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Abstract

To find out w hether the A ustralian IPOs are underpriced and w hat the determ inants are, this 
study investigates the short-run  m arket perform ance of 254 IPOs by industry, listing year and 
issue year over the period 2006 to 2011,To m easure the short-run  perform ance, the first 
listing day re tu rns are divided into the prim ary m arket which is calculated based on the first 
day beginning prices and issue prices, the secondary m arket which is estim ated based on  the 
first day closing and opening prices and total m arket which is calculated based on the first 
day closing prices and issue prices. Then it is extended to the post-day listing analysis which 
includes re tu rn s up  to  10 days. To find out the determ inants o f underpricing, th is study 
estim ates binary and m ultiple regression m odels w ith the offer, firm  and m arket 
characteristics. The m arginal probability analysis was also carried out to estim ate the 
associated probability of each determ inant which shows a directional change in  the short-run 
m arket perform ance. The study found tha t overall the Australian IPOs are underpriced by 
25.47% and  23.11% based on the average abnorm al re tu rn  (AAR) in the prim ary and total 
m arket, which is statistically significant at 1% and 5% level respectively. However, the 
secondary m arket analysis indicates tha t the Australian IPOs are overpriced by 1.55% on  the 
AAR and  it is statistically significant at 5% level. The exam ination of post listing returns 
shows tha t A ustralian IPOs are underpriced based on the average cumulative abnorm al return  
(CAR) and  it signals th a t investors’ w ealth can be diluted due to  overpricing in  the long-run. 
The primary, to tal and post listing analysis shows tha t the industrial sector IPOs are more 
attractive to investors w hereas the chemical and m aterial sector IPOs are less attractive 
com pared to  o ther sectors. The IPO period, tim e to  listing, listing delays, to tal ne t proceeds 
ratio, issue price, attached share option and the m arket volatility are the m ain determ inants 
for the observed underpricing. The m arginal probability analysis also shows tha t m arket 
volatility and  to ta l ne t proceeds ratio have a significant im pact on the level o f underpricing. 
As far as the investors’ w ealth is concerned, the study shows th a t the short-run  m arket 
perform ance analysis should consider bo th  the first day re tu rn  including prim ary and 
secondary m arket and the post-day return . Study concludes tha t short-run  m arket 
perform ance is sensitive to the market, industry  and listing & issue year and determ inants to 
the model.
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1. INTRODUCTION

The evaluation of the short-run market 
performance of IPOs13 has been paid much 
attention in prior studies due to the wealth of 
initial investors in different countries. 
Underpricing14 of IPOs is widely accepted as a 
short-run market phenomenon which is also 
considered as a universal phenomenon. This

,s  A n IPO, r e f e r  a s  in it ia l  p u b l ic  o f fe r in g  w h ic h  is th e  firs t sa le  o f  a  
c o rp o ra tio n ’s e q u ity  s h a re s  to  in v es to rs  o n  a  p u b lic  s to c k  e x c h a n g e  a n d  it 
is k n o w n  as  u n s e a s o n e d  eq u ity .

14 D im ovsk i a n d  Brooks ( 2 0 0 4 )  s ta te d  th a t  th e  issu e  p r ic e  o f  a  n e w ly  lis ted  
c o m p a n y ’s  s h a re s  b e in g  b e lo w  th e  p r ic e  a t  th e  s h a re s  su b se q u e n tly  tra d e  
is k n o w n  as  u n d e rp r ic in g . T h e  u n d e rp r ic in g  is c o n s id e re d  as  t r a n s fe r r in g  
w e a lth  f ro m  iss u in g  f irm  to  in itia l IPO  investo rs .
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phenomenon was first documented in the finance 
literature by Stoll and Curley(1970), Logue(1973), 
Reilly(1973) and Ibbotson(1975). To test the 
underpricing phenomenon, most of the 
researchers used the first listing day average 
return which is defined as the closing price 
performance which covers the period from issuing 
date to ending of the first trading day15 [Ritter 
(1987), Finn and Higham (1988), Ibbotson, Sindelar 
and Ritter (1994), Lee, Taylor & Walter(1996), Chan, 
Wang and Wei (2004), Omran (2005), Dimovski and 
Brooks(2005), Loughran and Schultz (2006), Chang 
et al.(2008) and Moshirian, Ng & Wu (2010),].

15 T h e  p o sitiv e  (n eg a tiv e ) a v e ra g e  r e tu r n  o f  th e  firs t l is tin g  d a y  is k n o w n  
as  th e  u n d e rp r ic in g  (o v erp ric in g ).
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H o w ev er, a n a ly s in g  th e  s h o r t - ru n  m a rk e t  
p e r fo rm a n c e  b a s e d  o n  th e  f i r s t-d a y  r e tu r n  m a y  n o t  
p ro v id e  su f f ic ie n t  in fo rm a t io n  to  in v e s to rs .  T h e  
r e a s o n s  a re  th a t  (1) th e  in v e s to r s  d o  n o t  k n o w  
m u c h  a b o u t  th e  n e w ly  l is te d  c o m p a n ie s , (2) th e  
m o tiv e  o f  sp e c u la tiv e  in v e s to r s  in  th e  v e ry  f i r s t  d a y  
to  e a rn  h ig h e r  p ro f i t ,  (3) th e  m a rk e t  n e e d s  to  h a v e  
a  re a s o n a b le  t im e  p e r io d  to  s e t t le  d o w n  in  th e  
s h o r t  ru n ,  (4) th is  c lo s in g  p r ic e  p e r fo rm a n c e  ( f irs t  
d a y  r e tu rn )  d o e s  n o t  p ro v id e  c le a r  a n  a n sw e r  w h o  
is  th e  b e n e f ic ia ry  o f  s h o r t - r u n  u n d e rp r ic in g , a n d  
(5) th e  p r ic e  v a r ia t io n  in  th e  b e g in n in g  a n d  c lo s in g  
o f  th e  f i r s t  t r a d in g  d ay .

In  o rd e r  to  o v e rc o m e  th e  r e a s o n s  (1), (2) a n d  
(3) w h ic h  a re  a s s o c ia te d  w ith  th e  f i r s t  d a y  re tu rn ,  
s o m e  r e s e a r c h e r s  s u g g e s te d  to  e x te n d  th e  
e v a lu a tio n  p e r io d  f ro m  th e  f i r s t  d a y  r e tu r n  to  th e  
p o s t- l is tin g  d a y  r e tu rn .  R i tte r  (1 991) a lso  
d o c u m e n te d  th a t  s h o r t - r u n  m a rk e t  p e r fo rm a n c e  
c a n  b e  e v a lu a te d  u s in g  a n  in itia l p e r io d  in c lu d in g  
b o th  f i r s t  d a y  a n d  p o s t-d a y  r e tu rn .  T h u s , th e y  
h a v e  u s e d  b o th  th e  f i r s t  d a y  r e tu r n  a n d  th e  p o s t ­
d a y  r e tu r n  to  m e a s u re  th e  s h o r t - r u n  m a rk e t  
p e r fo rm a n c e  [Sohail, R a h e m a n  a n d  D u rra n i(2 0 1 0 ); 
K e n o u rg io s , P a p a th a n a s io u s  a n d  M elas (2007); 
A k ta s , K a ra n  a n d  A y d o g an (2 0 0 3 ); F in n  a n d  H ig h a m  
(1988)]. T h e  p o s t-d a y  r e tu r n  is  c a lc u la te d  a s  th e  
c u m u la tiv e  a b n o rm a l  r e tu r n  (CAR) a n d  b u y -a n d -  
h o ld  r e tu r n  (BHR).To o v e rc o m e  th e  r e a s o n s  (4) a n d  
(5), o th e r  r e s e a r c h e r s  h a v e  a rg u e d  th a t  th e  s h o r t-  
r u n  m a rk e t  p e r fo rm a n c e  sh o u ld  b e  e v a lu a te d  u s in g  
o p e n in g  p r ic e  p e r fo rm a n c e  w h ic h  s p l i ts  th e  f ir s t  
d a y  r e tu r n  in to  tw o  p a r t s  s u c h  a s  th e  f i r s t  d a y  
p r im a ry  m a r k e t  r e tu r n  a n d  th e  se c o n d a ry  m a rk e t  
r e tu rn .  T h e  p r im a ry  m a rk e t  r e tu r n  c o v e rs  th e  
p e r io d  f ro m  th e  is s u in g  d a te  to  th e  b e g in n in g  o f  
th e  f i r s t  t r a d in g  d a te  a n d  th e  s e c o n d a ry  m a rk e t  
c o v e rs  f ro m  th e  b e g in n in g  to  e n d in g  o f  th e  f ir s t  
t r a d in g  d a te .  T h e re fo re , E d w a rd s  a n d  H an ley  
(2010), B ra d le t e t  a l. (2009), C h a n g  e t  a l. (2008), 
A g g arw a l a n d  C o n ro y  (2000), S c h u ltz  a n d  Z am an  
(1994) a n d  B arry  a n d  J e n n in g s  (1 9 9 3 ) h a v e  u s e d  
th e  o p e n in g  p r ic e  p e r fo rm a n c e  w h ic h  in c lu d e s  
p r im a ry  (o ffe r- to -o p e n )  a n d  s e c o n d a ry  (o p e n -to -  
c lo se) m a rk e t  re tu m s .H o w e v e r , a  re v ie w  o f  p a s t  
A u s tra l ia n  IK )  s tu d ie s  h a s  in d ic a te d  th e  
fo llo w in g s : (1) th e  s h o r t - ru n  m a rk e t  p e r fo rm a n c e  
h a s  n o t  b e e n  e v a lu a te d  u s in g  th e  o p e n in g  p r ic e  
p e r fo rm a n c e  s u c h  a s  th e  f i r s t  d a y  p r im a ry  m a rk e t  
r e tu r n  a n d  th e  s e c o n d a ry  m a rk e t  r e tu r n  a n d  (2) th e  
p o s t-d a y  r e tu r n  h a s  b e e n  g iv en  le s s  a t te n t io n  to  
e v a lu a te  th e  s h o r t - ru n  m a rk e t  p e r fo rm a n c e . T h is  
ty p e  o f  IPO s h o r t - r u n  m a rk e t  p e r fo rm a n c e  a n a ly s is  
c o u ld  p ro v id e  m o re  v a lu a b le  in fo rm a t io n  fo r  
in v e s to rs .

