5.2

Ownership Concentration

The issue of the relationship between ownership concentration and short-run
IPO performance has received considerable attention during the last decade. Jensen
and Meckling (1976) firstly found a positive relation between insider ownership and
the firm's performance. As explained by the agency theory, owners would maximize
the value of a firm by avoiding all extra costs when a firm is completely-owned by
managers. The interests of owners and shareholders are aligned. Thus, the
performance of a firm increases when the proportion of owner shareholding increases.
LaPorta, Lopez-de-Silanes, and Shleifer (1999) proved that ownership concentration
plays a significant role in corporate finance for emerging markets. The findings show
a high proportion of share holding in the primary market can indicate a high quality of
firm offering. The degree of ownership concentration in the emerging countries is
greater than that in developed countries. The study of Zheng, Ogden, and Jen (2005)
for the U.S. IPOs between 1976 and 1998 confirmed that IPO underpricing is
positively associated with the degree of ownership concentration.

The empirical evidence of international studies of the relationship between
ownership concentration and IPO performance are also examined. Thai companies
can be taken as an example of this relation since they have highly concentrated
ownership and the degree of asymmetric information in Thailand is relatively high
(Connelly et al., 2004). Claessens, Djankov, Fan, and Lang (2002) determined that
large Thai shareholders have significant cash flow and voting rights compared to
other shareholders in developed markets. Connelly et al. (2004) found a positive
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relationship between ownership concentration and short-run IPO performance in
Thailand during 1989-1993. As supported by the asymmetric information theory and
the agency cost theory, a positive relationship indicates that a high ownership
concentration reflects high underpricing. Recently, Mayur and Kumar (2009) found a
positive relationship between ownership concentration and IPO underpricing in Indian
IPOs. The results support the alignment of interest hypothesis as proposed by Jensen
and Meckling (1976).

However, another group of academics have challenged the study of Jensen and
Meckling (1976) and LaPorta et al. (1999). Fama and Jensen (1983) argued that the
ownership concentration negatively influences short run IPO performance. When the
proportions of owners increase, information asymmetry will increase and monitoring
control will decrease and vice versa. This leads to higher agency costs, resulting in
lower performance of the firm. The debate of Venkatesh and Neupane (2005) also
exhibited a negative relation between underpricing and ownership concentration. In
Taiwan, Yeh, Shu, and Guo (2008) found that the short-run valuation of IPOs is lower
when large shareholders have excessive control of firms through their voting rights.

Moreover, Kim, Kitsabunnarat, and Nofsinger (2004) studied 133 Thai IPOs
between 1987 and 1993 and indicated that the relation between ownership
concentration and firm performance is not linear. Instead, it is a curvilinear
relationship as conjectured by Morck, Shleifer, and Vishny (1988). The study found a
positive relationship for IPOs with very low and very high levels of ownership while
it found a negative relationship for IPOs with intermediate levels of ownership. In
China, Wang (2005) also found a curvilinear relation between legal-entity ownership
and firm performance and the concentration of non-state ownership and firm
performance.

In conclusion, the empirical evidence on ownership concentration to initial
returns of IPO is mixed. The relationship between ownership concentration and initial
returns can be positive, negative, or curvilinear.
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2.5.3

Pricing Procedure

There are four methods of IPO pricing; fixed pricing, book building, auction,
and hybrid offering. First is fixed pricing, known as the traditional pricing procedure.
Under this, the offering price is fixed to guarantee the gross proceeds for issuers
(Benveniste & Busaba, 1997). It is suitable for risk-averse issuers because they are
more concerned about the uncertainty of issue. Fixed pricing is used when the stock
market is seemingly pessimistic. From the investors' perspective, fixed pricing has
been viewed as riskier issue since the price of offering is set without gathering
information about the investor demand. Investors may require higher initial returns in
order to compensate for the risk of fluctuating prices.

Second is book building pricing. It was originally used in the U.S. and Canada
and has been widely employed in international markets (Sherman, 2000). For book
building, underwriters firstly do a road show to gather investor demand, especially
from institutional investors. After that, a range of offering prices is established
depending upon the demand. This leads issuers to be exposed to greater uncertainty in
terms of market valuation than with fixed pricing. Under book building, the discretion
in allocating shares is based on the long-term relationships between underwriters and
investors, meaning that investors who are regularly involved in share trading with
underwriters may get a larger distribution of IPO shares. Thus, book building pricing
provides a high degree of discretion for the underwriter in pricing and allocation
decisions (Rocholl, 2009).

Third, auction pricing is based on bids of investors regardless of any previous
long-term relationship between investors and underwriters. Lastly, a hybrid offering
(open offering) has been developed from the use of book building. It gathers investor
demand, especially from informed investors, which is similar to book building and
then opens an offering price for uninformed investors. Underwriters use this strategy
to allocate shares to uninformed investors in order to lower underpricing but it may
increase the financing cost for issuing firms.

The evidence of Cornelli and Goldreich (2001) supported the Benveniste and
Spindt ( 1989) model of book building. They reported that under book building,
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underwriters use private information revealed by informed investors to determine the
offer price. In return, informed investors will obtain more shares and more initial
returns in favor of information on their bidding demand. Thus, book building allows
underwriters to gather investor demand and set the IPO price more precisely and
thereby lower underpricing.

Chahine (2007) found that the book building procedure is superior to the
auction procedure. It allows underwriters the discretion to allocate shares and select
investors to participate during road shows. After gathering more information about
investor demand, asymmetric information is expected to be reduced. This can lead to
a lower underpricing in the book building procedure than other pricing procedures.

In conclusion, the book building pricing procedure can set the IPO price more

precisely and decrease underpricing since book building is conducted during the
pricing process to gather investor demand, especially from institutional investors.

2.5.4

-

IPO Allocation

One of the most significant variables influencing IPO performance is IPO
allocation. A pioneering study by Benveniste and Spindt (1989) prompted many
academics, e.g. Benveniste and Wilhelm (1990), Hanley and Wilhelm (1995), and
Aggarwal (2002), to further develop empirical models aimed to measure the influence
of IPO allocation on the performance of new issues in the short run. The allocation of
IPO shares is often criticized in the U.S. because it can be a way to benefit one group
of investors and make another group of investors suffer (Benveniste & Wilhelm,
1990). There was a case of IPO allocation where the House of Representatives
Financial Services Committee accused Goldman Sachs of favorably allocating
underpriced IPOs to company management in 2002 (Tucker & Bierne, 2004 ). This
conflict existed between underwriters and institutional investors, which was similar to
Baron's (1982) agency problem between issuers and underwriters.

Benveniste and Spindt (1989) constructed a theoretical model that examined
how underwriters use the information provided by investors to determine the offering
price and its allocation. This private information from informed investors is
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compensated in the form of initial returns, hence the more the private information
received, the greater the underpricing investors should earn. Thus, underpricing is
positively related to the level of shares allocated to informed investors based on
information revealed.

Hanley and Wilhelm ( 1995) applied the models of Benveniste and Spindt
(1989) and Benveniste and Wilhelm (1990). They conclude that institutional investors
are better informed than retail investors. Institutional investors obtain a large portion
of allocated shares and receive abnormal returns in hot issues. However, the evidence
is not consistent with Rock's (1986) winner's curse model. The study explained that
institutional investors as informed investors will participate in the overvalued
offerings during the cold issues, even in small proportions. This unfavorable
allocation carries a quid pro quo expectation between underwriters and institutional
investors because institutional investors want to maintain their participation for the
next distributed shares expecting the upside of the future allocation.

In Thailand, Lonkani ( 1999) investigated the relationship between the initial
returns of Thai IPOs and the level of subscription from three different types of
investor during 1987-1997, which were local institution investors, local individual
investors, and foreign investors. The result of this study supports Hanley and
Wilhelm's ( 1995) model that both local and foreign institutional investors participate
in both underpriced and overpriced issues. They participate less in the overpriced
issues and more in the underpriced issues.

Later, the empirical study by Aggarwal (2002) and Aggarwal, Prabhala, and
Puri (2002) also showed a positive relationship between institutional allocation and
initial returns. These studies explained why institutional investors receive abovenormal allocation with higher initial returns in hot issues. First, based on the book
building theory, underwriters attempt to allocate more equities to institutional
allocations for a quid pro quo to obtain favorable market demand information from
institutional investors. Second is that institutional investors possess private
information in the primary market, and thus they will participate more in the best
performing issues and less in the worse performing issues. The studies by Boehmer,
Boehmer, and Fishe (2006) and Jenkinson and Jones (2007) suggested that
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underwriters' discretion is significant to reward institutional investors through IPO
allocation. The result showed that institutional investors are allocated more shares and
obtain favorable initial returns based on the discretion of underwriters.

Binay, Gatchev, and Pirinsky (2007) found a significant relationship between
underwriters and investors in the IPO process. The study supports book building in
that the issue of IPO is supported by investors, who regularly trade with underwriters,
in both the IPO pricing and distribution of current and future issues for underwriters.
In exchange, underpricing is used as compensation for regular investors for providing

information. Thus, institutional investors can participate in greater underpricing more
than individual investors.

However, more recent studies have found a negative relationship between
underpricing and allocation in institutional investors. Based on the study of Keloharju
and Torstila (2002) in Finland, institutional investors do not get greater underpricing
than individual investors. The result is opposite to that of Aggarwal (2002) under the
book building theory. When the advantage of information acquisition is limited under
allocation regulations which favor small orders, institutional investors are unable to
acquire greater initial returns than individual investors. In Hong Kong, Cheng, Chan,
and Mak (2005) found that underwriters tend to favor small investors. The market
regulation could limit institutional investors ' incentive to reveal information and
participate in the stock market.

The findings of Ljungqvist and Wilhelm (2002) also show that the initial
returns are negatively related to institutional allocations. They found that underpricing
is not significantly related to institutional allocations. This is consistent with the
findings of Habib and Ljungqvist (2001) that underwriters attempt to maximize their
proceeds by allocating shares to compensate for private information they received, not
on the favor of institutional allocation as a quid pro quo issue.

Reuter (2006) and Nimalendran, Ritter, and Zhang (2007) proposed a profitsharing hypothesis in IPO allocation which was in contrast to the Benveniste and
Spindt (1989)' s model. When book building is used, underwriters have discretion in
allocating the new issues based on the commissions paid by regular investors.
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Investors, who regularly trade with and benefit the underwriting firm in terms of
commissions, acquire favorable IPO allocations in a quid pro quo.

The existing literature on IPO allocation to performance is not conclusive.
Underwriters use the information from informed investors to determine the offering
price and its allocation. This private information is compensated in the form of initial
returns. The more private information received, the greater the underpricing the
informed investors should earn. On the contrary, a negative relationship between
initial returns and institutional allocation is found in order to favor small investors as a
quid pro quo.

2.5.5

Length of Lock up Period

R /'fy

The length of the lock up period variable is another factor affecting IPO
performance on the first trading day of an IPO. It is an agreement between issuers and
underwriters. The effect of lock up agreement on the returns of IPO stocks is studied.
Previous literature suggested that shares locked up by owners, known as insider
5
investors, become a significant variable influencing stock reaction and the IPO
valuation during the length of the lock up period (Field & Hanka, 2001). The lock up
information is disclosed in the IPO prospectus as regulated by the SET. The lock up
period is established for a specified period of time (normally 180 days) to prevent
sales of new equity issues from inside investors. This lock up agreement can
potentially protect investors from any negative reaction of tlie stock price in the short
run (Mohan & Chen, 2001). Ibbotson and Ritter (1995) provided two reasons why
investors are willing to pay extra for a firm with a lockup agreement. First, outside
6
investors holding the IPO stocks can be protected from any negative information
before the lockup has expired. Second, the benefits of outside investors are in line
with those of insiders when insiders hold a large portion of their shares.

5

Inside investors ("insiders" and "informed shareholders") are defined as large or major shareholders
of companies, which mainly control firm through their voting rights (Yeh et al., 2008)
6
Outside investors (generally called "investors" or "uninformed shareholders") are defined as minority
shareholders of companies (Yeh et al., 2008)
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Brav and Gompers (2003) investigated the role of underwriters and the
features of the lockup period in IPOs between 1988 and 1996. They proposed three
possible reasons why inside investors agree to the long lock up period. Firstly, lock up
agreement is used to signal the quality of offerings. Secondly, it is used as a
commitment tool to stop insiders taking advantage of outside investors (reducing the
moral hazard problem). Thirdly, it is used as a mechanism for underwriters to obtain
additional compensation from issuers. The evidence shows that the length of the
lockup period is used as a commitment device. Since insiders possess more
information than investors, the length of the lockup period can reduce insiders' ability
to take advantage. Investors are more likely to buy an IPO stock that offers a long
lock up period. Thus, a positive relationship between underpricing and lockup length
is found, concluding that an issue with a longer lock up period experiences greater
initial returns. In contrast, the study of Brau, Lambson, and McQueen (2004) propose
that lock up is used as a signaling tool in the problem of the winner's curse model.
Insiders of higher quality firms will provide a long period of lock up to lock their own
wealth as a signal strategy to the market, while insiders of lower quality firms cannot
duplicate this costly strategy. The study showed that the lockup period is required to
be longer when the degree of information asymmetry is high in new issues.

Aggarwal, Krigman, and Womack (2002) found that insiders underprice new
issues to maximize their wealth from selling shares at the expiration of the lock up
period. They propose that underpricing can attract attention for stock on the first day
through information momentum. This can shift the demand of investors. Thus,
insiders can sell shares at higher prices when the lock up period has expired. Goergen,
Khurshed, and Renneboog (2009) recently found that a lock up agreement tends to act
as a substitute tool for the underpricing of French IPO stocks, but not for German IPO
stocks. The greater stringency of lock up in French IPO stocks seems to lower the
level of underpricing.

In Thailand, a silent period is used as a lock up period in the international
market. Tirapat (2004) investigated the silent period and initial returns between 1993
and 2002. The silent period, regulated by the SET, is set as a restriction of selling new
offering shares by insiders for 6 months to 3 years. The study showed that the holding
of locked up shares is positively related to the length of the silent period, size, and
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profitability, while there is no relation between the length of the silent period and the
initial returns of IPOs.

2.5.6

Investor Interest
7

Investor interest is considered as a factor explaining the trading behavior of
investors (Klibanoff, Lamont, & Wizman, 1998) which is different from the first five
factors specified in the IPO process discussed earlier. The model of investor attention
proposed by Merton ( 1987) explained that media coverage can have a lasting effect on
the stock valuation, rather than temporary. Media coverage can induce more investor
attention to the stocks when investors are familiar with them. The level of investor
interest in the stocks is thus increased.

Several papers have documented the empirical investigation of the relation
between investor interest and IPO underpricing (Reese, 1998; Cook, Kieshnick, &
Van Ness, 2006; Chahine, 2007; Liu, Sherman, & Zhang, 2009; Da, Engelberg, &
Gao, 2009). They found that media coverage is positively associated with iPO initial
returns. Reese (1998) stated that "whenever an article in the popular press references a
firm, it is either because there is sufficient general interest in that company to warrant
the article, or the company is doing something that is newsworthy and the mention of
it is likely to generate investor interest. Conversely, if a firm is rarely mentioned in
any newspaper, there is probably little interest in that company among the investment
community"

The working paper of Reese ( 1998) initially studied the influence of investor
interest level on its initial returns. The number of newspaper citations in an issuing
company is used as a proxy to measure the level of investor interest on that IPO. The
study cites 25 major newspapers for 1,381 U.S. IPOs in First Search database. The
number of newspapers that cited a company before going public and during the first
year after its issuance was collected. The result shows that the level of investor
interest in IPOs is an important factor in determining its initial return.
7

The meanings of "investor interest," "investor attention," and "the attention of investor" are used as
synonym in many previous literature (Da et al., 2009; Chahine, 2007; Reese, 1998; Merton, 1987). This
study uses "investor interest" for a consistent expression in this paper.
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Chahine (2007) studied the relationship between initial returns and the
investor interest level prior to and after the IPO date for 335 France IPOs between
1996 and 2000. The study used the share demand-to-offer ratio, as reported in Paris
Bourse SA, a specialized financial newspaper, to measure the level of investor interest.

The result shows positive initial returns of 19.15% during the three days after stock
trading. A positive relation between investor interest and initial return is found.

Liu et al. (2009) studied the relationship between media coverage and IPO
initial return between 1980 and 2004 in the U.S. The study measured media coverage
by simply counting the number of times a company's name was mentioned in major
news and business publications during the filing period. They found that media
coverage is positively associated not only with IPO initial returns but also with long
term measures of investor attention and firm value.

Da et al. (2009) used the Google search engine to measure investor attention
for Russell 3,000 stocks between 2004 and 2008. The weekly Search Volume Index
(SVI), created by Google, can capture the attention of investors, especially for retail
investors. They find that increased investor attention can lead to higher initial returns.

Table 2.4 summarizes the previous empirical literature exhibiting the
relationships between the six major elements and the initial returns of IPO.
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Table 2.4: Summary of Previous Empirical Literature

Six Major

Relationship to

Elements

Initial Returns

1. Underwriter

Positive

Reputation

Literature

Beatty & Welch, 1996; Cooney, Singh, Carter, & Dark,
2001; Jelic, Saardouni, & Briston, 2001; Kirkulak &
Davis, 2005; Loughran & Ritter, 2004

Negative

Carter, 1992; Carter & Manaster, 1990; Helou & Park,
2001;

Johnson

&

Miller,

1988;

Kenourgious,

Papathanasiou, & Melas, 2007

2. Ownership

Positive

Concentration

Connelly, Limpaphayom, & Siriprapasiri, 2004; LaPorta,
Lopez-de-Silanes, & Shleifer, 1999; Mayur & Kumar,
2009; Zheng, Ogden, & Jen, 2005

Negative

Curvilinear
;

3. Pricing

Venkatesh and Neupane, 2005; Yeh, Shu, & Guo, 2008

Kim, Kitsabunnarat, & Nofsinger, 2004; Morck, Shleifer,
& Vishny, 1988; Wang, 2005

.

--- -.

Negative

Procedure

Benveniste & Spindt, 1989; Benveniste & Wilhelm, 1990;
Chahine, 2007; Comelli & Goldreich, 2001

(Book Building)
I • •. (

4. IPO

Positive

r

Aggarwal, 2002; Aggarwal, - Prabhala, & Puri, 2002;

Allocation

Benveniste & Spindt, 1989; Boehmer, Boehmer, & Fishe,

(Institutional

2006; Hanley & Wilhelm, 1995; Jenkinson & Jones, 2007

Investor)
Negative

Cheng, Chan & Mak, 2005; Habib & Ljungqvist, 2001;
Keloharju & Torstila, 2002; Ljungqvist & Wilhelm, 2002

5. Length of

Positive

Lock up Period

Brau, Lambson & McQueen, 2004; Goergen, Khurshed &
Renneboog,2009;Mohan&Chen,2001

No

Tirapat, 2004
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Six Major

Relationship to

Elements

Initial Returns

6. Investor
Interest

Positive

Literature

Chahine, 2007; Cook, Kieshnick, & Van Ness, 2006; Da,
Engelberg, & Gao, 2009; Sherman, & Zhang, 2009; Reese,
1998

In summary, this section reviews six major elements: underwriter reputation,
ownership concentration, pricing procedure, IPO allocation, length of lock up period,
and investor interest, influencing initial returns of IPOs. Figure 2. 7, demonstrating the
triangular relationship among three major parties: issuers, investors, and underwriters,
concludes the linkage among the elements during an IPO process. Initially, the issuers
must appoint an underwriter to act as a financial intermediary between issuing firms
and investors. The underwriter is mainly involved in the IPO pricing, share allocation,
and share distribution. Thus, the reputation of the underwriter is a significant factor
that influences IPO performance. In this study, underwriter reputation is the first
-

variable to be investigated in IPO performance. A discussion between underwriters
and issuers on the percentage of ownership holding after companies go public is held.
The percentage of ownership holding is used to manage and control the company
through voting rights. It can be used to signal the quality of an IPO firm. Ownership
concentration is used as a second variable. During the pricing process, a lead
underwriter gathers investor demand by using book building. Thus, the third variable
which can influence the IPO performance is the pricing procedure. At the same time,
underwriters need to allocate new issues based on disclosed investor information. IPO
allocation represents the fourth variable. As regulated by the SET, the length of the
lock up period is established for a specified period of time (normally 180 days) to
prevent sales of new equity issues by inside investors. The effect of the length of the
lock up period on IPOs plays a significant role in influencing stock reaction and the
IPO valuation during the lock up period. The length of the lock up period is used as
the fifth variable. After an IPO's characteristics are set during the IPO process,
newspaper citation which is used as a proxy of investor interest can influence the IPO
performance during the issuance. Thus, investor interest is used as the sixth variable.
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Other factors, such as the IPO firm's characteristics, influencing the initial returns are
discussed in the next section.

Underwriter Reputation
Ownership Concentration
Pricing Procedure
IPO Allocation
Length of Lock Up Period
Investor Interest

Sources: Developed for this study

Figure 2.7: Factors inherent in the triangular relationship among investors,
issuers, and underwriters

2.6

Other Factors Influencing the Initial Returns

An IPO firm's characteristics are used as control variables. Although these
control variables influence the process of IPO and IPO performance, they are not used
as major factors to determine the performance of IPO for this study. The
characteristics of IPO firms; including age and size, are used to control for IPO's
overall risk and uncertainty issues that could influence the IPO performance.
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2.6.1

Age of Company

The age of an IPO company can be used as a proxy for ex ante uncertainty.
The analysis of the impact of a firm's age on IPO initial return is mixed. Most
empirical evidence indicates that the age of IPO firms is negatively related to initial
returns, indicating that young IPO firms tend to show more underpricing than old IPO
firms (Carter & Manaster, 1990; Ritter, 1991; Loughran & Ritter, 2004; Kirkulak &
Davis, 2005). In contrast, the study of Allen et al. (1999) found a positive relation
between age and initial returns. This indicates that a young IPO firms tend to have
less initial returns than the older IPO firms.

2.6.2

R

Size of Offering

Ir

The effect of offering size on the initial return of IPOs has been examined
(Beatty & Ritter, 1986; Carter & Manaster, 1990; Ritter, 1991; Carpenter & Rondi,
2006). The size of IPO offering is measured by gross proceeds of the issuing firm.
Empirical evidence indicates that an IPO with a small offering size is more risky than
an IPO with a large offering size, thus a smaller IPO should provide more
underpricing than a larger IPO in order to compensate the investors for the higher
risks. Therefore, the size of IPO is negatively related to initial returns.

The next section presents previous empirical evidence of IPOs in Thailand.

2.7

Previous Studies of IPOs in Thailand

The existing research of IPO performance in Thailand is very limited when
compared with the United States and the European countries. During the 1990s, the
studies of IPOs in Thailand were focused mainly on the degree of underpricing. In the
Thai stock market, the degree of underpricing is relatively high when compared with
that of developed markets. The pioneering study of Wethyavivorn and Koo-smith
(1991) was a key study of IPOs in Thailand which has prompted attention from many
financial academics, e.g. Suewattana (1993), Sribooncharroen (1997), Kritsernwong
(1998), and Lonkani (1999). They examined Thai IPOs during 1988-1989 and found a
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first-day average return of 58.1 % after companies go public. In addition, the relevant
factors influencing IPO performances are further investigated, for example, the IPO
allocation (Lonkani, 1999), ownership concentration (Connelly et al., 2004;
Venkatesh & Neupane, 2005), length of lock-up period (Tirapat, 2004), and book
building methodology (Keoplung, 2007).

Based on the study of Lonkani (1999) during 1987-1997, the average first-day
return of 292 Thai IPOs was 46.73%, especially energy stocks which contributed the
highest initial returns. The study mainly investigated the relationship between the
initial returns of Thai IPOs and the level of subscription from three different types of
investor, which are local institutional investors, local individual investors, and foreign
investors. From both the primary and secondary markets, the local institutional
investors and foreign investors are defined as informed investors while local
individual investors are classified as the least informed investors. The result indicates
that local individual investors as major investors in the primary market participated in
IPOs of firms that are old and small. Foreign investors, as minor investors, were
interested in new firms and large size offerings.

During 1989-1993, Connelly et al. (2004) found that there is a positive
relationship between underpricing on Thai IPO stocks and ownership concentration,
resulting in a higher ownership concentration, and greater initial returns. The study
found that ownership concentration plays a significant role in influencing the degree
of IPO underpricing, especially in an emerging market. Most firms in developing
countries originate from family businesses. The evidence is supported by the
hypothesis of information asymmetry theory which states that informed investors
should perform better in IPOs than uninformed investors. In contrast, the study of
Venkatesh and Neupane (2005) which focused on the period of years after the Asian
financial crisis of 2000-2004, found a negative relation between initial underpricing
and ownership concentration.

Furthermore, the investigation of the silent period issue in Thailand was
studied by Tirapat (2004 ). Three major results were evident. First, the proportion of
shares locked up is positively related to the length of the silent period, size, and
profitability. Second, unlike the result in the U.S. market, there is no evidence on
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abnormal return during the silent period. Instead, the negative abnormal return is
found seven days before the expiration due to the warning of financial analysts on the
selling of shares by the lockup holders. Finally, the relations between IPO
underpricing, earning management and the silent period are examined. The result
shows negative relations between earnings management and the length of the silent
period. The study claims that the different results between Thai and the U.S. market
exist because of the different regulations in the two markets.

Keoplung (2007) investigated the effectiveness of selecting a pricing
procedure in Thai IPO stocks during 2002-2006. There are two pricing procedures of
IPO in the Thai stock market: fixed pricing and book building. The study shows that
underwriters prefer using book building in order to gather investor demand, even
though book building is more costly when compared with fixed pricing. The evidence
in Thailand shows that book building does not perform better than fixed pricing;
however it can be used to reduce the volatility of share price and protect the falling of
the share price from uncertainty after an IPO takes place. Recently, Vithessonthi
(2008a) studied the short run IPO performance of 123 Thai IPOs between-2000 and
2005. Initial returns of 19.9% were found.

2.8

Chapter Summary

This review of literature on the analysis of factors influencing IPO
performance is the basis for developing both hypotheses and research models in the
next chapter. Based on the literature review, six key factors including underwriter
reputation, ownership concentration, pricing procedure, IPO allocation, the length of
the lock up period, and investor interest can influence IPO performance, more
specifically in the short run. Underwriter reputation plays a significant role in the
initial public offerings and can influence IPO performance. Ownership concentration,
which is determined by the amount of the issue retained by the owner and the
allocation of IPO which is distributed to investors under the discretion of underwriters
and issuers, also can affect IPO performance. For the pricing procedure, underwriters
can gather investor demand during road shows. The offering price is established
depending upon such demand, which is more precise than other pricing procedures.
Thus, book building can influence IPO performance. For IPO allocation, underwriters
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allocate new issues based upon the disclosure of information from investors,
especially institutional investors, during book building. IPO allocation to institutional
investors can affect the initial returns of IPO. For high quality companies, insiders can
provide a long period of lock up to lock their own wealth as a signal strategy to the
market. The length of the lock up period can, therefore, affect the performance of an
IPO. After an IPO's characteristics are set during the IPO process, newspaper citation,
which is used as a proxy of investor interest, can influence the IPO performance
during issuance. The greater the level of newspaper citation is, the greater the level of
investor interest and the greater the IPO performance will be.

For the conceptual model, demonstrating the relationship between IPO
performance and major IPO elements is presented in Chapter 3. The linkage between
each element and short run IPO performance is concluded with reference to previous
literature.

-
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CHAPTER III

RESEARCH FRAMEWORK

The purpose of this chapter is to describe the relationship between IPO
performance and the six major elements which can lead to the success of an IPO. The
first section explains the conceptual model that links the initial returns of IPO and all
five major elements derived during the IPO process (namely private information), and
investor interest, gained after the IPO process until the first trading day (namely
public information) concluded from previous literature. The hypotheses which explain
the relations between the initial return of IPOs and the six major elements are
proposed in the next section.

3.1

Conceptual Model

The performance of IPO is measured in term of returns, especially on the first
trading day. There can be either positive returns (outperformance) or negative returns
(underperformance). Initial return of IPO consists of two major components of
valuation; private information and public information (Loughran & Ritter, 2002;
Lowry & Schwert, 2002). The first component of information derived during the IPO
process includes underwriter reputation, ownership concentration, pricing procedure,
IPO allocation, and the length of the lock up period, representing an aggregate of the
underwriters' valuation. The second component of information gained after the IPO
process until the first trading day is investor interest, representing public information
which is the incremental information from the market. An IPO firm's characteristics,
including age and firm size, are used as control variables because they are not used to
determine the IPO performance. Other factors which can determine the initial returns
of an IPO, such as underwriter's price support, oversubscription ratio and flipping
activity (Aggarwal, 2002), are not investigated in this model due to the limited
availability of data. For the factor of over-allotment options (generally called "green
shoe"), it is only applied to large Thai companies when investor's demand for IPOs
exceeds the original amount offered (Chantacharoonpong & Leevarapakul, 2006). A
limited number of Thai companies employ such options. This factor is thus omitted
from this study. For the exclusion of the corporate governance issue, all the IPO
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company's governance structure has been up to the mandatory requirement stipulated
by the SET and SEC already. Very little variation on the governance structure is
presented in the prospectus among the IPO companies.