H av in g  in d e n t i f ie d  th e  im p o r ta n c e  o f  
a n a ly s in g  th e  s h o r t - r u n  u n d e rp r ic in g  ( sh o r t- ru n  
m a rk e t  p e r fo rm a n c e )  u s in g  th e  f i r s t  d a y  p r im a ry  
m a rk e t,  s e c o n d a ry  m a rk e t ,  to ta l  m a rk e t  a n d  p o s t ­
d a y  r e tu r n s ,  i t  i s  n e c e s s a ry  to  f in d  o u t  th e  r e s o n s  
fo r  u n d e rp r ic in g .  R itte r  (1 998) a n d  R itte r  a n d  
W elch  (2 0 0 2 ) s tu d ie s  p ro v id e d  a  l is t  o f  a sy m m e tr ic  
in fo rm a t io n  th e o r ie s  s u c h  a s  th e  w in n e r 's  c u rse , 
s ig n a llin g , u n c e r ta in ty ,  a g e n c y  c o s t  e tc . to  e x p la in  
th e  r e s o n s  (d e te rm in a n ts )  fo r  th e  s h o r t - ru n  
u n d e rp r ic in g .  T h e se  th e o r ie s  h a v e  b e e n  te s te d  b y  
m a n y  IPO r e s e a rc h e r s  d e v e lo p in g  m u ltip le  
re g re s s io n  m o d e ls  w ith  d if f e r e n t  d e te rm in a n ts .  
H ow ever, th e  m u lt ip le  r e g re s s io n  m o d e l id e n tif ie s
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o n ly  th e  d e te rm in a n ts  b u t  if  d o e s  d o  n o t  p ro v id e  
th e  a s s o c ia te d  m a rg in a l  p ro b a b il i t ie s  (r isk s)  o f  
d e te rm in a n ts  w h ic h  sh o w s  th e  c h a n g e s  in  
u n d e rp r ic in g .  T h e se  m a rg in a l  p ro b a b il i t ie s  a re  
m o re  im p o r ta n t  fo r  IPO in v e s to r s  d u e  to  th e  
c h a n g e  in  e c o n o m ic  a n d  f in a n c ia l  f a c to r s  w h ic h  
c a u s e  h ig h e r  u n c e r ta in i ty  in  th e  IPO 
m a rk e t.T h e re fo re , s o m e  r e s e a r c h e r s  h a v e  u se d  
b in a ry  r e g re s s io n  m o d e ls j to  e s t im a te s  th e  
a s s o c ia te d  p ro b a b il i ty  o f  o c c u r re n c e  c o m p a re d  to  
th e  m u lt ip le  r e g re s s io n  m o d e l,  p ro v id in g  m o re  
in fo rm a t io n  to  IPO in v e s to r s  f o r  th e i r  in v e s tm e n t 
d e c is io n s . T h e  m a rg in a l  p ro b a b il i ty  sh o w s  th e  
d ire c tio n a l  c h a n g e s  in  th e  s h o r t - ru n  m a rk e t  
p e r fo rm a n c e , w h ic h  is  used] to  f in d  o u t  w h ic h  is 
th e  m o s t  im p o r ta n t  d e te rm in a n ts  th a t  c a u s e s  th e  
c h a n g e s  in  u n d e rp r ic in g .  A  re v ie w  w a s  u n d e r ta k e n  
o n  p re v io u s  A u s tra l ia n  IPO s tu d ie s  sh o w s  th a t  th e  
d e te rm in a n ts  o f  s h o r t - r u n  u n d e rp r ic in g  h a v e  n o t  
b e e n  a n a ly se d  w ith  th e  a id  o f  a  c o m b in a tio n  o f  
b in a ry  re g re s s io n  a n d  m a rg in a l  p ro b a b il ty  a n a ly s is .

T h e re fo re , th is  r e s e a r c h  p a p e r  s e e k s  to  
e x a m in e  (1) w h e th e r  A u s tra l ia n  IPO s a re  
u n d e rp r ic e d  in  th e  s h o r t - n in  u s in g  th e  f i r s t  d a y  
p r im a ry  m a rk e t  r e tu rn ,  s e c o n d a ry  m a rk e t  re tu rn , 
to ta l  m a rk e t  r e tu r n  a n d  th e  p o s t-d a y  r e tu r n  a n d  (2) 
w h a t  a re  th e  r e a s o n s  fo r  s h o r t - r u n  u n d e rp r ic in g  
w ith  th e  a id  o f  lo g it  a n d  p ro b i t  b in a ry  re g re s s io n  
m o d e ls  a n d  a  m a rg in a l  p ro b a b il i ty  a n a ly s is . T h e  
p o s t-d a y  r e tu r n s  a re  c a lc u la te d  u p  to  9  t ra d in g  
d a y s  a f te r  th e  f i r s t  l is tin g  d ay . T h e  a v e ra g e  m a rk e t  
a d ju s te d  a b n o rm a l  r e tu r n  (AAR) is  u s e d  to  
m e a s u re  th e  s h o r t - ru n  p e r fo rm a n c e  in  th e  f i r s t  d a y  
p r im a ry  m a rk e t,  s e c o n d a ry  m a rk e t  a n d  to ta l  
m a rk e t  a n d  th e  a v e r a g e 1 c u m u la tiv e  a b n o rm a l 
r e tu r n  (CAR) u s e d  in  th e  p o s t- l is t in g  p e r io d .

T h e  r e m a in d e r  o f  th is ) a r tic le  is  o rg a n iz e d  a s  
fo llo w s. S e c tio n  2 re v ie w s th e  e v id e n c e  o n  
u n d e rp r ic in g .  S e c tio n  3 c o v e rs  th e  d a ta  a n d  
m e th o d o lo g y . S e c tio n  4  d is c u s s e s  th e  r e s u l t s  a n d  
a n a ly se s  a n d  s e c tio n  S c o n c lu d e s .