In characterizing the IPO process, the first component consists of five key

factors including underwriter reputation, ownership concentration, pricing procedure,
IPO allocation, and the length of the lock up period. The integration of all five factors
in the first component represents private information on any issue. Underwriter
reputation provides a significant role during the process of firm underwriting such as
pricing and allocation. The discretion of the underwriter can influence IPO returns.
The influence of underwriter reputation on the IPO performance shows mixed results.
A negative relationship between underwriter reputation and IPO underpricing was
found in the 1980s (Betty & Ritter, 1986; Johnson & Miller, 1988; Carter &
Manaster, 1990; Chemmanur & Fulghieri, 1994; Carter et al., 1998; Logue et al.,
2002). Highly prestigious underwriters use their reputation to guarantee the value of
the issuing firm and diminish investor uncertainty on such issues. They are associated
with lower risk IPOs than less prestigious underwriters. This lowers the level of
underpricing. However, other studies, Beatty and Welch (1996), Cooney at al. (2001),
Loughran and Ritter (2004), Reber and Fong (2006), and Booth, Booth, and Deli
(2010) have documented a positive relationship between underpricing and underwriter
reputation for IPOs in the 1990s. They suggest that the role of underwriter reputation
on IPO underpricing has changed. Highly prestigious underwriters tended to

-

underwrite younger and more uncertain companies in the 1990s and issuers were
willing to participate with such underwriters due to their ability to allocate shares
during hot IPOs. Moreover, issuers are less concerned about underpricing. They have
higher underpricing in exchange for promoting market liquidity for their shares and
gaining the potential associated marketing benefits (Booth & Chua, 1996; Brennan &
Franks, 1997).

Ownership concentration plays a significant role in determining IPO
performance. Stoughton and Zechner (1998), Connelly et al. (2004), Zheng, Ogden,
and Jen (2005), and Mayur and Kumar (2009) found a positive relationship between
ownership concentration and underpricing. A high proportion of shares held in the
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primary market can indicate a high quality of firm offerings. That is, the higher the
ownership concentration after IPO, the higher the underpricing level (LaPorta et al.,
1999). Nevertheless, as supported by asymmetric information theory, large informed
shareholders have superior information about the company's performance than small
uninformed shareholders. They can identify underpriced IPOs, while uninformed
investors receive less underpriced IPOs. Thus, high ownership concentration can
reflect high underpricing. However, a negative relationship between ownership
concentration and underpricing has been found (Fama & Jensen, 1983; Venkatesh &
Neupane, 2005; Yeh et al., 2008). When the proportions of owners increase,
information asymmetry will increase and monitoring control will decrease and vice
versa. This leads to higher agency costs, resulting in the lower performance of the
firm. Thus, high ownership concentration can negatively affect underpricing.

Book building is one of the commonly used pricing procedures. Benveniste
and Spindt (1989), Benveniste and Wilhelm (1990), and Cornelli and Goldreich
(2001) found a negative relation between book building and underpricing. When book
building is applied, underwriters use private information revealed by -informed
investors to determine the offer price. It is expected to be set closer to investors'
demand, leading to lower underpricing. Chahine (2007) found that the book building
procedure is superior to the auction procedure. Underwriters have discretion to
allocate shares and select investors to participate during a road show. Asymmetric
information is expected to decline after information is collected. This can lead to
lower underpricing in the book building procedure than

~ther

pricing procedures.

However, Kaneko and Pettway (2003) found a positive relation between book
building and initial returns for Japanese IPOs. Underwriters attempt to set the offering
price to compensate investors for revealing their demand. This leads to higher
underpricing.

When book building is conducted, underwriters allocate new issues based
upon investors' information, receiving private information mostly from institutional
investors. Institutional investors obtain more shares and receive larger initial returns
than smaller investors (Benveniste & Spindt, 1989; Hanley & Wilhelm, 1995;
Aggarwal, 2002; Boehmer et al., 2006; Binay et al., 2007; Chernrnanur, Hu, & Huang,
2010). This favorable allocation carries a quid pro quo between underwriters and
63

institutional investors. Thus, the relationship between the allocation of IPO to
institutional investors and initial returns is positive. In contrast, Keloharju and Torstila
(2002) in Finland and Cheng et al. (2005) in Hong Kong found a negative relation
between the allocation of IPO to institutional investors and initial returns. Due to
market regulations, the allocation of shares tends to favor small investors.

Lock up agreement is used to signal the quality of offerings and to reduce
insiders taking advantage of outside investors, in what is called a 'moral hazard
problem' (Brav & Gompers, 2003; Brau et al., 2004; Tirapat, 2004; Wan-Hussin,
2005; Goergen et al., 2009). Insiders of higher quality firms can provide a long period
of lock up to lock their own wealth as a signal strategy to the market, while insiders of
lower quality firms cannot duplicate this costly strategy. Investors would be willing to
buy stock in an IPO that offers a longer lock up period. Thus, a positive relationship
between underpricing and the length of the lock up period is found, concluding that
issues with longer lockup provisions experience greater initial returns.

The second component of information is investor interest, which represents
public information derived from the incremental information of the market. "It is the
level of knowledge and excitement the retail investing community has on the issue"
(Reese, 1998). After all five factors in the IPO process are determined, the media,
especially in the form of coverage in popular financial newspapers can be used as a
proxy of investor interest and can affect the IPO performance. The frequency of news
citations on an IPO company can draw the attention of investors to that company. If a
firm appears infrequently in any newspaper, it maybe generates little interest in that
company among investors (Reese, 1998). Several studies (Reese, 1998; Aggarwal et
al., 2002; Demers & Lewellen, 2003; Cook et al., 2006; Chahine, 2007; Liu et al.,
2009; Da et al., 2009) have found that media mentions during IPOs are positively
related to underpricing. Such media can attract investors' attention and increase
potential marketing benefits from publicity. The level of investor interest in IPOs is an
important factor in determining its initial return. The more frequently a company is
cited in newspapers, the higher the initial returns for that company are likely to be.

Furthermore, underwriters use private information provided by informed
investors, especially institutional investors, to determine the offering price and its
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allocation (Benveniste & Spindt, 1989). This private information is compensated in
the form of initial returns, and hence the greater the private information received, the
higher the underpricing. In addition, Rock (1986) proposed asymmetric information
between informed and uninformed investors on the underpricing of an IPO. Issuers
face difficulty in distinguishing between informed and uninformed investors. When
private information increases, asymmetric information arises, the degree of
underpricing would increase to compensate and attract uninformed investors to
participate in new issues. Thus, the greater the private information during the IPO
process, the higher the underpricing of an IPO.

An IPO firm's characteristics are used as control variables. They are not used
as major factors to determine the initial returns of an IPO even though these control
variables influence IPO performance. The characteristics of IPO firms, including age
and size, are used to control for IPO's overall risk and issue uncertainty that could
influence the IPO performance.

The age of an IPO firm is used as a proxy for ex ante uncertainty. Most
previous studies have found that the relationship between the age of IPO firms and the
initial return of an IPO is negative. Young IPO firms tend to show higher initial
returns than old IPO firms (Carter & Manaster, 1990; Ritter, 1991; Loughran & Ritter,
2004; Kirkulak & Davis, 2005). In contrast, the study of Allen et al. (1999) found a
positive relation between age and initial returns. This

indic~tes

that the IPOs of older

firms tend to have greater initial returns than the IPOs of younger firms.

The impact of offering size on the initial return of IPOs has been investigated
(Beatty & Ritter, 1986; Carter & Manaster, 1990; Ritter, 1991; Carpenter & Rondi,
2006). The offering size is calculated from the gross proceeds of the issuing firm. The
empirical evidence of offering size on the initial return of IPO shows a negative
relationship. IPOs with small offering size are more risky than IPOs with large
offering size. Thus, smaller IPOs should provide more underpricing than larger IPOs
in order to compensate the investors for higher risks. Therefore, the size of an IPO
firm is negatively related to initial returns.
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Market factors refer to market regulations and market sentiment. These factors
can influence decisions on the IPO process and can affect IPO performance. Market
regulations can influence the initial returns. Tinic (1988) examined the relationship
between the degree of underpricing and lawsuit avoidance under the SEC regulation.
The study showed that the abnormal returns on the first day of an IPO issued after
1933 are greater than the initial returns of IPOs before the SEC announcement. The
study of Keloharju and Torstila (2002) in Finland and Cheng et al. (2005) in Hong
Kong concluded that underwriters tend to favor small investors due to regulatory
concerns. Where there is a greater proportion of small investors to institutional
investors, investors tend to get larger initial returns. Market sentiment can play an
important role in determining the level of underpricing (Ibbotson & Jaffe, 1975;
Ritter, 1984). A period of hot issue market is normally associated with large numbers
of IPOs, increases in the volume of IPOs and also the number of successful issues,
while a period of cold issue market is characterized by a small number of IPOs and a
small volume of IPOs. A high level of underpricing normally exists when the market
is hot. Thus, there is a positive relation between underpricing and hot market
sentiment.

Market factors can also influence IPO performance. This study employs
market return as the market benchmark. In the calculation of the market adjusted
initial returns of IPOs, market return is used to adjust the initial return of IPO in order
to capture the abnormal returns of an IPO.

The proposed research model is presented in Figure 3.1, and the hypotheses
for the factors which influence IPO performance are discussed in Section 3.2.
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Figure 3.1: Proposed Research Model
(Developed particularly for this study)

3.2

Hypothesis Development

It is hypothesized that the initial return of IPOs is reflected by all of the

available information, which consists of two major components; private information
(aggregate of the underwriters' valuation) and public information. The first
components of information in the IPO process are the underwriter reputation,
ownership concentration, pricing procedure, IPO allocation, and the length of lock up.
The second component derived from the incremental market information after the IPO
process until the first trading day is investor interest.
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An underwriter, as a financial intermediary between issuers and investors, can
play a significant role in the IPO process. Prestigious underwriters tend to be
associated with low-risk issuing firms while low-risk firms would reveal their strong
information to the market through prestigious underwriters. The uncertainty of stock
price on IPO stocks would reduce as the asymmetric information declines, and the
closing price on the first trading day could thus be priced closer to the market price
resulting in lower underpricing (Betty & Ritter, 1986; Johnson & Miller, 1988; Carter
& Manaster, 1990; Carter et al., 1998). In Asia, the empirical evidence of Paudyal,

Saadouni, and Briston (1998) in Malaysian IPOs also supported the idea that
underwriters with a prestigious reputation tend to reduce underpricing. Thus,
underwriter reputation is expected to be negatively related to the underpricing of
IPOs.

Hl: The more prestigious the underwriter, the significantly lower the level of
underpricing

Ownership concentration can influence IPO performance. In - Thailand,
companies are largely family businesses and the degree of asymmetric information is
relatively high (Connelly et al., 2004). The studies of Fama and Jensen (1983), and
Ljungqvist and Wilhelm (2003), found that ownership concentration negatively
influences the initial returns of IPOs. The majority shareholders have control over the
company based upon their own interests at the expense of the minority shareholders.
When the proportion of ownership is large, information asymmetry will increase and
monitoring control will decrease and vice versa. The performance of an IPO firm will
become lower. Investors are not willing to pay more for the IPO shares, leading to
lower underpricing. Thus, ownership concentration is expected to be negatively
related with the initial returns of IPOs.

H2: The higher the ownership concentration after an IPO, the significantly
lower the level of underpricing

When book building is conducted during the IPO pricing process, underwriters
can obtain information on investor demand for shares. After the information is
collected, asymmetric information is expected to decline. The offer price is expected
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to be set close to demand, leading to lower initial returns on the first trading day than
with fixed pricing (Benveniste & Spindt, 1989; Benveniste & Wilhelm, 1990;
Cornelli & Goldreich, 2001). Thus, a pricing procedure using book building is
expected to be negatively related with initial returns.

H3: Firms that conduct book building during the pricing process have
significantly lower levels of underpricing

Institutional investors reveal information when underwriters conduct the book
building process. In return, underwriters distribute larger portions of IPO to
institutional investors as a quid pro quo. Hanley and Wilhelm (1995), Aggarwal
(2002), Boehmer et al. (2006), and Binay et al. (2007) explained that institutional
investors, assumed to be informed investors, get more shares and more initial returns
than small investors. In Thailand, Lonkani (1999) found that institutional investors
participate more in underpriced issues and less in overpriced issues. Thus, a positive
relationship between institutional allocation and initial returns is anticipated.

H4: The greater the allocation of IPO to institutional investors, the
significantly higher the level of underpricing

The length of the lock up period can affect the initial returns of an IPO (Brav
& Gompers, 2003; Brau et al., 2004; Tirapat, 2004; Wan-Hussin, 2005; Goergen et

al., 2009). Investors are willing to pay extra for a firm with a lock up agreement since
the length of lock up on an IPO can prevent investors from any negative reaction in
the stock price before the lock up has expired and portions of lock up can be locked to
protect investors from insider share selling. An IPO with a longer length of lock up
period should experience greater initial returns at IPO. In Malaysia, the empirical
evidence of Wan-Hussin (2005) found that the higher the burden of lock up provision
on the directors, the greater is the IPO underpricing. Thus, a positive relation between
the length of the lock up period and initial returns is expected.

H5: The greater the length of lock up period, the significantly higher the level
of underpricing.
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Investor interest is used as a factor to explain investor's trading behavior
(Klibanoff et al, 1998). The number of newspaper citations is used as a proxy for the
level of investor interest. Whenever citations are made in well-known newspapers, it
indicates either that there is sufficient general interest in that company, or the
company is doing something that is remarkable, and its citation probably induces
investor interest (Reese, 1998). Thus, a positive relation between investor interest and
initial returns is expected.

H6: The greater the investor interest, the significantly higher the level of
underpricing

Private information gained during the IPO process includes the underwriter
reputation, ownership concentration, pricing procedure, IPO allocation, and the length
of the lock up period. When underwriters acquire private information provided by
informed investors, this private information is compensated in the form of initial
returns. Hence, the greater the private information received, the higher the
underpricing investors should earn. In addition, when private information arises
during the IPO process, asymmetric information between informed and uninformed
investors would increase. The underpricing is used to compensate and attract
uninformed investors in order to participate in new issues (Rock, 1986). Thus, the
greater the private information during the IPO process, the higher the underpricing of
the IPO.

H7: The greater the private information gained during the IPO process, the
significantly higher the level of underpricing

Table 3.1 presents the lists of hypotheses. The research methodology, used to
describe the determinants of the initial returns, leading to the success of an IPO, is
detailed in Chapter 4. The sources of data and the scope of sample data are explained.
The measures used for each concept and statistical techniques for data analysis are
elaborated in this chapter.
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Table 3.1: Lists of hypotheses

Lists of Hypotheses

Hl: The more prestigious the underwriter, the significantly lower the level of underpricing
H2:

The higher ownership concentration after IPO, the significantly lower the level of

underpricing
H3: Firms that conduct book building during the pricing process have a significantly lower
level of underpricing
H4: The greater the allocation of IPO to institutional investors, the significantly higher the
level of underpricing
HS: The greater the length of the lock up period, the significantly higher the level of
underpricing
H6: The greater the investor interest, the significantly higher the level of underpricing
H7: The greater the private information gained during the IPO process, the significantly
higher the level of underpricing

AA
~

-
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CHAPTER IV

RESEARCH METHODOLOGY

The objective of this chapter is to describe the research methodology used to
analyze the underlying explanations on the initial returns of IPOs in Thailand. This
chapter is organized into three sections. The first section presents the sources and
scope of data used in this study. The second section elaborates on the measures used
for each concept. The last section presents statistical techniques for data analysis.

4.1

Data and Sample Selection

This study aims to analyze the determinants of IPO initial returns in Thailand.
The sample comprises 152 Stock Exchange of Thailand (SET) IPOs over the period of
January 2001 to August 2011, representing almost the whole population of SET IPOs
during the period of study (Appendix A). Only two companies are excluded; Tata
Steel (Thailand) (TSTH) and Cal-Comp Electronics (Thailand) (CCET), since the data
are not available. Data are obtained from several sources; the database of the SET, the
SEC, Country Group Securities Research Department, FinansiaSyrus Securities
Research Department, and NewsCenter. Data for the proportion of shares sold and
retained, underwriters, pricing procedure, ownership concentration, the offering price,
the subscription date, age of companies, and gross proceeds are collected by hand
from prospectuses. The date of the first day trading on each IPO is collected from the
SET' s database. Data for the proportion of shares allocated to investors and number of
shares sold by each underwriters are collected from the IPO Selling Report by the
SEC. The closing prices at the first trading day for each IPO, SET index, industry
classification, and length of silent period are extracted from FinansiaSyrus Securities
and Country Group Securities' database. The accuracy of IPO data is rechecked with
Bloomberg, an international financial data provider. The number of newspaper
citations is collected from the NewsCenter database.

For the sampling selection, IPO companies must match the following criteria.
First, IPO companies must be listed on the SET, the main trading board in Thailand.
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The shares listed on the Market for Alternative Investment (MAI) as a Second Board
of listing in Thailand are excluded since the market capitalizations of IPO companies
are smaller and the requirements under MAI are different and less stringent than those
of SET. Second, the period of this study is focused between 2001 and 2011. Since the
regulation of book building under SET was first implemented in 2000, the year 2001
is initially selected in order to compare the consequences among six major factors
influencing IPO performance.

4.2

l\feasureIDent

The measures used in this study are based on a review of the literature
involving factors influencing the short run performance of IPOs. The dependent
variable is IPO performance which is measured in terms of returns on the first trading
day. Independent variables are two major components; private information (aggregate
of the underwriters' valuation) and public information. The first component of
information gained during the IPO process includes underwriter reputation, ownership
concentration, pricing procedure, IPO allocation, and the length of the lock up period.
The second component of information derived after the IPO process until the first
trading day is investor interest. IPO firms' characteristics, including age of firms and
size of offering, are used as control variables. The measures of dependent and
independent variables are elaborated as follows:

4.2.1 Dependent Variable: IPO PerforIDance

The dependent variable is the short run performance of IPO measured by the
return on the first trading day of the IPO. As suggested by Ritter (1991), Jelic et al.
(2001), and Loughran and Ritter (2002), the market adjusted initial return of company
(MAIR. t) is used to measure the short run performance in this study. It is defined as
l,

an abnormal return which is the initial return after adjusting for the benchmark return
(conventionally the market index return is used). It is measured by the percentage
difference between the return of company "i" and the market return. The calculation is
as follows:
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where

MAIR. is the market adjusted initial return of company "i".
l,t

P.

l,C

is the closing price "c" of company "i" at the end of the first trading day.

P. .

l,lpO

SET.

l,C

SET. .

is the offer price of the company "i".
is the SET Index at the end of the first trading day of company "i"

l,lpO

is the SET Index on the offering day of company "i".

In this study, the market adjusted initial return (MAIR.) is applied because it
l

can measure the performance in terms of the rate of return as a standardized measure,
instead of a baht amount. It is already adjusted by the market return accounting for
both good and bad economic conditions during the period of study, while traditional
underpricing excludes the sentiment of the market.

4.2.2 Independent Variables: Six Elements Influencing IPO Performance

-

Two major components; private information and public information, selected
m this study are used as the independent variables. The first component of
information gained during the IPO process includes the underwriter reputation,
ownership concentration, pricing procedure, IPO allocation, and the length of the lock
up period. The second component of information derived after the IPO process until
the first trading day is investor interest.

a) Underwriter Reputation

As suggested by Chemmanur and Fulghieri (1994), investors use underwriters'
past performance, measured by the quality of IPOs which they have previously
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underwritten to assess their credibility or good reputation. An underwriter reputation
variable is measured by the market share for each underwriter, adapted from the study
of Megginson and Weiss (1991). The market share ( %marketshare) is calculated by
the market volume of IPO offerings for each underwriter ( IPO;,i ) divided by the total
volume of new issues in that year ( TotalIPOi,t) . The formula is as follows.

%marketshare =

IP0; 1

'

TotallP0 1

In this study, underwriter reputation is measured by the lead underwriter's
average market share during the three years prior to the IPO. The market volume of
IPO offering in the previous three years can indicate the underwriter reputation on the
current offering. For any particular IPO distributed by several lead underwriters, the
share distribution of each underwriter is reported to the SEC. It is measured by the
average market volume among lead underwriters (Dimovski, Philavanh, & Brooks,
2010). The higher the market share of IPO offering in the previous three_years, the
higher the reputation of the underwriter in the specified year.

b) Ownership Concentration

As suggested by Leland and Pyle's (1977), Li et al. (2005), Zheng et al.
(2005), and Fan (2007), the ownership concentration or

r~tained

ownership (a ) is

calculated by the number of shares held by owners prior to the new issue ( Nbefore)
adjusted by the number of shares in secondary offering ( Nsecondary) divided by total
shares outstanding after the new issue ( Nafter ). The formula is as follows.

N before -

Nsecondary

a=------Nafter

The criterion on it for this paper is the sum of the retention of ownership at 5%
level or more. In addition, the shareholders related to the major shareholders as
reported in the prospectus are also included.
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c) Book Building Pricing Procedure

Under the book building pricing procedure, the offering price is established
depending upon the investor demand during the road show. It is announced in the IPO
prospectus.

d) IPO Allocation

The institutional allocation is measured by the proportion of shares allocated
to institutional investors relative to all share allocations. It is announced in the IPO
selling report submitted to the SEC. Based on the initial share allocation reported to
the SEC in the prospectus, the investor categorization is classified into three groups;
retail investors, institutional investors, and firm-supported investors. As suggested by
Lonkani (1999), small domestic and foreign investors are aggregated as retail
investors, while large domestic and foreign investors are aggregated as institutional

-

investors.

e) Lock-up Period

In this study, the length of the silent period is used instead of the length of the
lockup period. The difference between the lockup and silent period is that the lock up
provision is an agreement between issuers and underwriters whereas the silent period
provision is required by the market regulator (the SET) for-a specified period of time
to prevent sales of new equity issues from inside investors. The length of the silent
period is measured by the time to the expiration date of the silent period which is
reported to the SEC. It is calculated by the natural logarithm of the length of the silent
period (Tirapat, 2004 ).

f) Investor Interest

The study of Reese (1998) uses the number of newspaper citations in popular
financial newspapers to quantify the level of investor interest. Other media, such as
popular websites (Pantip.com or Thaivi.com), will not be considered in this study due
to the limited availability of search frequency in such media. This is in contrast to the
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study of Da et al. (2009), who used search frequency in Google (SVI) to capture the
attraction of investors in which the SVI data are retrieved from the program by using
Google Trend statistics.

For the number of citations in the newspapers, the articles must match the
following criteria. First, the articles must be published in one of the top four financial
newspapers ranked by market share. They are Krungthepturakit, ASTV Manager (or
Manager), BangkokPost and PostToday, covering over 65% of all readers of financial
newspapers in Thailand (The Nielsen Company (Thailand), 2011). In addition,
specialized stock newspapers, such as Kaohoon and Thunhoon, widely subscribed by
most brokerage firms for investors are also included. The daily newspaper is selected
to induce the attraction of investors, instead of weekly newspapers. For
Krungthepturakit, all the news published online is the same as that in the newspaper.
This study, thus, uses the number of news items published online as a proxy of the
number of news items in newspapers by employing NewsCenter, a program searching
online news over the internet. Second, this study uses the symbol of the company to
search the articles such as "TTCL" for Toyo-Thai Corporation. It can yield the highest
number of articles relating to the company when compared with other techniques of
searching, such as the full company name in Thai and/or English. When the full name
in Thai is used, the articles will not appear in English and vice versa. This technique is
different from that in the study of Liu et al. (2009), who used the full company name
allowing for general abbreviations such as "Co.", "Corp.", "Inc.", "Ltd." and "Grp.",
to search articles in English only. Third, the scope of- the searching period is
conducted between the period of offering date and the first trading day of the IPO.
Fourth, the article is simply counted regardless of the quality of articles such as
whether they are positive or negative. Even where the company is briefly mentioned
at the end of a news article, it indicates that the company is newsworthy (Chan, 2003).
Consistent with the study of Cook et al. (2006) for 5,452 IPOs, "over 99% of articles
are non-negative and primarily descriptive stories". Whether the company should be
covered or not is mainly evaluated by journalists. In addition, when the article is cited
on different pages or in different columns in the same newspaper and the same date,
the number of newspaper citations will be counted as one to represent the same
moment of investor attraction. For this study, the number of newspaper citations is
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counted between the period of offering date and the first trading day. It is calculated
by the natural logarithm of the number of newspaper citations (Reese, 1998).

4.2.3 Control Variables

The size of IPO offering and the age of IPO firms are used as control
variables. They are proxies for the uncertainty factor of IPO firm's characteristics.

a) Size of Offering

The size of IPO offering is defined in terms of gross proceeds, which are the
total number of offered shares sold multiplied by the offer price (Ma, 2007). It is
measured by taking the natural logarithm of average gross proceeds of an
underwriter's issue.

-

b) Age of Company

Company age is measured as the number of years from company incorporation
to the IPO offering (Ma, 2007). It is calculated by taking the natural logarithm of one
plus the number of years since the IPO company started to operate before going
public.

4.3

Statistical Technique for Data Analysis

Based on previous IPO literature, the cross-sectional data are collected to
examine the relationship between six major factors and IPO performance. Since the
types of data are not associated with time, cross-sectional regression models will be
applied to measure the explanatory power of these major factors on IPO performance.
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4.3.1 Cross-Sectional Regression Model

A cross-sectional regression analysis is employed in order to analyze the
factors that can influence the IPO performance on the first trading day. All six
independent variables; underwriter reputation, ownership concentration, the book
building procedure, IPO allocation, the length of the silent period, and investor
interest, and the variables of age and size are included in the model. There are two
cross-sectional regression models. The first model is used to examine the relationship
between six key factors and the initial returns of IPO. The second model is used to
standardize the variables in order to compare among six major factors on the initial
returns. It can identify which factors can significantly explain the IPO initial return. A
standardized factor is measured by subtracting the mean value of the variable from its
individual values and dividing the difference by the standard deviation of that variable
(Gujarati, 2003).

-

The first regression model is:

MAIR;= {30 + fJpR; + {J2 0WN; + {J3 BB; + {34 /NS; + {J5 LOCK; + {J6 II; + {J7 SIZE;

+ f3sAGE; + µi

(1)

The second regression model is:

MAIR*; =a 1UR;* + a 2 0WN;* +a 3 BB;* +a 4 IN S;* +a 5 LOCK;* +a 6 l( + a 7 SIZE;*

(2)

+a 8 AGE; +µ;

Where

MAIR.

= The market index adjusted initial return of company "i" (%)

UR.

=Underwriter reputation; market share of lead underwriter in the prior

l

l

year to IPO (%)
OWN.
l

= Ownership concentration (%)
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= A dummy variable that equals 1 when IPO uses the book building

BB.
l

pricing procedure and 0 is otherwise.
= IPO shares allocated to institutional investors (%)

INS.
l

LOCK.

= The length of the silent period (days)

II.

= Investor interest; the number of newspaper citations

l

l

SIZE.

=Gross proceeds (million baht)

AGE.

= Age of company from establishing year to IPO offering (years)

(J,a

=Unknown parameters to be estimated

*

= Standardized variables

l

l

u.
l

= The residual term

4.3.2 Statistical Analysis and Test of Significance

The statistical analysis is employed to estimate the coefficients of independent
variables in the cross-sectional regression models for this study. The problems of
autocorrelation, multicollinearity, and heteroscedasticity are also detected and
remedied before the hypothesis testing process. First, for cross-sectional analysis, a
sample of data is randomly collected. The error term of each datum is unlikely to be
correlated in cross-section units. In this study, the assumption of no autocorrelation in
the error terms will be remedied (Gujarati, 2003). Second, the relationship among six
explanatory variables of a regression model can be intercorrelated, causing large
variances and covariances and unbiased estimators. To detect the problem of
multicollinearity, partial correlation among the six major elements should be
examined. For the analysis of partial correlation, it can be interpreted that there is no
problem of multicollinearity since these six independent variables are not highly
intercorrelated. Last, the problem of heteroscedasticity is likely to be encountered in
cross-sectional analysis. The data collected at a given point in time tend to be different
in magnitude such as returns, age of firm, and size of firm. The conditional variances
of the error term are not constant. In order to remedy this problem, this study employs
White's Heteroscedasticity-consistent Variances and Standard Error to robust
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variances and standard errors of the estimators in the regression analysis (White,
1980).

For the hypothesis testing, the t-test (by using t-statistics with the p-value) is
used to test significant linear relationships between the independent and dependent
variables. The purpose is to examine whether each factor is significantly related to
IPO performance, or not. The significance levels employed in this test are 10%, 5%,
and 1 %. If p-value is less than the critical p-value (0.1, 0.05, and 0.01), the estimated
coefficient is meaningful to the model (Gujarati, 2003). After testing the hypothesis,
only the significant coefficients of the factors can be used to interpret the short run
performance. For a model with standardized variables, it can be interpreted that the
greater the significant coefficient of a standardized factor, the higher the contribution
to the initial returns of the IPO.

In addition, F-test and Wald-test are employed to test a variety of hypotheses
as to whether all partial estimated coefficients are zero, or the coefficients of
components of private information from five major elements gained during the IPO
process are statistically equal to zero.