2. EVIDENCE ON SHORT-RUN UNDERPRICING

T h e  A u s tra l ia n  IPO m a rk e t  h a s  b e e n  w ide ly  
e x a m in e d  b y  m a n y  r e s e a r c h e r s  o v e r th e  p a s t  y e a rs . 
F in n  & H ig h a m  (1 9 8 8 ) r e p o r te d  t h a t  A u s tra l ia n  
in d u s t r ia l  a n d  c o m m e rc ia l  IPO s a re  u n d e rp r ic e d  b y  
29.2%. Lee e t  a l.(1996), H o w  e t  al. (1 995) a n d  
D im o v sk i e t  a l. (2 0 1 1 ) a ls o  r e p o r te d  th a t  th e  
in d u s tr ia l  s e c to r  IPO s a re  u n d e rp r ic e d  in  th e  sh o r t-  
r u n  m a rk e t  b y  11.86%! 19.74%  a n d  29.6%
re sp e c tiv e ly . H o w ev er, D im o v sk i a n d  B ro o k s  (2008) 
a n d  H ow  (2 0 0 0 ) d o c u m e n te d  th a t  m in in g  IPO s a re  
u n d e rp r ic e d  b y  13.3% , a n d  107.18%  a n d  
re sp e c tiv e ly . N g u y en  e t  al. (2 0 1 0 ) fo u n d  th a t  
r e s o u rc e  IPO s a re  u n d e r p r ic e d  b y  16.13%. 
D im o v sk i a n d  B ro o k s  (2 0 0 5 ) a n d  D im o v sk i a n d  
B ro o k s  (2 004) a ls o  fo u n d  ( th a t  A u s tra l ia n  m in in g  
a n d  e n e rg y  IPO s a n d  in d u s t r ia l  a n d  re s o u rc e  IPOs 
a re  u n d e rp r ic e d  b y  17.93%l a n d  25.6%  o n  th e  f ir s t  
d a y  r e tu r n  re sp e c tiv e ly . Silva R o sa  e t  a l. (2003) 
r e p o r te d  t h a t  v e n tu re  c a p ita l-b a c k e d  a n d  n o n ­
v e n tu re  c a p ita l-b a c k e d  IPO s tire  u n d e rp r ic e d  b y  
25.47%  w h e re a s  G o n g  a n d  S h e k h a r  (2 001) fo u n d  
p r iv a t iz e d  IPO s a re  u n d e ip r ic e d  b y  11.96%. B ird 
a n d  Y eu n g  (2 010) a n d  B ayley  e t  al. (2 0 0 6 ) a lso  
fo u n d  th a t  A u s tra l ia n  IP b s  a re  u n d e r p r ic e d  b y  
37.35%  a n d  26.72%  re sp e c tiv e ly .
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US IPO m a r k e t  h a s  b e e n  r e s e a r c h e d  
e x te n s iv e ly  b y  m a n y  r e s e a r c h e r s  o v e r  th e  l a s t  tw o  
d e c a d e s . J o h n s to n  a n d  M a d u ra  (2 0 0 2 ) h a v e  s tu d ie d  
th e  in te r n e t  a n d  n o n - in te rn e t  IPO s d u r in g  th e  
p e r io d  o f  1 9 9 6  to  2 0 0 0  a n d  th e  s tu d y  sh o w s  th a t  
th e  in i t ia l  r e tu r n s  a re  m o re  fa v o u ra b le  fo r  in te rn e t  
th a n  n o n - in te r n e t  f i rm  IPO s. F u r th e r ,  th e  s tu d y  
sh o w s  t h a t  th e  lev e l o f  u n d e rp r ic in g  o f  in te r n e t  
f i rm s  d o e s  n o t  b e c o m e  s ta t is t ic a l ly  s ig n if ic a n t  d u e  
to  th e  d e m is e  o f  th e  in te r n e t  s e c to r .  T h ey  
in v e s tig a te d  a  s a m p le  o f  3 6 6  IPO s a n d  th e  a v e ra g e  
in it ia l  r e tu r n  w a s  78 .5  p e r  c e n t .  T h e  US IPO m a rk e t  
w a s  a ls o  a n a ly s e d  b y  L o u g h ra n  & S c h u ltz  (2006) 
a n d  R itte r  & W elch (2 0 0 2 ) w h o  r e p o r te d  th a t  th e  
a v e ra g e  in it ia l  d a y  r e tu r n s  w e re  18.1 p e r  c e n t  a n d  
18.8  p e r  c e n t  re sp e c tiv e ly . F u r th e r ,  Ib b o tso n (1 9 7 5 ) , 
R itte r  (1987), a n d  Ib b o ts o n ,  S in d e la r  & R itte r  (1 994) 
r e p o r te d  t h a t  in i t ia l  d a y  r e tu r n s  a r e  b e tw e e n  11.4  
p e r  c e n t  a n d  4 7 .8  p e r  c e n t.

M o sh ir ia n , N g a n d  W u (2 0 1 0 ) e x a m in e d  th e  
p r ic e  p e r fo rm a n c e  o f  e m e rg in g  a n d  d e v e lo p e d  
A s ia n  m a r k e ts  a n d  fo u n d  th a t  C h in a , K orea, 
M alaysia , H o n g  K ong , J a p a n  a n d  S in g a p o re  a re  
u n d e r p r ic e d  o n  th e  f i r s t  d a y  r e tu r n s  b y  202.93% , 
70.3%, 61.81% , 21.43% , 34 .04%  a n d  33.10%  
re sp e c tiv e ly . T h e  s tu d y  o f  S oha il, R a h e m a n  a n d  
D u rra n i  (2 0 1 0 ) in d ic a te d  th a t  P a k is ta n  IPO s a re  
u n d e r p r ic e d  u n d e r  th e  g e n e ra l  s t a te  o f  e c o n o m y  b y  
42.17% , 40.99% , 37.35% , 38.17%  a n d  39.38%  o n  th e  
c lo se  o f  1st, 5lh, 10 th, 1 5 th & 2 0 th d a y s  re sp e c tiv e ly . 
C han , W an g  a n d  W ei (2 0 0 4 ) a lso  a n a ly s e d  th e  
C h in e se  IPO m a r k e t  a n d  fo u n d  th a t  th e  a v e ra g e  
lev e l o f  u n d e r p r ic in g  in  A -s h a re s  a n d  B -sh a res  a re  
178% a n d  11.6%  re sp e c tiv e ly . F u r th e r ,  B an erjee , 
H a n se n  a n d  H rn jic  (2 0 0 9 ) fo u n d  th a t  o n  a v e ra g e  
in v e s to r s  o f  S in g a p o re a n  IPO s o u t-p e r fo rm  
(u n d e rp r ic in g )  in  th e  s h o r t - ru n .

T h e  e v id e n c e  f ro m  th e  in te r n a t io n a l  l i te r a tu r e  
o n  u n d e rp r ic in g  s h o w s  th a t  th e  lev e l o f  
u n d e rp r ic in g  a n d  i t s  d e te r m in a n ts  c o u ld  v a ry  
a c c o rd in g  to  th e  s a m p le  p e r io d ,  s ta te  o f  th e  
e c o n o m y , n a tu r e  o f  th e  m a rk e t ,  in d u s t r y  e tc . 
T h e re fo re , th e r e  is  a  n e e d  to  m e a s u re  th e  lev e l o f  
u n d e rp r ic in g  a n d  f in d  o u t  i t s  d e te r m in a n ts  b y  
m a rk e t  in  th e  c u r r e n t  t im e  p e r io d  d u e  to  th e  
d if f e r e n t  s t a te  o f  e c o n o m ic  c o n d it io n .

3. DATA AND METHODOLOGY

3.1. Data and Sample Selection

In  o rd e r  to  a n a ly se  th e  s h o r t - r u n  m a rk e t  
p e r fo rm a n c e  o f  A u s tra l ia n  IPO s, a ll IPO d a ta  w a s  
c o lle c te d  f ro m  th e  C o n n e c t  4  d a ta b a s e  
(w w w .c o n n e c t4 .c o m .a u ) w h ic h  i s  m o re  sp e c ia lis e d  
f o r  IPO s. T h e  s tu d y  e x a m in e s  l is te d  f ix e d  p r ic e  
o ffe r in g  e q u ity 16 IPO s in  th e  A u s tra l ia n  s e c u r i t ie s  
e x c h a n g e  (ASX) f r o m  J a n u a ry  2 0 0 6  to  J a n u a ry  
2 0 1 1 . A  s a m p le  is  s e le c te d  b a s e d  o n  th e  r a n d o m  
sa m p lin g  m e th o d  b y  in d u s t r y  o r  s e c to r  a s  a  m a in  
c r ite r io n . T o  a n a ly se  IPO s b y  in d u s t ry ,  a ll th e  l is te d  
IPO s d u r in g  th i s  p e r io d  a re  s u b  d iv id e d  in to  se v e n  
s e c to r s  u s in g  th e  in d u s t r y  c r ite r io n . T h e  f in a n c ia l  
s e c to r  IPO s a n d  th e  p r o p e r ty  & e q u ity  t r u s t  o r  
c lo se -E n d  f u n d s  IPO s a re  e x c lu d e d  f ro m  th e  
s a m p le  fo llo w in g  th e  o th e r  r e s e a r c h e r s  (D im o v sk i

,b A n IPO  in  w h ic h  th e  p r ic e  is  se t a n d  q u o te d  in  th e  p ro sp e c tu s  a n d  
re m a in s  u n c h a n g e d  u n t il  c o m p le tio n  o f  th e  offer.