Table 4.1 presents a summary of measures. The critical analysis of results is
discussed in Chapter 5. The interpretation of data is elaborated under this chapter.
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Table 4.1: Summary of measures

Categories

Symbol

Measures

Sources of
archival data

Dependent Variables

Short Run

MAIR

Performance

The percentage difference between the initial

FinansiaSyrus

return of a company and the market initial

securities research

return

department

(Ritter, 1991; Loughran & Ritter,

2002)
Independent Variable
1. IPO Procedure

1.1 Underwriter

UR

Reputation

The market share of the lead underwriter in

Securities and

the year prior to the IPO. Market share is

Exchange

calculated by the market value of IPO

Commission (SEC)

offerings for each underwriter divided by the
total value of IPOs in that year (Megginson &
Weiss, 1991)

1.2 Ownership

OWN

Concentration

Sum of the share retention held more than 5%

The company's

and the shareholding of the parties related to

prospectus

the major shareholders (Leland & Pyle, 1977;
Li et al., 2005; Zheng et al., 2005; Fan, 2007)

1.3 Book Building

BB

Procedure

The offering price is established depending

The company's

upon the investor demand during ·the road

prospectus

show (Benveniste & Busaba, 1997; Sherman,
2000; Chahine, 2007)

1.4 IPO Allocation

INS

The

percentage

of shares

allocated

to

Securities and

to Institutional

institutional investors relative to all share

Exchange

Investor

allocations (Lonkani, 1999)

Commission (SEC)

The number of days since the offering day

Country Group

until the day of expiration in a restriction of

securities research

selling new offering shares by insiders

department

1.5 Length of Lock
up Period

LOCK

(Tiparat, 2004)
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Categories

Symbol

Measures

Sources of
archival data

2.Investor Interest

2.1 Newspaper

II

Citation

The number of newspaper citations which is

NewsCenter

counted between the period of offering date

database

and the first trading day (Reese, 1998)
Control Variables

I. Size of offering

2. Age of Company

SIZE

AGE

Gross proceeds (Total number of offered

The company's

shares sold times the offer price) (Ma, 2007)

prospectus

The number of years since the IPO firm

The company's

started to operate before going public (Ma,

prospectus

2007)

"

,,.....,.

-
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CHAPTERV

PRESENTATION OF DATA AND EMPIRICAL RESULTS

Based on the conceptual model, this chapter employs cross-sectional
regression analysis to examine the relationship between short run performance and the
six major elements influencing performance in Thailand. It is organized into four
sections. Section I provides the analysis of data, including data distribution and data
characteristics. Section II presents the analysis of statistical techniques. Section III
elaborates on the cross-sectional regression analysis. The hypothesis testing is
presented in Section IV.

5.1

Data Analysis

-

5.1.1 Data Distribution

152 IPOs listed on the SET between 2001 and 2011, representing almost all
IPOs listed on the SET during the period, are the focus of this study. Only two
companies are excluded due to the unavailability of data. Table 5.1 reports the
distribution of Thai IPOs on the SET by year between 2001 and 2011. The number of
IPOs varies from year to year, with some years having fewer than 10 IPOs and others
having more than 30. The highest number of IPOs is recorded at 36 companies in
2004, raising the highest capital of Baht 70 billion, while the lowest is reported at only
two companies with the lowest capital raised of Baht 3 billion in 2011. For the entire
period, the average number of IPOs is 14 with the average capital raised of Baht 21
billion. The average initial return for Thai IPOs report all positive returns at 18%,
amounting to Baht 3,142 million per year. The highest initial return was 50% in 2003,
whereas the lowest initial return was only 1% in 2006. The total amount of money left
on the table is Baht 34,560 billion. The highest amount of Baht 16 billion was in
2004, which is far exceeded by the lowest amount of only Baht 28 million in 2006.
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The number of companies going public has substantially declined in recent
years. There were only 5 IPOs per year with average capital raised through IPO of
only Baht 8 billion per year between 2007 and 2011. In comparison, aggressive IPO
activity between 2001 and 2006 brought over 21 IPOs per year with average capital
raised of Baht 32 billion per year. For IPOs issued between 2007 and 2011, the
average initial return of 15% is lower than the return of 23% for IPOs issued between
2001 and 2006. For the amount of money left on the table, it shows only Baht 619
million, compared with Baht 5 billion between 2007 and 2011. It is more likely that
the number of IPO companies and their initial return are lower over time.

Table 5.1: IPOs listed on the Stock Exchange of Thailand (SET)
~ ~

Year

"

~,I

Money Left on

Underpricing

Number of

Capital Raised

the Table

IPOs

(Million baht)

(O/o)

2011

2

3,385

15

2010

4

6,028

28

433

2009

6

4,710

6

423

2008

8

17,482

2

2007

6

10,362

26

719

12

34,982

1

28

2005

34

26,284

10

717

2004

36

70,236

12

15,775

2003

21

22,241

50

12,108

2002

17

9,645

17

1,763

2001

6

28,762

46

1,075

Total

152

234,116

14

21,283

18

3,142

Average 2001-2006

21

32,025

23

5,244

Average 2007-2011

5

8,393

15

619

)

2006

(Million baht)
I

-.

598

920

I

. Total Average

85

~
\\!

34,560

5.1.2 Data Characteristics

Table 5.2 presents a summary of data characteristics for the six major
variables, control variables, and short run performance. It provides the mean, median,
maximum, minimum, and standard deviation for the variables during the period of
2001 to 2011. The market adjusted initial returns, representing the short run
performance, was reported on average at 18.18%, with a median of only 4.72%. The
returns fluctuated in the last decade in accordance with a standard deviation of
35.56%. The highest market adjusted return was reported at over 166%, whereas the
lowest exhibited a negative return of 43.24%.

For underwriter reputation, measured by the lead underwriters ' average market
8

share (Megginson and Weiss, 1991) during the last three years prior to the IPO, the
mean market share was 6.48% with a median of only 2.12% for 152 IPOs.

The proportion of equity held by the controlling shareholder after the IPO is
on average 65.47% with a median of 67.17%, unremarkably different from other
markets.

9

For the pricing procedure, the average firm that conducted book building is
0.49, in which 74 IPOs out of total 152 IPOs applied book building. Even though it
has been implemented since 2000, book building pricing is still not popularly
conducted in Thai IPOs.

8

Carter et al. (1998) found the Megginson and Weiss (1991)'s underwriter market share of 5.31 % on
average in the U.S. market.

9

For ownership retention after IPO, Zheng et al. (2005) found 58%, and Cooney et al. (2001) found
67% in the U.S. sample. Goergen and Renneboog (2007) found 76% for the German market and 63%
for the U.K.
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For IPO allocation, the proportion of IPO share allocated to institutional
10
investors is at only 25.79%, which is much lower from the U.S. market.

The length of the silent period is on average 473 days, which is remarkably
long if compared to those in the U.S. and European markets.

11

The number of newspaper citations is on average 8 articles per issue, while the
highest number of newspaper citation is 54 articles per issue, which is higher than
12

other markets .

R
The average size of issue measured by the gross proceeds is Baht 1,540
million, with a median of Baht445 million. The mean age of IPO companies is 15
13
years, unremarkably different from other markets.

-

10

Aggarwal and Puri (2002) found 73% of shares allocated to institutional investors in the U.S.
sample.
11
Field and Hanka (2001) found average lock up period of 187 days for 1,948 U.S. IPO. Goergen et
al. (2009) reported average lock up period of 10.4 months for the French market and 9.5 months for the
German market.

12

Reese ( 1998) and Liu et al. (2009) found a mean newspaper citation of 2.18, and 2.69 articles,
respectively for the U.S. market. In China market, Liu and Xue (2010) found a mean newspaper
citation of 5.65 articles.
13
Dong, Michel, and Pandes (2011) found a mean age of 16 years for 7,167 U.S. IPO. In Europe, a
mean age is reported by Goergen et al. (2009) for the French market (11 years) and the German market
(13 years). Carpenter & Rondt (2006) found a mean age of 23 years for the sample ofltalian IPOs.
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Table 5.2: IPO Characteristics and Performance

Variables

Unit of

Mean

Median

Maximum

Minimum

Std. dev.

%

18.18

4.72

166.67

-43.24

35.56

%

6.48

2.12

39.67

0.00

8.27

%

65.47

67.17

89.69

35.28

10.67

0.49

0

1.00

0

0.50

%

25.79

23.08

75.35

0

19.91

Days

473

555

789

O*

148

Numbers

8.06

7.00

54.00

0

6.81

Million Baht

1,540

445

31,673

28 -

4,251

Years

14.96

12.55

60.12

measurement

Market adjusted
initial return
Underwriter
reputation
Ownership
concentration
zero-one
Book building
dummy
IPO allocation to
institutional investors
Length of lock up
period
Investor interest
Size of issue
(gross proceeds)
Age of firm

0.84

10.47

*Note: The length of lock up period is exempted for Total Access Communication Public Company
Limited (DTA C)

Table 5.3 shows the classification of six major elements and the short run
performance. Most IPO companies (84%) are underwritten by non-prestigious
underwriters, which can yield a market adjusted initial return of 18.21 %, whereas few
companies (16%) are underwritten by highly prestigious underwriters, which gain a
lower market adjusted return of 16.82%.

For ownership concentration, slightly over half of the IPO companies (53%)
maintain a highly concentrated ownership after the IPO, which generates a market
adjusted return of 15.55%. The remaining IPO companies (47%) held a low
proportion of ownership concentration yielding a much better market adjusted initial
return of 20.76%.
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For the pricing procedure, almost half of the Thai IPOs (49%) conducting
book building shows a market adjusted initial return of 15.29%, which is much lower
than those in fixed-price IPOs of 20.54%.

Most IPO companies (84%) allocate their shares to retail investors, which can
yield a market adjusted initial return of 19.19%, whereas fewer companies (16%)
distribute their shares to institutional investors, which generates a much lower market
adjusted initial return of 11.55%.

For the length of lock up period, 107 companies (70%) have a long length of
lock up period of over 540 days, which can generate a market adjusted initial return of
18.30%. The remaining 45 companies (30%) have a short length of lock up period,
which can yield a slightly lower market adjusted return of 17.24%.

Last, most IPO companies (70%) with a lower degree of investor interest
experience market adjusted initial returns of 21.33%, whereas the remaining IPO
companies (30%) with a higher degree of investor can yield a market adjusted initial
return of only 10.27%.
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Table 5.3: The Classification of Six Major Elements on Market Adjusted Initial
Returns (A Percentage of Total 152 IPOs in Parentheses)
Six Major Elements

Market Adjusted

Classification

Number of IPO

Initial Return ( % )

Underwriter Reputation

Ownership Concentration a)

Pricing Procedure

IPO Allocation to investors

Length of Lock up Period ci

bJ

Prestigious

16.82

25 (16%)

Non-prestigious

18.21

127 (84%)

High

15.55

81 (53%)

Low

20.76

71 (47%)

Book Building

15.29

74 (49%)

Fixed Price

20.54

78 (51 %)

Institutional

11.55

24 (16%)

Retail

19.19

128 (84%)

18.30

107 (70%)

17.24

45 (30%)

High

10.27

46 (30%)

Low

21.33

106 (70%)

Long

.

Short
Investor Interest aJ

a1

'

A Htgh degree of ownership concentrat10n 1s classified at 67 percent, otherwise 1s defined as the low degree

(Connelly et al., 2004)
b)

IPO allocation to institutional investors is classified over 50 percent of share distribution; otherwise is defined as

IPO allocation to retail investors
cl

For length of lock up period, the long length is defined as the length of silent period above 540 days (Tirapat,

2004); otherwise is defined as the short length.
d)

For investor interest, high level is defined above the 70th percentile; otherwise is defined as the low level.

5.2

Analysis of Statistical Techniques

The statistical problems related to cross-sectional regression models should be
detected and remedied, such as the problem of autocorrelation, heteroscedasticity, and
multicollinearity.

First, cross-sectional data are collected. The problem of

autocorrelation in the residual term rarely occurred because the residual term on each
datum is unlikely to be related in cross-sectional units (Gujarati, 2003). Second,
however, the problem of heteroscedasticity is likely to be encountered in crosssectional analysis since the data collected at a given point in time tend to be different
in magnitude such as returns, age of firm, and size of firms. The conditional variances
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of the error term are not constant. In order to remedy this problem, this study employs
White's Heteroscedasticity-consistent Variances and Standard Error to robust
variances and standard errors of the estimators in the regression analysis (White,
1980). Last, the problem of multicollinearity

14

is examined. Table 5.4 presents the

results of the pair-wise correlation matrix among six major elements, control
variables, and the market adjusted initial return. All of these correlations are relatively
low. The variance-inflating factor

15

(VIF) on each pair of variables calculated by the

value of the correlation is also low. This suggests that these six independent variables
and control variables are not highly correlated and there is not much effect of
increasing partial correlation on the variance and covariance of an estimator.

R /'fy
Table 5.4: Correlation Matrix
MAIR
MAIR

UR

OWN

INS

BB

LOCK

1

II

SIZE

AGE

~
~

UR

-0.04

1

OWN

-0.10

0.03

1

BB

-0.08

0.28

0.04

1

INS

-0.18

0.41

-0.04

0.55

1

LOCK

0.02

0.07

0.01

-0.03

-0.01

1

II

-0.16

0.21

0.21

0.08

0.19

0.07

1

SIZE

0.20

0.40

0.15

0.30

0.39

-0.16

0.16

1

AGE

-0.02

-0.05

-0.01

0.21

0.07

0.02

0.16

0.12

I

-~

-

-~

1

Notes: MAIR: market adjusted initial returns, UR: underwriter reputation measured by the market share of lead
underwriter, OWN: ownership concentration, BB: book building, INS: IPO allocation to institutional investors,
LOCK: length of silent period, II: investor interest, SIZE: gross proceeds, AGE: age of firm

14

As the coefficient of pair-wise correlation tends toward 1, the degree of multicollinearity would
increase.
1

15 VIF=

z
(I - rx,1 )

, which explains how the variance of an estimator is inflated by the presence of
multicollinearity. As the coefficient of pair-wise correlation approaches 1, the VIF approaches infinity.
This indicates that when the collinearity rises, the variance of an estimator increases (Gujarati, 2003).
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5.3

Cross-sectional Regression Analysis

There are two cross-sectional regression models of statistical operation,
whereas the market adjusted initial returns is the dependent variable. The first model
examines whether there is any significant relationship between the six major elements
and short run performance. The second model compares the individual impact of the
six major elements on short run performance.

5.3.1 The Relationship between Six Major Elements and Short Run
Performance

The results of cross-sectional regression for the first model are summarized in
Table 5.5 (Column 2). For the overall significance of the regression, all six major
elements statistically influence underpricing (F-statistic

= 3.6918,

p

= 0.00006).

Approximately 17 percent of the variation in short run performance is collectively
explained by six major elements because the coefficient of determi!lation (R2
statistics) used as a measure of the goodness of fit of the regression is equal to 17 .12 %
16

(12.48% adjusted) . This seems relatively low; however, in cross-sectional data, the
low coefficient of determination is typically obtained, possibly due to the diversity of
the units in the sample data (Gujarati, 2003).

Among six major elements influencing short run performance, only ownership
concentration (/J = -0.4735, t = -1.8072),
2
investors(/J = -0.5031,t = -2.8680),
4

IPO
and

allocation

to

investor

institutional
interest

(/J = -0.0579, t = -1.6158) are statistically significant. The coefficient of ownership
6

concentration after IPO is significantly negative at the 10% level. The result shows
that when the proportion of ownership held after the IPO increases (decreases) by one
percent, the market adjusted initial return would decrease (increase) on average by
0.4735 percent (assuming that the other elements are constant). For IPO allocation,
the coefficient of IPO allocation to institutional investors is significantly negative at
16

This low value is also consistent with the findings of many previous studies (Betty & Ritter, 1986;
Carter et al., 1998; Boulton et al., 2010).
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the 1% level, meaning that the more shares allocated to institutional investors, the
lower the underpricing. A 10% increase in the IPO allocation to institutional investors
results in a lower initial return adjusted by the market of 5.03%. The coefficient of
investor interest is significantly negative at the 10% level, indicating the greater the
number of newspaper citations, the lower the level of underpricing. When the number
of newspaper citations increases (decreases) by one percent, the market adjusted
initial return would decrease (increase) on average by 0.0579 percent whereas other
factors are assumed constant. For the size of the issuing firm used as a control
variable, the coefficient of 0.0931 is significantly positive at the 1% level, indicating
that increases in the gross proceeds of an IPO would increase the level of
underpricing.

The remaining major elements: underwriter reputation, book building, the
length of the lock up period and the age of the firm are not statistically significant. All
these elements cannot significantly explain the short run performance of IPOs.
However, the direction of the relationship can be indicated by the coefficient of
correlation (Table 5.4). Except for the length of the lock up period, the coefficients of
correlation between the market adjusted initial returns and three variables: underwriter
reputation, book building, and the age of the firm are negative. This indicates that
these three variables move in the opposite direction to the market adjusted initial
returns.

5.3.2 The Standardized Relationship

For the second model, the model of standardized relationship used to compare
among six major factors on the underpricing is summarized in Table 5.4 (Column 3).
Only the significant coefficients are used to measure the relative strength of the
various factors influencing underpricing. The interpretation is explained in terms of
standard deviation, unlike that in model 1, which is explained in percentage terms.
The most significant determinants appear to be IPO allocation allocated to
institutional investors, ownership concentration, and investor interest, respectively.
IPO allocation is ranked first. It contributes the largest magnitude of explanations on
the level of underpricing. The coefficient of IPO allocation to institutional investors
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(a

4

= -0.2855,t = -2.8780) is significantly negative at the 1% level, which indicates

that when the proportion of shares allocated to institutional investors increases
(decreases) by one standard deviation, on average, the market adjusted initial returns
(decreases) increases by approximately 0.2855 standard deviations. Followed by
ownership concentration, the coefficient (a
negative
(a

6

at the

10% level,

2

= -0.1439, t = -1.8135) is

whereas the

coefficient of investor interest

= -0.1327,t = -1.6215) is significantly negative at the 1% level.

Table 5.5: Cross-sectional Regression Analysis
Coefficient
Intercept

Modell

Model 28

-0.1365
(-0.3618)

Underwriter reputation

Ownership concentration
Book building

IPO allocation to institutional investors

-0.2573

-0.0606

(-0.6740)

(-0.6763)

-0.4735

-0.1439

(-1.8072)*

(-1.8135)*

0.0027

0.0038

(0.0407)

(0.0408)

-0.5031

-0.2855

(-2.8680)***
Length of lock up period

Investor interest

Size

Age

(-2.8780)***

0.0520

0.0943

(1.2053)

(1.2095)

-0.0579

-0.1327

(-1.6158)*

(-1.6215)*

0.0931
(4.3687)***

0.3951
.(4.3839)***

-0.0176

-0.0312

(-0.3868)

(-0.3881)

Rz

0.1712

0.1712

Adjusted R 2

0.1248

0.1309

F-statistic

3.6918

Probability (F-statistics)

0.0006***

Wald-test (F-statistic)

3.1573

Probability (F-statistic: Wald-test)

0.0098***

Observations

152

152

Notes: "Model 2 is identical to Model 1, but standardized regression coefficients are used.

The t-statistics are reported under the coefficients in parentheses.
White's ( 1980) heteroscedastciity consistent standard errors and covariances is applied.
A significance of the 1%, 5%, and 10% levels are denoted with***, **and*, respectively.
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significantly

5.4

Hypotheses Testing

Based on the results of the regression, a summary of the hypothesis testing is
provided in Table 5.6. This study employs the t test of significance approach with the
probability values (namely, p-value) of the estimated t-statistics for hypothesis testing.
The hypotheses are used to test the significant linear relationship between the
independent and dependent variables at 10%, 5%, and 1 %. The t-statistics are
employed for the first six hypotheses, whereas the Wald-test is applied for the last
hypothesis to test the coefficients of private information or the integration of five
major elements gained during the IPO process. The tests of hypotheses proposed for
Hypothesis 1-7 are discussed as follows.

The underwriter reputation, book building, and the length of the lock up period
cannot statistically influence the short run performance of an IPO. At the 10%
significance level, there is no significant relationship between these three elements
and the level of underpricing. Hypotheses 1, 3, and 5 are thus not supported in this
study.

Ownership concentration, IPO allocation to institutional investors, and
investor interest are the major elements influencing the short run performance.
Ownership concentration shows a significant and negative relationship with the
underpricing. This strongly supports Hypotheses 2. For IPO allocation to institutional
investors and investor interest, this study rejects Hypotheses 4 and 6 because the
results indicate that the relationship between both elements and underpricing are not
positive as hypothesized; however, a significant and negative relationship between
both elements and underpricing are found.

The private information during the IPO process can significantly influence the
underpricing. Only two significant elements; ownership concentration and IPO
allocation, are the key elements influencing the underpricing, while both elements are
negatively associated with the underpricing. Thus, this study rejected Hypothesis 7
because the relationship between private information and underpricing is not positive
as hypothesized.
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Table 5.6 Results of the Hypothesis Testing

Expected
Hypotheses

Relationship

Results

Hl: The more prestigious the underwriter, the significantly

Negative

Rejected

Negative

Supported

Negative

Rejected

Positive

Rejected

Positive

Rejected

Positive

Rejected

Sig.

lower the level of underpricing
H2: The higher the ownership concentration after the IPO,

.07

the significantly lower the level of underpricing
H3: A firm that conducts the book building method during
pricing process has a significantly lower level of
underpricing
H4: The greater the allocation of IPO to institutional
investors, the significantly higher the level of

.00

i 1V

underpricing
H5: The greater the length of the lock up period, the
significantly higher the level of underpricing
H6: The greater the investor interest, the significantly

.10

-

higher the level of underpricing
H7: The greater the private information during the IPO

Positive

Rejected

.01

;

process, the significantly higher the level of
underpricing
~:

5.5

Chapter Summary

This chapter presents the data analysis, analysis of statistical techniques, and
cross-sectional regression analysis based on 152 Thai IPOs. The results indicate that
most IPO companies in Thailand are underwritten by non-prestigious underwriters.
They have highly concentrated ownership after IPO. IPO shares are mostly allocated
to the retail investors. Most IPOs experience a high length of lock up period and have
a low degree of investor interest, whereas almost half of the total IPOs conduct book
building. The regression result shows that only ownership concentration, IPO
allocation to institutional investors, and investor interest are key determinants of
underpricing in Thailand. Among these three elements, IPO allocation appears to be
the strongest factor explaining the level of underpricing.
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In the last chapter, a discussion of the findings is provided. The conclusion and
implications of this study are discussed. Future research is also suggested for
academicians and practitioners in Chapter 6.

-
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CHAPTER VI

CRITICAL DISSCUSSION, CONCLUSIONS AND RECOMMENDATIONS

This last chapter highlights the conclusions of the research and elaborates the
contributions of the research study on the determinants of initial public offering
performance. A discussion of the findings is provided, followed by the conclusion.
The implications and recommendations for business practices are discussed. Finally,
specific suggestions for future research are proposed.

6.1

Discussion

This section elaborates the key findings on the determinants of initial public
offerings in Thailand. The relationship between the initial return of an IPO and six
key elements including private information, related to the short run performance of an

-

IPO is discussed as follows:

6.1.1 Underwriter Reputation

The relationship between underwriter reputation and the initial return of an
IPO is very limited. The regression result indicates that there is no significant
relationship between underwriter reputation and underpricing.

Based on the total of 49 underwriters in Thailand (Appendix B), the market
share of the lead underwriter as a measure of underwriter reputation is mostly
concentrated on the top three underwriters, which covers on average 73% of the total
underwriting value between 2000 and 2011. The first, second and third ranked
underwriters' market shares account for 39%, 19% and 15%, respectively.

As a

result, 15 % or over is used as a benchmark of market shares accomplished by a
highly prestigious underwriter (Appendix C). A market share below such a
benchmark indicates that IPOs are underwritten by non-prestigious underwriters. For
the Thai IPOs, most companies (84% or 127 out of total 152 IPOs) employ
underwriters with a market share below the benchmark, indicating that their shares are
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underwritten by non-prestigious underwriters (Table 5.3). Because of this low
dispersion of the underwriters' market share, companies mostly employ nonprestigious underwriters no matter how high an initial return is generated. Thereby,
the underwriter reputation is not associated with the initial return.

The measurement of underwriter reputation has not been formally developed
and employed in Thailand, whereas it is publicly used in the U.S. market. For
example, the ranking scale of Carter and Manaster (1990) is widely publicized. The
.
. . the tomb stone announcements, 17 one at a time,
.
rank mgs
are measuredb y exammmg
and assigning a ranking scale of zero to nine, for each underwriter based upon its
positions in the announcement. A rank of nine represents the most prestigious while a
rank of zero indicates the least prestigious. Such a measure of underwriter reputation
can reflect the underwriter's position in the market. However, the underwriter
reputation, measured by the lead underwriter's market share in Thailand, may not
fully reflect the whole market, especially the positions of all underwriters.

-

In addition, the size of issue on average is relative small in Thai IPOs. The

underwriter commissions are charged based on a fraction of the offering size (Johnson
and Miller, 1988). The highly prestigious underwriter, representing a high quality
offering, typically charge higher fees (Carter and Manaster, 1990). The underwriting
commission is one of the important costs when a firm is going public. Thai companies

-

are not willing to pay higher fees relative to their issuing size for highly prestigious
underwriters.

6.1.2 Ownership Concentration

There is a significant and negative relationship between ownership
concentration and the initial return of IPOs in Thailand. The proportion of equity held
by the majority shareholders after IPO in Thailand is relatively high with an average
17

Tombstone announcement is a listing of a pending public securities offering in the Investment
Dealer' Digest (Carter and Manaster, 1990). It is supplemented by announcements from The Wall
Street Journal.
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of 65% (Table 5.2). Slightly over half of Thai IPO companies have ownership
retention over 67% representing a highly concentrated ownership (Table 5.3). It
implies that the majority of shareholders in most Thai IPOs still maintain control over
the company.

The higher proportion of ownership concentration can lead to a higher level of
information asymmetry and a higher agency cost between issuers and investors as the
firm's monitoring decreases. Investors as outsiders would perceive that the majority
shareholders will have control over the company's voting right and take advantages
from the minority shareholders since they would not necessarily create a maximizing
value of the firm from the additional gross proceeds. The performance of an IPO firm
will become lower. Investors are more likely to pay less for the IPO shares. Thus, the
greater the owners participation in the IPO, the lower is the expected underpricing
(Habib and Ljungqvist, 2001).

From the owners' prospective, underpricing is viewed as an indirect cost of
offering (Carter and Manaster, 1990), namely an agency cost. Owners act as pre-IPO
shareholders when bargaining over the offer price with the underwriters at the time of
IPO. When the ownership of insiders increases, more effort is made to monitor
underwriters (Ljungqvist and Wilhelm, 2003). Owners have an incentive to price the
offering price more fully to minimize their wealth losses from underpricing. Thus, the
greater the ownership concentration after the IPO, the lower the underpricing.

6.1.3 Book Building

The relationship between book building and the initial return of an IPO is
weak. The results of regression with a dummy variable reveal that there is no
significant relationship between book building and the initial return of an IPO. No
significant difference is also found between the two pricing procedures: book building
and fixed pricing. There is no significant pricing procedure differential in the initial
returns of an IPO.

100

In Thai IPOs, 74 IPOs out of total 152 IPO companies (49%) conduct book

building (Table 5.3). Book building is still not popular in Thai IPOs though it has
been implemented since 2000. This is possibly because the size of offering in Thai
IPOs is relatively small. The issuing size, on average, is Bahtl,540 million, while the
majority of the issuing size is only Baht445 million, slightly above the minimum paidup capital required by the market of Baht300 million (Table 5.2). The volume of most
Thai IPOs is not sufficient to attract underwriters to conduct book building since it is
more costly than fixed pricing.

Book building typically targets institutional investors as informed investors.
Underwriters conduct book building in order to gather institutional investor demand,
whereas a range of offering is established depending upon such demand. Most of the
Thai IPO shares are allocated to retail investors, as uninformed investors; it is, thus,
not necessary for underwriters to conduct book building.

-

6.1.4 IPO Allocation

IPO allocation appears to have the strongest relationship with the initial return
of IPO in Thailand. The regression result shows that there is a significant and negative
relationship between IPO allocation to institutional investors and the initial return of
IPOs in Thailand. The proportion of IPO shares allocated to institutional investors is
at only 25.79% (Table 5.2), which is much lower than the U.S. market of 73%
(Aggarwal and Puri, 2002). In other words, over 84% of Thai IPOs (128 IPOs out of
total 152 IPOs) allocated their shares to retail investors (Table 5.3). It shows that
underwriters tend to provide underpriced IPO issues to favor the retail investors as a
quid pro quo, rather than to the institutional investors. IPOs allocated to retail
investors can yield a market initial return of 19.19%, which generates much higher
than those allocated to institutional investors of 11.55% (Table 5.3).

In Thailand, the number and size of institutional investors are much smaller
than the institutional investors in the U.S. During the IPO process, they are likely to
be less aggressive and more passive than U.S. institutional investors. This implies that
Thai institutional investors possess less capacity to influence IPO pricing during the
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IPO process. It is not necessary for underwriters to provide underpriced IPOs for
institutional investors as a quo pro quo from revealing their information during the
IPO process. Furthermore, the long-term relationship between underwriters and retail
investors in Thailand appears to be high. Underwriters tend to favor a large number of
retail investors with underpriced IPO issues as a quid pro quo to investors who
regularly trade stock and pay commissions. They tend to offer a discount price in
order to minimize their marketing efforts and maximize the probabilities of a
successful issue. This relationship is opposite to the evidence in the U.S. market
where a long-term relationship between underwriters and institutional investors exists
(Cheng et al., 2005).

The size of the offering in Thai IPOs is relatively small. The volume of most
Thai IPOs is not sufficient to attract the investment from institutional investors. The
return on a small investment in Thai IPOs may not strongly influence their
performance. Furthermore, each IPO company is regulated by the SET. It is required
to allocate the issued shares to at least 1,000 retail investors with no less than 25% of
paid-up capital. This requirement can increase intense participation -from retail
investors as uninformed investors, which reduces the potential downward pressure on
price. Thus, it is difficult to allocate shares of small issuing sizes to institutional
investors.

As suggested by Rock (1986), underpricing is used as tool to compensate and
attract uninformed investors in order to participate in new issues. The IPO is viewed
as an overpriced IPO if a greater proportion of shares is allocated to retail investors.
This leads to raise the level of information asymmetry between investor and
underwriter. More underpricing is required in order to compensate this high level of
information asymmetry and to attract small investors to participate in issues.