0
lA

VIRTU Sr

a n d  B ro o k s, 2 0 0 4  a n d  A h m a d -Z a lu k i, C a m p b e ll 
a n d  G o o d a c re , 2 0 0 7 )17. M e rg e rs , ta k e o v e rs  a n d  
r e s t r u c tu r in g  s c h e m e s  a re  a lso  e l im in a te d  f ro m  th e  
s a m p le  b e c a u s e  i t  u n d e s e rv e d ly  im p a c ts  o n  th e  IPO 
c o m p a n ie s ’ p e r fo rm a n c e .  D u e  to  th e  la rg e  n u m b e r  
o f  l is te d  IPO s in  th e  r e s o u rc e  s e c to r ,  th e  s e le c te d  
s a m p le  f ro m  th is  in d u s t r y  r e p r e s e n t s  o n ly  33% o f  
th e  to ta l  l i s te d  IPO s w h ile  o th e r  s e c to r s  r e p re s e n t  
100%. F inally , w e  s e le c te d  2 5 4  IPO f o r  th is  s tu d y  a s  
a  s a m p le  b a s e d  o n  th e  a v a ila b ility  o f  d a ta  w h ic h  
r e p re s e n t s  47%  o f  th e  to ta l  l i s te d  IPO s in  J a n u a ry  
2 0 0 6  to  J a n u a ry  2 0 1 1 .

T h e  ta b le  2 sh o w s  th e  n u m b e r  o f  s a m p le  
c o m p a n ie s , o f fe r  p ro c e e d s  ( is su e  p r ic e  p e r  s h a re  * 
n u m b e r  o f  i s s u e d  sh a re s )  a n d  m o n e y  le f t  o n  th e  
ta b le  ( th e  f i r s t  d a y  r e tu r n s  in  te r m s  o f  AUS $) 
w h ic h  a re  c la s s if ie d  b y  in d u s t ry ,  l i s te d  y e a r  a n d  
i s s u e d  y e a r . In  c o m p a r is o n  o f  n u m b e r  o f  IPO s w ith  
th e  o f fe r  p ro c e e d s  b y  in d u s t r ie s ,  th e  r e s o u rc e  
s e c to r  h a s  56% o f  th e  s a m p le  IPO c o m p a n ie s  b u t  it  
g iv es  o n ly  12% o f  th e  to ta l  s a m p le  o f fe r  p ro c e e d s . 
In d u s t r ia l  s e c to r  r e p re s e n t s  18% o f  th e  s a m p le  IPO 
c o m p a n ie s  a n d  i t  c o n tr ib u te s  65% o f  th e  to ta l  
s a m p le  p ro c e e d s  w h ic h  is  th e  h ig h e s t  o f fe r  
p ro c e e d s  u n d e r  th e  in d u s t r ie s .  T h e  in d u s t r ia l  
s e c to r  h a s  th e  h ig h e s t  v a lu e  f o r  m o n e y  le f t  o n  th e  
ta b le  c o m p a re d  to  a ll o th e r  s e c to r s  w h ic h  sh o w s  
t h a t  o n  a n  a v e ra g e  m a r k e t  p r ic e  o f  in d u s t r ia l  
s e c to r  is  h ig h e r  th a n  o th e r  s e c to r s .  T h e  u t i l i ty  
s e c to r  in d ic a te s  a  n e g a tiv e  v a lu e  f o r  th e  m o n e y  le f t  
o n  th e  ta b le  w h ic h  sh o w s  th e  w e a lth  o f  th e  
in v e s to r s  in  th is  s e c to r  d i lu te d  c o m p a re d  to  a ll 
o th e r  s e c to rs .  W h e n  e x a m in in g  th e  l is t in g  y e a rs , 
m o n e y  le f t  o n  th e  ta b le  h a s  th e  n e g a tiv e  v a lu e s  in  
2 0 1 0  a n d  2 0 1 1  d u e  to  h ig h e r  is s u e  p r ic e  c o m p a re  
to  th e  f i r s t  l is t in g  d a y  m a rk e t  p r ic e . I s s u e  y e a rs  
2 0 0 8  a n d  2 0 1 0  h a v e  th e  n e g a tiv e  v a lu e s  fo r  m o n e y  
le f t  o n  th e  ta b le  d u e  to  h ig h e r  is s u e  p r ic e s .

3.2. Methodology

H av in g  s e le c te d  th e  s a m p le  o f  IPO c o m p a n ie s  b y  
in d u s t r ie s ,  l is tin g  y e a r s  a n d  is s u e  y e a rs ,  t h e n  th e  
m a rk e t  p r ic e s  o f  s a m p le  c o m p a n ie s  w e re  se le c te d  
f ro m  th e  M o m in g s ta r  d a ta b a s e  
(w w w .m o rn in g s ta r .c o m .a u ) .T o  m e a s u re  th e  m a rk e t  
p e r fo rm a n c e  o f  IPO s, th is  s tu d y  s e le c te d  th e  f i r s t  
d a y  a d ju s te d 18 o p e n in g  a n d  c lo s in g  m a rk e t  p r ic e s , 
a n d  th e  p o s t- l is t in g  d a y  a d ju s te d  p r ic e s .

In  o rd e r  to  c a lc u la te  a b n o rm a l  r e tu r n s ,  th e  f i r s t  
l is tin g  d a y  p r im a ry , s e c o n d a ry  m a r k e t  a n d  to ta l  
m a rk e t  r a w  r e tu r n s  a re  c a lc u la te d  u s in g  th e  
fo llo w in g  e q u a t io n s .

W here ,
PR, = th e  f i r s t  l is tin g  d a y  p r im a ry  m a rk e t  ra w  

r e tu r n  fo r  s e c u r i ty  i m e a s u r e s  b e tw e e n  th e  is s u e  
p r ic e  a n d  b e g in n in g  o f  th e  f i r s t  l is tin g  d a y  p r ic e

17 T hese  r e s e a rc h e rs  m e n tio n e d  th a t  IPO s in  F inance . T ru s t, a n d  C lo se d -  
E nds Funds se c to r  a r e  n o t  c o m p a ra b le  w i th  n o n - f in a n c ia l  co m p a n ie s . 
T hese  c o m p a n ie s ’ a n n u a l  r e p o r ts  a re  n o rm a lly  p r e p a r e d  a c c o rd in g  to  th e  
d iffe re n t s ta tu to ry  re q u ire m e n ts .
18 A d ju sted  p r ic e s  a re  th o se  p r ic e s  a d ju s te d  fo r  a n y  d ilu tio n  fa c to rs  s u c h  
as  b o n u s  issues, r ig h ts  issues, o p tio n s  etc.
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Pit, = th e  b e g in n in g  p r ic e  o f  s e c u r i ty  i a t  th e  f i r s t  
l is tin g  d a te
Pio = th e  is s u e  (o ffe r) p r ic e  o f  s e c u r i ty  i a t  th e  

tim e  o f  is s u e

SR ,=
,C PjJ> (2)

T o d e te rm in e  w h e th e r  th e  a v e ra g e  ra w  a n d  
a b n o rm a l  r e tu r n s  a re  s ta t is t ic a l ly  s ig n if ic a n t, th is  
s tu d y  u s e s  th e  fo llo w in g  t - s ta t i s t ic s  [R itte r(1991), 
B row n a n d  W a rn e r (1985), O m ram (2 0 0 5 )].

t(A 4R ) =  AARt * (6)
at

W here ,
SR, = th e  f i r s t  l is tin g  d a y  se c o n d a ry  m a rk e t  ra w  

r e tu r n  fo r  s e c u r i ty  i m e a s u re s  b e tw e e n  th e  
b e g in n in g  p r ic e  a n d  th e  c lo s in g  o f  th e  f i r s t  l is tin g  
d a y
Pu  = th e  c lo s in g  p r ic e  o f  s e c u r i ty  i a t  th e  f i r s t  

l is tin g  d a y
P,j, = th e  b e g in n in g  p r ic e  o f  s e c u r i ty  / a t  th e  f i r s t  

l is tin g  d a te .