6.1.5 The Length of Lockup Period

There is no significant relationship between the length of the lockup period
and the initial return of IPO. The length of the lockup period in this study refers to the
length of the silent period due to differences in the listing regulations between the
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Thai and the U.S. markets. In order to list on the SET, the silent period is regulated to
prevent insider shareholders from taking advantage of information and to provide
more time for outsiders to obtain the same level of information before stock trading.
The length of the silent period is established between 6 months and 3 years, whereas
in the U.S. market, the lock up provision is not a legal requirement. It is a standard
agreement between underwriter and issuer. The length of the lock up period is
negotiated between underwriter and issuers (Brau et al., 2004; Tirapat, 2004).

The length of the lock up period in the Thai IPO is on average 473 days (Table
5.2), which is much longer than in the U.S. market. Most companies (70%) have a
long length of lock up period of over 540 days, whereas the remaining 45 companies
have a shorter length of lock up period (Table 5.3). The length of the lock up period is
regulated. It is difficult to distinguish between companies with different durations of
lock up. A little variation in the length of the lock up period cannot influence the
initial return. The length of the lock up period is not significantly related to the stock
price on the first trading day. However, it is likely to influence the stock price during
the expiration day of lock up. The negative abnormal return is found seven days
before the expiration due to the selling of shares by the lockup shareholders (Tirapat,
2004).

6.1.6 Investor Interest

The number of newspaper citations is strong enough to enhance the significant
and negative relationship between investor interest and the initial return of IPO in
Thailand. The number of newspaper citations is on average eight articles per issue
with the highest number of newspaper citations of 54 articles per issue (Table 5.2),
which is higher than those in the U.S. which have on average only two articles (Liu et
al., 2009; Reese, 1998).

Investor interest is viewed as incremental information held by investors after
the IPO process starts until the first trading day. While investor interest encouraged by
the number of citations on newspaper increases, the information can disperse to
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investors, which reduces the information asymmetry between informed and
uninformed investors. When the level of information asymmetry is low, uninformed
investors will face lower underpricing. IPOs with less information publicly provided
for investors can expect more underpricing than those with more information provided
because they seem to be riskier issues due to the low level of information. Thus, IPOs
with a higher degree of investor interest, representing more public information,
experience lower underpricing than those with a low degree of investor interest.

6.1.7 Private Information

The regression result shows that private information significantly influences
the short run performance of IPO. Only two significant elements gained during the
IPO process: ownership concentration and IPO allocation to institutional investors are
the key elements influencing the underpricing. Both elements, the composite variables
of private information, are negatively associated with underpricing. This indicates that
private information negatively influences the short run performance.

Over half of the Thai IPO companies (53%) have high ownership retention of
over 67% after the IPO and most of the issued shares (84%) are allocated to the retail
investor (Table 5.3). Agency conflict, then, arises between the majority and minority
shareholders. The minority shareholders as retail investors will have less willingness
to monitor the company and enjoy their benefits based upon the majority's effort. It is
because they would be perceived as small stakeholders with only a small proportion
of the company's benefit. The minority shareholders will only behave and vote based
on the majority's interest, rather than being engaged in monitoring costs. This leads to
the "free rider problem" (Zhuang, 1999). In contrast, the majority shareholders can
control the company based on their own interests at the expense of the minority
shareholders (Zhuang, 1999). The performance of IPO firm will become lower.
Investors are not willing to pay more for the IPO shares, leading to lower
underpricing.
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6.2

Conclusions

The conclusions on the specific objectives of this study are as follows:

Objective 1: To explore the practices of IPO related to the performance through a
secondary database, specifically in Thailand due to there being insufficient academic
literature compared to those of developed markets

In Thai IPOs, the number of companies going public varied from year to year
between 2001 and 2011. The rate of companies going public was only 14 IPOs per
year (Table 5.1), compared with developed and emerging markets where the rate was
over one per business day (WFE, 2011 ). The average initial return of Thai IPOs is
only 18% (only 2% in 2008 and 6% in 2009). It is much less than those of the other
countries in Asian emerging economies such as China (202.63% ), Korea (70.30%)
and Malaysia (61. 81 %) (Moshirian et al., 2010).

Key determinants of IPO performance derived during and after the IPO
process until the first trading day in a variety of market environments include
underwriter reputation, ownership concentration, pricing procedure, IPO allocation,
length of lock up period, and investor interest. The practices of each element in
Thailand are as follows:

Underwriter reputation: The market share of the· lead underwriter is mostly
concentrated on the top three underwriters, which covers on average 73% of the total
underwriting value between 2000 and 2011. Most IPO companies (84%) employ nonprestigious underwriters, which can yield a market adjusted initial return of 18.21 %
whereas few companies (16%) are underwritten by highly prestigious underwriters,
which gain a lower market adjusted return of 16.82%.

Ownership concentration: Thai companies still have highly concentrated
ownership. The proportion of equity held by the controlling shareholder after the IPO
in Thailand is relatively high with the average of 65%, indicating that the majority of
shareholders in most Thai IPOs still remain in control of the company. Slightly over
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half of the IPO companies (53%) maintain a highly concentrated ownership after the
IPO, which generates a market adjusted return of 15.55%. The remaining IPO
companies (47%) held a low proportion of ownership concentration yielding a much
better market adjusted initial return of 20.76%.

Pricing procedure: There are only two pricing procedures of IPO in the Thai
stock market: fixed pricing and book building. Book building is still not popular in
Thai IPOs though it has been implemented since 2000. Almost half of the Thai IPO
companies (49%) conducting book building show a market adjusted initial return of
15.29%, which is much lower than those in fixed-price IPOs of 20.54%.

IPO allocation: The proportion of IPO shares allocated to institutional
investors is at only 25.79%, which is much lower than 73% in the U.S. market. Most
IPO companies (84%) allocate their shares to retail investors, which generates a
market adjusted initial return of 19.19%, whereas fewer companies (16%) distribute
their shares to institutional investors, which generates a much lower market adjusted
initial return of 11.55%.

Length of lock up period: The length of the lock up period in Thai IPOs is on
average 473 days, which is much longer than the lock up period of 187 days in the
U.S. market (Field & Hanka, 2001). Most companies (79%) have a long length of
lock up period of over 540 days, generating a market adjusted initial return of 18.30%.
The remaining 45 companies (30%) have a shorter length of lock up period, which
can yield a slightly lower market adjusted return of 17.24%.

Investor interest: The number of newspaper citations is on average eight
articles per issue, which is higher than that in the U.S. which has on average two
articles (Liu et al., 2009; Reese, 1998). Most IPO companies (70%) with a lower
degree of investor interest experience market adjusted initial returns of 21.33%,
whereas the remaining IPO companies (30%) with a higher degree of investor interest
can yield a market adjusted initial return of only 10.27%.
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Lastly, a firms' characteristics such as the size of offering is on average
Bahtl,540 million, whereas the majority of the offering size is only Baht445 million.
The age of IPO firms is on average 15 years.

Objective 2: To empirically test the conceptual model with the integration of major

IPO elements related to the initial returns of IPO through statistical techniques.
Details of the statistical tests are:

2.1 To determine the relationship between underwriter reputation and the initial return
oflPO

The relationship between underwriter reputation and the initial return of IPO
in Thailand is very limited. The result shows that there is no significant relationship
between underwriter reputation and underpricing. The reputation of underwriter can
not significantly impact on the initial returns of IPO.

2.2 To investigate the association of ownership concentration and the short run IPO
performance

tfl..

There is a significant and negative relationship between ownership
concentration and short run IPO performance in Thailand. The regression result shows
that ownership concentration negatively affects the initial return of IPO.

2.3

To examine the impact of pricing procedure on the underpricing of IPO

The relationship between book building and underpricing is weak. The results
of the regression analysis with a dummy variable reveal that there is no significant
relationship between pricing procedure and underpricing in Thai IPOs. No significant
difference is also found between the two pricing procedures: book building and fixed
pricing. Neither book building nor fixed pricing affect underpricing
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2.4 To analyze the effect of IPO allocation on the initial return of IPO

IPO allocation appears to have the strongest relationship with the underpricing
of an IPO. There is a significant and negative relationship between IPO allocation to
institutional investors and the initial return of IPOs in Thailand.

2.5 To assess the relation between the length of the lockup period and the short run
IPO performance

There is no significant relationship between the length of the lock up period
and the short run IPO performance. The length of the lock up period is regulated in
the Thai market. A little variation in the length of the lock up period cannot influence
the initial return.

2.6 To explore the association of investor interest and the initial return of IPO

The number of newspaper citations is strong enough to enhance the significant
negative relationship between investor interest and the initial return of IPO in
Thailand. IPOs with a higher degree of investor interest, representing more public
information, experience less initial return than those with a low degree of investor
interest.

2. 7 To determine the relationship between all composite -elements gained during the
IPO process, namely private information and the underpricing of IPO

The regression result shows that private information influences the
underpricing of IPO. Only two significant elements identified during the IPO process:
ownership concentration and IPO allocation to institutional investors are the key
elements influencing underpricing. Both elements are negatively associated with
underpricing. This concludes that private information negatively influences the
underpricing of IPOs in Thailand.
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Objective 3: To add empirical findings to the research area that includes the six major
elements influencing the initial return of IPO

Although this study complements previous empirical research in investigating
the determinants of the IPO performance, it differs from other studies. This study
proposes a model including six major factors: underwriter reputation, ownership
concentration, pricing procedure, IPO allocation, length of lock up period, and
investor interest simultaneously, whereas the existing literature is based on only a
specific element on performance at a given time. In addition, the existing literature is
mostly concentrated in the U.S. as well as other countries in developed markets while
the literature on IPO performance in Thailand is limited.

The proposed and resultant model can fully capture and replicate real business
practices since such elements exist simultaneously and are inevitable in any IPO
activity. Findings from this study will not only fill the gap in academic literature but

-

also provide practical guidance for the business sector.

Objective 4: To contribute recommendations derived from the analysis to the
business sector, specifically the issuer, underwriter and investor.

The

findings

from

this

study

provide

several

implications

and

recommendations in business practices for investors, underwriters, issuers and
regulators as discussed in Section 6.3.

6.3

Implications and Recommendations

For investors, when making an investment decision on IPO shares, investors
should consider IPO companies that have low ownership retention after the IPO (less
than 67% ). The majority of IPO shares should be allocated to retail investors rather
than institutional investors. Assessment on the IPO share should be based on the
information gained during the IPO process, namely private information, obtained
mainly from the company's prospectus. Investors should be cautious when absorbing
IPO information from the newspaper since higher numbers of newspaper citations can
reduce the stock price on the first trading day.
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Recommendations for the issuers are about the improvement of IPO process
management. Issuers do not only want to raise funds at low cost but also want to
maintain strong relationships with investors. Their shares should not be fully
overpriced in order to leave "a portion of profit" or "money left on the table" for the
investors. They should consider the change in wealth rather than the level of wealth,
meaning that the amount of unexpected wealth gain from the remaining shares from a
stock price increase on the first trading day is greater than the amount of the wealth
losses from leaving money on the table (Loughran & Ritter, 2002). Money left on the
table or underpricing is viewed as an indication of a successful IPO (Panu & Peng,
2007). More investors are likely to participate in future POs of the companies that
offer an underpriced IPO. In addition, issuers should reduce their ownership interest
in the companies after IPO to less than 67%. They should use underwriters who have
good relations with retail investors. These investors are the major and regular
subscribers of the IPO issues, which can guarantee the success of raising the targeted
amount of funds from the market. Lastly, issuers should better communicate their
company's value to investors during the IPO process through either the company's
prospectus or press release than spend money on media after the IPO process. They
should use media such as newspapers for investor relations purposes only. It is not
advisable for the IPO companies to use media to manipulate the share price. Issuers
should be careful when spending on media since investors perhaps perceive that such
spending is used to avert a company's negative prospects (Panu & Peng, 2007).

Underwriters should consider the share allocation as the most important factor
for a successful IPO. The study of Ritter and Welch (2002) also indicates that IPO
allocation is the most promising area of research in IPOs on underpricing and firm's
ownership structure after IPO. Underwriters should use discretion for share allocation
to retail investors, especially for the investors who have traded regularly and pay full
services of trading commission. Regular investors can assist underwriters as insurance
by standing ready to support prices and absorb future issues (Binay et al., 2007). By
taking care of their existing investors as minority shareholders in IPO allocation,
underwriters can reduce their marketing expenses based on a lower level of marketing
effort. In return, underwriters can also provide underpriced IPO as quid pro quo to
their existing investors for producing information on a regular basis and for
facilitating the pricing and distribution of IPOs (Binay et al., 2007). Underwriters can
110

improve their reputation, build a good relationship between underwriters and
investors, and increase the possibility of participation in future offerings.

Furthermore, underwriters should convince issuers to disperse more portions
of their ownership to the public because lower ownership retention can increase the
initial return of IPO. Finally, for IPO pricing, underwriters do not have to spend more
money conducting book building when the size of offering is relative low because
there is no difference found between the two pricing procedures: book building and
fixed pricing. Neither book building nor fixed pricing influences the initial return of
IPO.

Lastly, since the ranking of underwriter reputation has not been officially
established in the Thai market, underwriters are recommended to cooperate with the
market regulator in setting up an internationally accepted institution to assign such a
ranking to underwriters. The rating should be reported in the company's prospectus
and widely used as a benchmark to represent the underwriter reputation in the Thai
market.

For market regulators, several recommendations are provided. Regulators
should recognize that the average size of offering in Thailand is relatively small. It
can hinder several factors affecting a successful IPO such as participation from the
institutional investor and the benefits of book building pricing. Regulators should
encourage the company owners to disperse more portiorrs of their ownership to the
public. Punishment for the manipulation of share allocation and share price should be
fully enforceable. The merits of privatization should be reiterated to encourage more
state owned enterprise going public. If firms or state owned enterprises offer larger
proportions of equity, the offering size would then be sufficiently large to induce
more participation from institutional investors. Book building would be worth
conducting in order to gather demand from the informed investors. The offering price
and allocation of shares will better reflect the demand and supply in the market.

With those recommendations, there will be more successful IPOs in the
market and the numbers of companies going public will be higher (Lowry & Schwert,

111

2002). A better economy will be achieved. As suggested by Yung et al. (2008), the
18

growth of the economy is related to an increase in the number of firms going public .

6.4

Further Research
Future research should focus on testing the proposed framework of this study

in the different capital market environment. For example, the companies listed on the
Market for Alternative Investment should be investigated as to whether this
framework can work very well on companies having smaller market capitalizations
and less stringent listing requirements than those companies listed on the SET.

The issue of ownership retention after the IPO should be extended to its
composition, as who is the major company owner: family, institution, individual, to
gain more dimensions of ownership structure to IPO performance.

Furthermore, corporate governance as a coherent notion and independent topic
of academic and practitioner interest should be investigated. Good corporate
governance is viewed as important in terms of protecting company assets, enhancing
investor confidence, and reducing the potential risks related with fraud. The role of
corporate governance on the IPO performance, thus, should be further examined.

Other than newspaper citations, information provided on other media

.

resources such as websites and television, or even analyst recommendations should be
further explored as to whether they can influence the stock price on the first trading
day.

In addition, a survey of the perspectives of the three major parties: issuers,
investors, and underwriters should be conducted to identify the gaps between
academic theory and the findings of empirical research. Their insight and managerial

18

In the Thai financial newspaper "Krungthepturakit" on December 6, 2011, Hong Kong is ranked
first in terms of companies going public with raised capital of USD30 Billion in 2011. Both
underpricing and the image of companies are used to attract investors in order to participate in the
issue. This results in a higher number of IPOs and can enhance the revenues of the stock market.
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behavior can help bridge these gaps through better communication and more targeted
research in the future.

-
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APPENDIX A: The Data
Lists of Public Companies on the Stock Exchange of Thailand during 2001-2011
No.

Symbol

Company Name

Sector Cate2orv

l

LH Financial Group PCL *

2

Khonburi Sugar PCL

KBS

Food and Beverage

3

Indorama Ventures PCL

IVL

Petrochemicals & Chemicals

4

IFS Capital (Thailand) PCL

IFS

Finance and Securities

5

Gunkul Engineering PCL

6
7

Symphony Communication PCL
Bangkok Life Assurance PCL

BLA

Insurance

8

Stars Microelectronics (Thailand) PCL

SMT

Electronic Components

9

Siam Global House PCL

10

Sena Development PCL

11

Jay MartPCL

12

Toyo-Thai Corporation PCL

13

Synnex (Thailand) PCL

14
15

Asiasoft Corporation PCL
Esso (Thailand) PCL

ESSO

Energy & Utilities

16

Lohakit Metal PCL

LHK

Steel

17
18

Premier Marketing PCL
Sabina PCL

19

Siam Gas and Petrochemicals PCL

SGP

Energy & Utilities

20
21
22

Thai Tap Water Supply PCL

TTW

Energy & Utilities

Better World Green PCL

BWG

Professional Services

DTAC

Information & Communication Technology

23

LHBANK

GUNKUL
SYMC

GLOBAL

,... {\ \\\\f I

JMART
TTCL
SYNEX
AS

PM
SABINA

Total Access Communication PCL
Major Development PCL

SENA

'

,'

'

E.r

1

Banking

Energy & Utilities
Information & Communication Technology

Commerce
Property Development
Information & Communication Technology
Property Development
Information & Communication Technology
Media & Publishing

-

Food and Beverage
Fashion

MID

Property Development

RASA

Property Development

24

Rasa Property Development PCL

25

Thai Yuan Metal PCL

TYM

Steel

26

Unique Engineering And Construction PCL

UNIQ

Property Development

27
28

Ekarat Engineering PCL

AKR

Energy & Utilities

Bangkok Metro PCL

BMCL

Transportation & LoJ;?.istics

29

BFIT Securities PCL

BSEC

Finance and Securities

30
31

City Steel PCL

CITY

Steel

DSG International (Thailand) PCL

DSGT

Personal Products & Pharmaceuticals

32

Forth Corporation PCL

FORTH

Information & Communication Technology

33
34

G Steel PCL

GS TEEL

Steel

Jasmine Telecom Systems PCL

35

Rich Asia Steel PCL

RICH

Steel

36

Rayong Refinery Plc

RRC

Energy & Utilities

37

S.E.C. Auto Sales And Services PCL

SECC

Automotive

ITS
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Information & Communication Technolo!!v

Company Name

Symbol

Sector Cate2ory

38

Thai Optical Group PCL

TOC

39

Ascon Construction PCL

ASCON

Property Development

40
41

Asia Sermk~j Leasing PCL

ASK

Finance and Securities

Bualuang Securities PCL

BLS

Finance and Securities

Bangsaphan Barmill PCL

BSBM

42
43
44
45
46

California Wow Xperienee PCL

CAWOW

Personal Products & Pharmaceuticals

Steel
Tourism & Leisure

CSP Steel Center PCL

CSP

Steel

Diamond Building Products PCL

ORT

Construction Materials

Eason Paint PCL

47
48
49

Global Connections PCL

50
51

lndorama Polymers PCL

52
53
54
55
56
57

EASON
GC

Glow Energy PCL

GLOW

lnterhides PCL

Automotive
Petrochemicals & Chemicals
Energy & Utilities

IHL

Automotive

IRP

Petrochemicals & Chemicals

YNP

Automotive

Somboon Advance Technology PCL

SAT

Automotive

Single Point Parts (Thailand) PCL

SPPT

Electronic Components

Thai Metal Trade PCL

TMT

Steel

Khon Kaen Suger Industry PCL

KSL

Food and Beverage

Siam Inter Multimedia PCL

SMM

Media & Publishing

Solortron PCL

SOLAR

Energy & Utilities -

Superblock PCL

SUPER

Construction Materials

\\~

Yarnapund PCL

58
59
60

Phatra Capital PCL

61

Thai Steel Cable PCL

62
63

Permsin Steel Works PCL

64

Metrostar Property PCL

65

Sahamit Machinery PCL

M.C.S.Steel PCL

SMIT
PHATRA
TSC

"~

.1

-.,-l~C,fJ~.

Steel
Finance and Securities
Automotive

PERM

Steel

MCS

Steel

METRO

Property Development

Prinsiril PCL

PRIN

Property Development

66
67

TWZ Corporation PCL

TWZ

Information & Communication Technology

68

UOB Kay Rian Securities (Thailand) PCL

.

UOBKH

Finance and Securities

Krungthai Car Rent And Lease PCL

KCAR

Finance and Securities

69

Pre-Built PCL

PREB

Property Development

70

Pruksa Real Estate PCL

PS

Property Development

71

MIDA-Medalist Entertainment PCL

MME

Tourism & Leisure

72

Thai Unique Coil Center PCL

TUCC

Steel

73

Areeya Property PCL

A

Property Development

74
75

Asian Insulators PCL

AI

Energy & Utilities

76

Asia Metal PCL

AMC

Steel

Airports Of Thailand PCL

AOT

Transportation & Logistics

77

Bliss-Tel PCL

BLISS

Information & Communication Technology

78

CS Loxinfo PCL

CSL

Information & Communication Technolo2y
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Company Name

Symbol

Sector Category

79

Deon Products PCL

80

Sunshine Corporation PCL

SSE

Information & Communication Technology

81

Eastern Commercial Leasing PCL

ECL

Finance and Securities

82

Globlex Holding Management PCL

GBX

Finance and Securities

83

Group Lease PCL

GL

Finance and Securities

84

Grande Asset Hotels And Property PCL

85

Thainox Stainless PCL

86

Bangkok Chain Hospital PCL

87

K-Tech Construction PCL

KTECH

Property Development

88

MCOTPCL

MCOT

Media & Publishing

89

Mida Leasing Public CO., LTD.

ML

Finance and Securities

90

N. C. Housing PCL

NCH

Property Development

91

Navanakom PCL

- ......-

NNCL

Property Development

92

Oishi Group PCL

{"-'°''\\'\II t:~

OISHI

Food and Beverage

93

Pacific Pipe PCL

94

Construction Materials

DCON

Tourism & Leisure

GRAND
INOX

~

Steel

KH

\\\\'.:>'-'

Health Care Services

PAP

Steel

Professional Waste Technology (1999) PCL

PRO

Professional Services

95

Pongsaap PCL

PSAP

Media & Publishing

96

Polyplex (Thailand) PCL

97

Quality Construction Products PCL

98

Samchai Steel Industries PCL

SAM

Steel

99

Sahacogen (Chonburi) PCL

SCG

Energy & Utilities

100

Seafco PCL

101

SIS Distribution (Thailand) PCL

SIS

Information & Communication Technology

102

SNC Former PCL

SNC

Industrial Materials & Machinery

103

S. Pack & Print PCL

104

Syrus Securities PCL

105

T.Krungthai Industries PCL
United Paper PCL

108

Workpoint Entertainment PCL

Q-CON

Construction Materials

•,

(

9!.l .... _ c

SPACK

Packaging

SYRUS

Finance and Securities

TKT

• ,,.. vb,

-

Property Development

SEAFCO

106 Thai Oil PCL
107

Packaging

PTL

TOP
UTP

WORK

.

Automotive
Energy & Utilities
Paper & Printing Materials
Media & Publishing

109 Advanced Information Technology PCL

AIT

Information & Communication Technology

110 Bangpakong Terminal PCL

BTC

Transportation & Logistics

111

Chonburi Concrete Product PCL

CCP

Construction Materials

112

CP All PCL

113

EGV Entertainment PCL

EGV

Media & Publishing

114

Electronics Industry PCL

EIC

Electronic Components

115

Hwa Fong Rubber (Thailand) PCL

HFT

Automotive

116

IT City PCL

IT

Commerce

117

Kim Eng Securities (Thailand) PCL

KEST

Finance and Securities

118

MFECPCL

MFEC

Information & Communication Technology

119 MIDA Assets PCL

MIDA

Commerce

CPALL

129

Commerce

Company Name

120 Rayong Purifier PCL
121

Sector Category

Symbol

RPC

RSPCL

122 SC Asset Corporation PCL
123 Samart I-Mobile PCL
124 Singha Paratech PCL
125 Thitikom PCL

Energy & Utilities

RS

Media & Publishing

SC

Property Development

SIM

Information & Communication Technology

SINGHA

Construction Materials

TK

Finance and Securities

126 T.K.S. Technologies PCL

TKS

Media & Publishing

127 Thai Olefin Company Limited

TOC

Petrochemicals & Chemicals

128 Tycoons Worldwide Group (Thailand) PCL

TYCN

Steel

129 Univanich Palm Oil PCL

UVAN

Agribusiness

AH

Automotive

130 Aapico Hitech PCL
131 Asset Plus Fund Management PCL

ASSET

Finance and Securities

132 BanJ:(kok Aviation Fuel Services PCL.

BAFS

Energy & Utilities

133 Charn Issara Development PCL
134 FinansaPCL
135 GMMM Media PLC

'

'

,

CI

Property Developmen

FNS

Finance and Securities

GMMM

Media & Publishing

136 ITVPCL

ITV

Media & Publishing

137 Krungthai Card PCL
138 Lalin Property PCL

KTC

Finance and Securities

LALIN

Property Development

139 Major Cineplcx Group PCL

MAJOR

Media & Publishing

140 M-Link Asia Corporation PCL

MLINK

Information & Communication Technology

141

~

President Bakery PCL

PB

Food and Beverage

142 Power Line EngineerinJl; PCL
143 Sicco Securities PCL

PLE

Property Development

SSEC

Finance and Securities

TRANI

Finance and Securities

144 Ratchthani LeasinJl; PCL
145 Ticon Industrial Connection PCL

I •,,

TICON

Property Development

146 Trinity Watthana PCL

··-

TNITY

Finance and Securities

AEONTS

Finance and Securities

147 Aeon Thana Sinsap (Thailand) PCL

J

l

148 Home Product Center PCL

HMPRO

Commerce

149 Internet Thailand PCL

INET

Information & Communication Technology

150 Nava Leasing PCL
151 PTTPCL

NVL

Finance and Securities

PTT

Energy & Utilities

us

Finance and Securities

152 United Securities PCL
Source: SET
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APPENDIX B: The Underwriter List
Lists of Underwriters on the Stock Exchange of Thailand during 2000-2011

Underwriter
Symbol

Broker
Number

Underwriter Name

1

Bualuang Securities Public Company Limited
TISCO Securities Company Limited
Country Group Securities Public Company Limited
DBS Vickers Securities (Thailand) Company Limited
Sicco Securities Public Company Limited
Phatra Securities Public Company Limited
CIMB Securities (Thailand) Company Limited
Asia Plus Securities Public Company Limited
Credit Suisse Securities (Thailand) Limited
Merrill Lynch Securities (Thailand) Limited
Kasikorn Securities Public Company Limited
...,J~
Siam City Bank Public Company Limited*
hi
KGI Securities (Thailand) Public Company Limited ;;~~
Capital Nomura Securities Public Company Limited
ACL Securities Company Limited
~
Thanachart Securities Public Company Limited
KT ZMICO Securities Company Limited
Kiatnakin Securities Company Limited
t;.
Merchant Partners Securities Public Company Limited
Trinity Securities Company Limited
SCB Securities Company Limited
Finansia Syrus Securities Public Company Limited
Globlex Securities Company Limited
UOB Kay Hian Securities (Thailand) Public Company Limited
OSK Securities (Thailand) Public Company Limited
Macquarie Securities (Thailand) Limited
Ayudhya Securities Public Company Limited
I V Global Securities Public Company Limited
KTB Securities (Thailand) Company Limited
Finansa Securities Limited
Phillip Securities (Thailand) Public Company Limited
United Securities Public Company Limited
JP Morgan Securities (Thailand) Limited
Maybank Kim Eng Securities (Thailand) Public Company Limited
CIMB-GK Securities (Thailand) Limited
CLSA Securities (Thailand) Limited
SEAMICO Securities Public Company Limited
AIRA Securities Public Company Limited

BLS
TSC
CGS
DBSV
SICSEC
PHATRA
CIMBS
ASP

UBS Securities (Thailand) Limited

UBS

2
3
4
5
6
7
8
9
10
11

12
13

14
15
16
18
19
21
22
23
24
25
26
27

28
29
30
32
33
34
38
41
42
43
45
47
48
49

~

Source: SET
*The company is cu"ently not a member of SET.
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cs
ML
KS
SCIBS
KGI
CNS
ACLS
TNS
KTZ
KKS
MERCHANT
TRINITY
SCBS
FSS
GLOBLEX
UOBKHST
OSK
MACQ
AYS
IVG
KTBST
FINANSA
PST

us
JPM
MB KET
CIMB-GK
CLSA
ZMICO
AIRA

APPENDIX C: The Market Share of Underwriters
Lists of Top 3 Ranking in Underwriter Market Share in Thailand during 2000-2011

Year

Underwriter

2011 KSEC
2010 BLS
2009 BLS
2008 MORGAN
2007 JPMORGAN
2006 MORGAN
2005 PHATRA
2004 PHATRA
2003 PHATRA
2002 ASP
2001 PHATRA
2000 SCB
AVI! 2000-2011
Source. The SEC

Rank
1st
38%
66%
40%
25%
29%
34%
47%
33%
24%
37%
38%
53%
39%

Underwriter

ASP
NFS
TISCO
PHATRA
KSEC
FINANS A
KEST
SCB
TRINITY
PHATRA
TIS CO
GLOB LEX

Rank
2nd
28%
12%
20%
23%
25%
22%
7%
18%
19%
11%
26%
17%
19%

!/

Underwriter

CIMB
TIS CO
KEST
KTBS
SCB
PHATRA
ZMICO
FINANSA
KEST
NFS
SCB
KTT
..., /

Rank
3rd
28%
10%
12%
13%
23%
20%
7%
14%
16%
8%
25%
11%
15%

Underwriter

AYS
ZMICO
CNS
BLS
TSC
MACQ
ASP
ASP
ASP
TSC
ABN
JF

--
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Rank
4th
4%
2%
11%
7%
8%
3%
6%
7%
10%
6%
2%
5%
6%
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