T R . =  p ‘-c ~  Pi-° = [(i + P R , )  x ( l  + s r , ) ]  -  l  (3)
*i,o

W here ,
TR, = th e  f i r s t  l is tin g  d a y  to ta l  m a rk e t  ra w  r e tu rn  

fo r  s e c u r i ty  i  m e a s u re s  b e tw e e n  th e  is s u e  p r ic e  
a n d  c lo s in g  o f  th e  f i r s t  l is tin g  d a y  p r ic e  
P(,c = th e  c lo s in g  p r ic e  o f  s e c u r i ty  i  a t  th e  f i r s t  

l is tin g  d a y
P,0 = th e  is s u e  (o ffer) p r ic e  o f  s e c u r i ty  i a t  th e  
t im e  o f  is su e
PR, = th e  f i r s t  l is tin g  d a y  p r im a ry  m a rk e t  ra w  

r e tu r n  f o r  s e c u r i ty  i
SR, = th e  f i r s t  l is tin g  d a y  s e c o n d a ry  m a rk e t  ra w  

r e tu r n  fo r  s e c u r i ty  i
F ro m  th e  a b o v e  ra w  r e tu r n s  (PR, , SR, a n d  

TR,h th e  m a rk e t- a d ju s te d  a b n o r m a l /  e x c e ss  
r e tu r n s  a re  c a lc u la te d  to  m e a s u re  th e  s h o r t - ru n  
m a rk e t  p e r fo rm a n c e  in  th e  p r im a ry , se c o n d a ry  a n d  
to ta l  m a rk e t .  T h e  a b n o rm a l/e x c e s s  r e tu r n  is  
c o n s id e re d  a s  a  s u p e r io r  p e r fo rm a n c e  m e a s u re  
re la tiv e  to  th e  ra w  r e tu r n  b e c a u s e  i t  a d ju s ts  m a rk e t  
r e tu r n  o f  e a c h  IPO. T h e  m a rk e t  r e tu r n  c a n  b e  
c a lc u la te d  b y  u s in g  ASX in d ic e s  s u c h  a s  ASX 200 , 
ASX 3 0 0  e tc . H o w ev er, th is  s tu d y  u s e d  All O rd in a ry  
In d e x  a s  a  m a rk e t  b e n c h m a rk  to  m e a s u re  th e  
a b n o rm a l/e x c e s s  m a r k e t  r e tu r n s  b e c a u s e  th is  p r ic e  
in d e x  c o v e rs  95  p e r  c e n t  o f  th e  l is te d  c o m p a n y  
p r ic e s  in  th e  ASX
(h ttp : / /e n .w ik ip e d ia .o rg /w ik i /A U _ O rd in a r ie s ). All 
O rd in a ry  In d e x  w e re  o b ta in e d  f ro m  th e  D a ta S tre a m  
d a ta b a s e .  T h e  fo llo w in g  e q u a t io n s  a re  u s e d  to  
c a lc u la te  th e  m a rk e t- a d ju s te d  a b n o rm a l  (AR) 
r e tu r n  a n d  th e  m a rk e t- a d ju s te d  a v e ra g e  a b n o rm a l 
r e tu r n  (AAR).

AR„ = Ru-Rm (4)

W here ,
ARU = th e  m a rk e t- a d ju s te d  a b n o rm a l  r a te  o f  

r e tu r n  fo r  c o m p a n y  (i) in  p e r io d  (t)
R„ = th e  r a te  o f  r e tu r n  fo r  c o m p a n y  (i) in  p e r io d  

(t) f ro m  PR,, SR,, a n d  TR,
Rmt = th e  r a te  o f  r e tu r n  o n  th e  b e n c h m a rk  

(m a rk e t)  d u r in g  th e  c o r re s p o n d in g  t im e  p e r io d  (t)
n

A A R ^ -Y  AR„ (5)i t f j  '
W here,
AAR, = th e  m a rk e t- a d ju s te d  a v e ra g e  a b n o rm a l 

r e tu rn ,  n  = th e  n u m b e r  o f  IPO c o m p a n ie s  in  p e r io d  
(t)

W here ,
AAR, = th e  m a r k e t- a d ju s te d  a v e ra g e  a b n o rm a l 

r e tu r n  fo r  d a y  t
a, = th e  c ro s s -s e c tio n a l  s t a n d a r d  d e v ia tio n  o f  th e  

r e tu r n  fo r  d a y  t.
F ro m  th e  a b o v e  m a rk e t- a d ju s te d  a v e ra g e  

a b n o rm a l  r e tu rn ,  th is  s tu d y  c a lc u la te s  th e  
c u m u la tiv e  m a rk e t- a d ju s te d  a v e ra g e  a b n o rm a l 
re tu m (C A R ) foU ow ing  th e  p a s t  s tu d ie s  
[R itte r(1 9 9 1 ) a n d  A k ta s , K a ran  a n d  
A y d o g an (2 0 0 3 )]. T h is  m e a s u re  is  u s e fu l  to  a n a ly s is  
th e  s h o r t - ru n  p e r fo rm a n c e  o f  IPO s a f te r  th e  lis tin g . 
T h e re fo re , th e  CAR is  c a lc u la te d  fo r  n in e  p o s t ­
l is tin g  d a y s  b y  u s in g  th e  fo llo w in g  e q u a t io n 19.

S

CARqs = Y JAARt (7)
t=q

W here,
CARqj = th e  m a rk e t- a d ju s te d  p o s t-d a y  lis tin g  

r e tu r n  (p e rfo rm a n c e )  f ro m  e v e n t  d a y  q  to  ev en t 
d a y  s

T h e  t - s ta t is t ic  fo r  th e  cn im ulative  m a rk e t-  
a d ju s te d  a v e ra g e  a b n o rm a l  r e tu r n  is  c o m p u te d  a s  
fo llo w s [A ktas, K a ra n  a n d  A y d o g a n  (2003)).

,  CAR,
, K m -7(CART. ">

W here ,
a(CAR), =  o(AR), * ( t +  l ) 1/z 
<t(AR), =  th e  v a r ia n c e  o f  m a rk e t-a d ju s te d  

a b n o rm a l r e tu r n  o v e r  t  d a y s
T h e  s h o r t - ru n  m a rk e t  p e r fo rm a n c e  m o d e ls  

a re  e s t im a te d  b y  u s in g  th e  b in a ry  a n d  m u ltip le  
r e g re s s io n  s ta t is t ic a l  m o d e ls .  T h e  b in a ry  m o d e ls  
a re  e s t im a te d  u s in g  lo g it  a n d  p ro b i t  r e g re s s io n  
m o d e ls  a n d  m u lt ip le  r e g re s s io n  m o d e ls  a re  
e s t im a te d  u s in g  th e  O rd in a ry  le a s t  sq u a re  (OLS) 
m e th o d .  T h e  d e p e n d e n t  v a r ia b le  in  th e  b in a ry  
m o d e ls  is  d e f in e d  a s  “ 1" a n d  “0 ”.The
u n d e rp r ic in g 20 is  c o n s id e re d  a s  “ 1” a n d  o v e rp ric in g  
a s  “0 ”. T h e  d e p e n d e n t  v a r ia b le  o f  th e  m u lt ip le  
r e g re s s io n  m o d e ls  is  ta k e n  a s  n a tu r a l  lo g  v a lu e  o f  
m a rk e t- a d ju s te d  a b n o rm a l  r e tu r n s  in  th e  s h o r t - ru n  
m a rk e t.  T h e  e x p la n a to ry  v a r ia b le s  in  a ll  th e s e  
m o d e ls  a re  g iv en  th e  in  ta b le  2. In  a d d it io n  to  
th e s e  e x p la n a to ry  v a r ia b le s ,  th e  in d u s t ry  r e p re s e n t  
d u m m y  v a r ia b le s  a re  a ls o  t e s te d  w ith  th e s e  m o d e ls  
w ith  a  v iew  to  c a p tu re  th e  in d u s t r y  e ffe c t. T he 
b in a ry  a n d  m u lt ip le  r e g re s s io n  m o d e ls  a re  
e s t im a te d  w ith  th e  E view s (v e rs io n  7) s ta t is t ic a l  
p a c k a g e . T h e  d e te rm in a n ts  o f  th e  s h o r t - ru n  
u n d e rp r ic in g  ( s h o r t - ru n  m a r k e t  p e r fo rm a n c e )  can  
b e  id e n t i f ie d  w ith  a id  o f  th e  b in a ry  a n d  m u ltip le  
r e g re s s io n  m o d e ls .

19 T he CAR is calculated a fter considering  th e  firs t l is tin g  d a y  totaJ m ark e t 
r e tu r n  (TR).
20 The U n d e rp r ic in g  (o v e rp r ic in g )  i s 1 d e fin e d  as  p ositive  (negative) 
m a rk e t-a d ju s te d  a b n o rm a l  r e tu r n s  in  th e  s h o r t - r u n  LPO m ark e t
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T a b le  2 : I s s u e ,  f i r m  a n d  m a r k e t  c h a r a c te r i s t i c s

Explanatory variables Variable in the  m odel Variable m easure Expected siqn Variable proxy  fo r  theory
I s s u e  C h a r a c t e r i s t i c s ......  J ' ' T* "
I P O  p e r i o d  ( t i m e  g i v e n  t o  i n v e s t ) IP O P P e r i o d  f r o m  o p e n i n g  t o  c l o s i n g  d a y s  o f  t h e  o f f e r  w h i c h  i s  m e a s u r e d  i n  

c a l e n d a r  d a v s N e g a t iv e R o c k  h y p o t h e s i s

O v e r s u b s c r i p t i o n  r a t i o O V E R N u m b e r  o f  d e m a n d  s h a r e s  o v e r  t h e  n u m b e r  o f  s h a r e s  o f f e r e d P o s it iv e S i g n a l l in g  h y p o t h e s i s / R o c k  h y p o t h e s i s
I s s u e  p r i c e In ( P R IC E ) O f f e r  p r i c e  o f  t h e  i s s u e N e g a t iv e S i g n a l l in g  h v p o t h e s i s / U n c e r t a i n t y  h y p o t h e s i s

O f f e r  s i z e In ( O S I Z E ) T h e  n u m b e r  o f  o f f e r e d  s h a r e s  x  i s s u e  p r i c e N e g a t iv e U n c e r t a i n t y  h y p o t h e s i s
L i s t i n g  d e l a y U S D T i m e  p e r i o d  b e t w e e n  t h e  p r o p o s e d  l i s t i n g  d a t e  a n d  t h e  a c t u a l  l i s t i n g  

d a t e  w h i c h  i s  m e a s u r e d  i n  b u s i n e s s  d a v s
P o s it iv e /
n e g a t i v e

U n c e r t a i n t y  h y p o t h e s i s / R o c k  h y p o t h e s i s

T o t a l  l i s t i n g  p e r i o d  ( t i m e  t o  l i s t i n g ) T O T P T i m e  p e r i o d  b e t w e e n  t h e  i s s u e d  d a t e  a n d  t h e  l i s t e d  d a t e  w h i c h  is  
m e a s u r e d  i n  b u s i n e s s  d a y s

N e g a t iv e R o c k  h y p o t h e s i s

I s s u e  c o s t  r a t i o
I C O R

T o t a l  I s s u e  c o s t  r e l a t i v e  t o  t h e  t o t a l  o f f e r  p r o c e e d s .  T h e  t o t a l  i s s u e  c o s t  
i n c l u d e s  A S I C  f e e ,  A S X  f e e ,  b r o k e r  c o m m i s s i o n ,  m a n a g e r  fe e ,  a n n u a l  

r e p o r t  f e e ,  l e g a l  c o s t ,  i n d u s t r y  r e p o r t  f e e .  p r i n t i n g  f e e .  o t h e r  c o s t
P o s it iv e U n c e r t a i n t y  h y p o t h e s i s

T o t a l  n e t  p r o c e e d s  r a t i o T N P R 1 m i n u s  i s s u e  c o s t  r a t i o N e g a t iv e U n c e r t a i n t y  h y p o t h e s i s
U n d e r w r i t e r  a v a i l a b i l i t y U W R A T h i s  i s  a  d u m m y  v a r i a b l e  w h i c h  d e f i n e s  1 f o r  “u n d e r w r i t t e n  I P O s ” a n d  

0  f o r  ' N o t  u n d e r w r i t t e n  I P O s  ” P o s it iv e S i g n a l l in g  h y p o t h e s i s

A t t a c h e d  s h a r e  o p t i o n  a v a i l a b i l i t y A T O A
S o m e  i s s u e d  I P O s  a r e  a t t a c h e d  w i t h  a  f r e e  s h a r e  o p t i o n  a n d  s o m e  a r e  

n o t .  T h i s  is  a  d u m m y  v a r i a b l e  w h i c h  d e f i n e s  1 f o r  “y e s ” a n d  0  f o r  'N o " N e g a t iv e A g e n c y - c o s t  h y p o t h e s i s

O v e r s u b s c r i p t i o n  o p t i o n  a v a i l a b i l i t y O V S O
S o m e  I P O s  a r e  a c c e p t e d  o v e r s u b s c r i p t i o n  a n d  s o m e  a r e  n o t .  T h i s  is  a  

d u m m y  v a r i a b l e  w h i c h  d e f i n e s  1 f o r  “ v e s ” a n d  0  f o r  ‘N o ”
P o s it iv e S i g n a l l in g  h y p o t h e s i s / R o c k  h y p o t h e s i s

R e c o v e r  o f  w o r k i n g  c a p i t a l
W IC P

S o m e  i s s u e d  I P O s  r e c o v e r  t h e i r  w o r k i n g  c a p i t a l  n e e d s  f r o m  t h e  i n i t i a l  
i s s u e d  c a p i t a l  a n d  s o m e  a r e  n o t .  T h i s  i s  a  d u m m y  v a r i a b l e  w h i c h  

d e f i n e s  1 f o r  “ Y e s "  a n d  0  f o r  ‘N o "
P o s it iv e U n c e r t a i n t y  h y p o t h e s i s

F i r m  C h a r a c t e r i s t i c s
B o o k  v a l u e  p e r  s h a r e (n  ( B O O K V ) T o t a l  e a u i t v  c a p i t a l  d i v i d e d  b y  t h e  n u m b e r  o f  e q u i t y  s h a r e s P o s it iv e S i g n a l l in g  h y p o t h e s i s

O r i g i n a l  o w n e r s h i p O W S H P e r c e n t a g e  o f  s h a r e s  r e t a i n e d  b y  o r i g i n a l  o w n e r s P o s it iv e /
n e g a t i v e

S i g n a l l in g / a g e n c y - c o s t  / o w n e r s h i p  d i s p e r s i o n  
h y p o t h e s i s

F i r m  A g e In ( 1 + F A G E ) N u m b e r  o f  y e a r s  b e t w e e n  t h e  y e a r  o f  c r e a t i o n  a n d  l i s t i n g N e g a t i v e U n c e r t a i n t y  h y p o t h e s i s
F i r m  s i z e In (F S IZ E ) T o t a l  a s s e t s  a t  t h e  e n d  o f  t h e  y e a r  p r e c e d i n g  t h e  I P O  o f  a n  i s s u i n g  f i r m N e g a t iv e U n c e r t a i n t y '  h y p o t h e s i s

M a r k e t  C h a r a c t e r i s t i c s
M a r k e t  v o l a t i l i t y M V S t a n d a r d  d e v i a t i o n  o f  d a i l y  m a r k e t  r e t u r n s  o v e r  t h e  t w o  m o n t h s  b e f o r e  

t h e  c l o s i n g  d a t e  o f  t h e  o f f e r
P o s i t i v e U n c e r t a i n t y ’ h y p o t h e s i s

A v e r a g e  m a r k e t  r e t u r n R E T U S q u a r e  v a l u e  o f  t h e  a v e r a g e  d a l l y  m a r k e t  r e t u r n s  o v e r  t h e  t w o  m o n t h s  
b e f o r e  t h e  c l o s i n g  d a t e  o f  t h e  o f f e r P o s it iv e U n c e r t a i n t y  h y p o t h e s i s

M a r k e t  s e n t i m e n t M S
C h a n g e s  i n  t h e  A l l  O r d i n a r y  I n d e x  ( A O X )  f r o m  t h e  d a t e  o f  t h e  i s s u e  t o  

t h e  A O X  t o  t h e  d a y  o f  t h e  l i s t i n g
P o s it iv e U n c e r t a i n t y / S i g n a l l i n g  h y p o t h e s i s

H o t  i s s u e  m a r k e t

H C

H o t  i s s u e  m a r k e t  i s  i d e n t i f i e d  a s  i s s u e  y e a r  u s i n g  I P O  v o l u m e  a n d  f i r s t  
d a y  r e t u r n  w h e r e  n u m b e r  o f  I P O s  a n d  a v e r a g e  f i r s t  d a y  r e t u r n s  ( i n  t h e  

s a m p l e )  a r e  g r e a t e r  t h a n  t h e  s a m p le ' s  a v e r a g e .  T h i s  i s  a  d u m m y  
v a r i a b l e  w h i c h  d e f i n e s  1 f o r  “h o t  i s s u e  m a r k e t ” a n d  0  f o r  “ o t h e r w i s e ”

P o s it iv e H o t  i s s u e  m a r k e t  h y p o t h e s i s
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T ab le 3. Num ber o f sam ple com panies, offer proceeds and m oney left on the table by ind ustry, listin g
year and issue year

Sample Classification
Number o f IPOs %

Offer
Proceeds1

(AU$000')
%

Money left on the 
table1 

(AlIS 000')
Bv Industry

Resources (Energy, Metals & Mining) 143 56% 1279743 12% 113727
Chemicals/Materials 4 2% 953400 9% 113042
Industrials 46 18% 6717995 65% 190481
Consumer Discretionary/Staples 31 12% 588975 6% 72296
Information Technology 20 8% 645582 6% 96831
Telecommunication 4 2% 22573 0% 2749
Utilities 6 2% 79750 \% -7020

Total 254 10288018 582106
By listing Year

2006 68 27% 2856066 28% 216233
2007 91 36% 1607983 16% 244248
2008 29 11% 361219 4% 166584
2009 17 7% 368500 4% 45445
2010 41 16% 5045650 49% -85511
2011 8 3% 48600 0% -4893

Total 254 10288018 582106
By Issue Year

2005 9 4% 53296 1% 19299
2006 69 27% 2887770 28% 191578
2007 96 38% 1666183 16% 421421
2008 19 7% 272019 3% -10911
2009 16 6% 332000 3% 52203
2010 45 18% 5076750 49% -91484

Total 254 10288018 582106
Note:
1. Issue price per share X Number of issued shares
2. Money left on the table indicates the first day returns in terms AU S earned by initial investors. This is 

calculated by: (Market price per share - Issue price per share) X Number of issued shares

M u ltip le  r e g r e s s io n  M o d e l

in[R, ] = o + P -JP O P , + ftOVER, + P j ln P R IC E i + f j J n O S I Z E ,  +  p s L IS D , + P J O T P ,  +  P 71 C 0 R , + P J N P R ,
+  p g U W R A i + P 10A T O A i +  P n O V S O t + p l2 W IC P i +  p 13ln B O O K V i + P ^ O W S H ,

6

+ /?15fn( 1 + F A G E f) + p i6 ln F S I Z E i +  + p „ M V ,, + P ie R E T U t + + P20H M i + ^  /?,D,
i= 1

+ *i

L o g is tic  M o d e l

In  [y -iy ]  = a  +  P 71 P 0 P , + (120 V E R , +  f ^ n P R I C E ,  +  p t ln O S IZ E t +  p s L IS D i + P J O T P ,  +  P 7IC O R , + P J N P R ,  

' + p 9U W R A i + f i 10A T O A , + P u O VSO , + P U W IC P , + P u ln B O O K V t + P ^ O W S H ,
6

+ P l5 l n ( l  + F A G E j) +  P 7 t ln F S I Z E i +  + P 17M V, + /?,„/? £7(7, + + P 20H M , + ^ P lDi

i=i

( 10)

P ro b i t  M o d e l

Pi =  a  + p J P O P i  + p jO V E R , + P d n P R I C E i + p ^ n O S I Z E ,  + P J I S D ; +  P J O T P ,  + P 7IC O R , + P J N P R ,
+  P ^ U W R A i +  P m A T O A , + P u O V SO i + P 12W IC P i + P n ln B O O K V , + P ^ O W S H ,

6
+ P 15l n ( l  +  F A G E f) + P ^ l n F S I Z E J  +  /?17MP, + /?18R£T(7, +  P 79M S t +  /?20HM, + £  p ,D i

i=i
+ £,•

Where, R, is  m arket-adjusted abnorm al
retu rn s (AR) or cum ulative abnorm al returns 
(CAR), ln[R ,] is the natural log value of the AR or 
CAR, P,  is  the prob ab ility  o f u nd erp ricing  (1) 
occurs in  the short-run m arket, 1 -  P, is the 
p ro b ab ility  o f u n d erp ricin g  does not occur or the 
overpricing (0) occurs in  the short-run
m arket, I n  [ ^ - ]  is  the natural log value of the odds

ratio s (in  other w ords the prob ab ility  of occurring) 
fo r the event o f u nd erp ricing  (1) occurrence, /PO P,

is  a period from  opening to clo sin g  days o f the 
offerin g  firm  i, OVER, is  the oversub scrip tion ratio 
o f firm  i, l n P R I C E t is  the natu ral log value o f the 
offer p rice o f firm  i, I n O S l Z E ,  is  the natural log 
value o f the offer size  of firm  i, L l S D t is  the period 
of listin g  delay o f firm  i, T O T P t is  the total time 
period fo r listin g  o f firm  i, I C O R i  is  the issu e cost 
ratio of firm  i, T N P R ,  is  the total net proceeds ratio 
of firm i, U W R A t  is  the und erw riter availab ility  of 
the o ffer in  firm i, A T O A t is  the attached share 
options available w ith the o ffer o f firm  i, O V SO ,  is

v i r t u s ,
Lh
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th e  o v e r s u b s c r ip t io n  o p t io n  o f  f i rm  i, W l C P t is  th e  
w o rk in g  c a p i ta l  r e c o v e ry  f ro m  th e  o f fe r  p ro c e e d s  
o f  f i rm  i, I n B O O K V ,  is  th e  n a tu r a l  lo g  v a lu e  o f  th e  
b o o k  v a lu e  p e r  s h a re  o f  th e  f i rm  i, O W S H ,  is  th e  
o r ig in a l o w n e rs h ip  o f  f irm  i, l n ( l  +  F A G E t)  is  th e  
n a tu r a l  lo g  v a lu e  o f  th e  a g e  o f  is s u in g  f i rm  i, 
I n F S I Z E , is  th e  n a tu r a l  lo g  v a lu e  o f  th e  s iz e  o f  
i s s u in g  f i rm  i, M V  is  th e  m a r k e t  v o la tili ty , R E T V  
i s  th e  a v e ra g e  m a rk e t  r e tu r n  b e fo re  th e  c lo s in g  
d a te  o f  th e  o ffe r ,  a n d  M S  is  th e  m a rk e t  s e n t im e n t,  
H M  is  th e  h o t  i s s u e  m a r k e t  d u m m y , D, = i n d u s t r y  
d u m m y  v a r ia b le s  s u c h  a s  D  = d u m m y  fo r  r e s o u rc e  
in d u s try ,  D 2= d u m m y  fo r  c h e m ic a l/m a te r ia l  
in d u s t r y  , D 3= d u m m y  fo r  in d u s t r ia l  s e c to r ,  D 4= 
d u m m y  f o r  c o n s u m e r  d i s c r e t io n a r y /s ta p le s  
in d u s try ,  D s=  d u m m y  fo r  in fo rm a t io n  te c h n o lo g y  
in d u s try ,  a n d  D f= d u m m y  fo r  u t i l i t ie s  in d u s try .  
T h e  te le c o m m u n ic a t io n  in d u s t r y  is  c a p tu r e d  in  th e  
in te r c e p t  te rm , p , is  th e  c o e f f ic ie n t  o f  th e  
e x p la n a to ry  v a r ia b le s  a n d  e, is  th e  e r ro r  te r m  o f  
th e  m o d e l21

T h e  m a rg in a l  p ro b a b il i ty  a n a ly s is  is  b a s e d  o n  
th e  lo g is tic  b in a ry  re g re s s io n  m o d e l  a n d  it  
m e a s u re s  th e  lik e lih o o d  o f  c h a n g in g  in  p ro b a b il i ty  
(Ap) a s s o c ia te d  w ith  th e  u n d e rp r ic in g  ( s h o r t - ru n  
m a rk e t  p e r fo rm a n c e )  d u e  to  a  c h a n g e  in  th e  
e x p la n a to ry  v a r ia b le s .  T h e  m a rg in a l  p ro b a b il i t ie s  
a re  v e ry  im p o r ta n t  fo r  IPO in v e s to r s  fo r  th e ir  
in v e s tm e n t  d e c is io n s . T h e re fo re , th e  m a rg in a l  
p ro b a b il i ty  (A p) h a s  b e e n  e s t im a te d  b y  u s in g  th e  
fo llo w in g  p r o b a b il i ty  e q u a t io n s .

e«+Z?siPiXi 
P -  -  

1 +  e°t+E"=i

( 12)

Ap = p ip , a - P i ) ( 13)

W h ere , P ( = th e  p ro b a b il i ty  o f  u n d e rp r ic in g  
(1) o c c u rs  in  th e  s h o r t - r u n  m a rk e t ,  Ap = m a rg in a l  
p ro b a b il i ty ,  p t = C o e ff ic ie n t o f  e a c h  e x p la n a to ry  
v a r ia b le s ,  X ,  = th e  a v e ra g e  v a lu e  o f  e a c h  
e x p la n a to ry  v a r ia b le s .

5. RESULTS AND DISCUSSION

T h is  s e c tio n  p ro v id e s  th e  s ta t i s t ic a l  a n a ly s is  a n d  
th e  r e s u l t s  w h ic h  a re  d e r iv e d  f ro m  th e  
m e th o d o lo g y  th a t  a re  d is c u s s e d  in  s e c tio n  4 .2 . T h e  
d is c u s s io n  o n  e m p ir ic a l  f in d in g s  o f  th e  s h o r t - ru n  
m a rk e t  p e r fo rm a n c e  o n  th e  f i r s t  l is t in g  d a y  r e tu r n s  
a n d  th e  p o s t-d a y  l is t in g  r e tu r n s  a re  p r e s e n te d  in  
s e c tio n s  5 .1 . T h e  e s t im a te d  m o d e ls  b a s e d  o n  th e  
s h o r t - ru n  m a rk e t  r e tu r n s  a re  d is c u s s e d  in  s e c tio n
5.2 . T h e  d i s c u s s io n  o n  th e  m a rg in a l  a n a ly s is  is  
sh o w n  in  s e c tio n  5.3 .

5.1. The short-run market performance

T h e  s h o r t - r u n  m a rk e t  p e r fo rm a n c e  w a s  e v a lu a te d  
b y  u s in g  th e  f i r s t  t r a d in g  d a y  m a rk e t- a d ju s te d  
a b n o rm a l  r e tu r n s  a n d  th e  p o s t -d a y  c u m u la tiv e  
a b n o rm a l  r e tu r n s .  T h e  f in d in g s  o f  th e  f i r s t  t r a d in g

21 T h e  lo g it a n d  p ro b it  re g re s s io n  m o d e ls  a r e  d i f fe r  d u e  to  th e  e r r o r  te rm  
o f  e a c h  o f  th e  m odels. T h e  c u m u la tiv e  d is t r ib u t io n  o f  th e  e r r o r  te rm  cu n  
b e  se en  in  a  lo g it m o d e l a n d  th e  n o rm a l  d is t r ib u t io n  c a n  b e  se e n  in  a  
p ro b it  m o d e l (K u le n d ra n  a n d  W o n g , 2 0 0 1 , p . 4 2 3 ) . F u rth e r , th ey  
m e n tio n e d  th a t  th e  re su lts  o f  th e s e  b in a r y  m o d e ls  w ill n o t v a ry  u n le s s  th e  
sa m p le  size  is  la rg e .

0
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d a y  m a rk e t- a d ju s te d  a b n o rm a l  r e tu r n s  a re  
d is c u s s e d  u n d e r  th e  f i r s t  d a y  p r im a ry  m a rk e t ,  th e  
s e c o n d a ry  m a rk e t  a n d  th e  to ta l  m a rk e t.  
F u r th e rm o re , th e  d is c u s s io n  is  c o n tin u e d  b y  
in d u s t r ie s ,  l is tin g  y e a r s  a n d  i s s u e  y e a r s  u n d e r  th e  
p r im a ry ,  s e c o n d a ry  a n d  to ta l  m a rk e t .  T h e  f i r s t  
t r a d in g  d a y  r e tu r n s  a n d  p o s t-d a y  r e tu r n s  a r e  g iv en  
in  ta b le  4  a n d  5 re sp e c tiv e ly .

5.2. The first trading day returns of IPOs

T ab le  4  sh o w s  th a t  s a m p le  c o m p a n ie s  a re  
u n d e r p r ic e d  in  th e  p r im a ry  m a rk e t  b y  25.4796 
b a s e d  o n  th e  m a r k e t- a d ju s te d  a b n o rm a l  r e tu r n  
w h ic h  i s  s ta t i s t ic a l ly  s ig n if ic a n t  a t  196 lev e l. In  
c o m p a r is o n  w ith  th e  p r im a ry  m a r k e t  r e tu r n s ,  th e  
A u s tra l ia n  IPO s a re  o v e rp r ic e d  in  th e  s e c o n d a ry  
m a rk e t  b y  1.55% w h ic h  is  s ta t is t ic a l ly  s ig n if ic a n t  a t  
5% leve l. T h e  f i r s t  d a y  to ta l  r e tu r n  in d ic a te s  t h a t  a ll 
s a m p le  A u s tra l ia n  IPO s a re  u n d e r p r ic e d  a t  23.14%  
o n  th e  m a r k e t  a d ju s te d  a b n o rm a l  r e tu r n  w h ic h  is  
s ta t is t ic a l ly  s ig n if ic a n t  a t  5% leve l.

I f  w e  e x a m in e  IPO s b y  in d u s t r ie s ,  in  th e  
p r im a ry  m a rk e t ,  th e  h ig h e s t  lev e l o f  u n d e rp r ic in g  
c a n  b e  s e e n  in  in d u s t r ia l  s e c to r  IPO s w h ic h  is 
68 .03%  b a s e d  o n  a b n o rm a l  r e tu r n s .  H o w ev er, th is  
u n d e rp r ic in g  lev e l is  n o t  s ta t i s t ic a l ly  s ig n if ic a n t.  
T h e  r e s o u rc e s  s e c to r  IPO s a re  g e n e ra lly
u n d e rp r ic e d  b y  16.64%  w h ic h  is  s ta t is t ic a l ly  
s ig n if ic a n t  a t  1% leve l. T h e  lev e l o f  u n d e rp r ic in g  
(23.88%  o n  a b n o rm a l  r e tu rn s )  in  th e  
te le c o m m u n ic a t io n  s e c to r  i s  a ls o  s ta t is t ic a l ly  
s ig n if ic a n t  a t  10% lev e l. T h e  in fo rm a t io n  
te c h n o lo g y  s e c to r  IPO s a re  a ls o  u n d e r p r ic e d  o n  
a b n o rm a l  r e tu r n s  b y  14.14% .In c o n t r a s t  w i th  IPOs 
in  o th e r  s e c to rs ,  th e  c h e m ic a l a n d  m a te r ia l  s e c to r  
IPO s a re  o v e rp r ic e d  b y  10.91%  b a s e d  o n  a b n o rm a l  
r e tu r n s .  I t is  in te r e s t in g  to  se e  t h a t  th is  s e c to r  IPOs 
e a rn e d  n e g a tiv e  r e tu r n s  in  th e  v e ry  f i r s t  d a y  
p r im a ry  m a rk e t .  H o w ev er, th is  n e g a tiv e  r e tu r n  is  
n o t  s ta t is t ic a l ly  s ig n if ic a n t.  A c c o rd in g  to  th e  
c lo s in g  p r ic e  s e c o n d a ry  m a rk e t ,  th e  h ig h e s t  
a v e ra g e  o v e rp ric in g  lev e l o n  a b n o rm a l  r e tu r n s  c a n  
b e  s e e n  in  th e  u t i l i ty  s e c to r  (7.54%) a n d  th e  lo w e s t 
is  in  th e  r e s o u rc e s  in d u s t r y  (0.70% ).The a v e ra g e  
o v e rp r ic in g  le v e ls  in  th e  c h e m ic a l & m a te r ia l  s e c to r  
is  6.35% . T h e  o v e rp r ic in g  lev e l (4.66%  o n  a b n o rm a l 
r e tu rn s )  in  th e  in fo rm a t io n  te c h n o lo g y  in d u s t r y  is  
n o t  s ta t is t ic a l ly  s ig n if ic a n t.  In  th e  s e c o n d a ry  
m a rk e t ,  u n d e rp r ic in g  h a s  n o t  b e e n  fo u n d  in  a n y  
s e c to rs .  T o ta l  m a r k e t  r e tu r n  a n a ly s is  s h o w s  th a t  
th e  h ig h e s t  lev e l o f  u n d e rp r ic in g  c a n  b e  s e e n  in  th e  
in d u s t r ia l  s e c to r  IPO s w h ic h  is  65 .31%  b a s e d  o n  
a b n o rm a l  r e tu r n s .  H o w ev er, th is  u n d e rp r ic in g  lev e l 
is  n o t  s ta t is t ic a l ly  s ig n if ic a n t.  T h e  r e s o u rc e s  s e c to r  
IPO s a re  g e n e ra lly  u n d e r p r ic e d  b y  15.69%  w h ic h  is  
s ta t is t ic a l ly  s ig n if ic a n t  a t  1% leve l. T h e  le v e ls  o f  
u n d e rp r ic in g  (16.77%  b a s e d  o n  th e  a b n o rm a l  
r e tu rn )  in  th e  te le c o m m u n ic a t io n  s e c to r  is  a lso  
s ta t is t ic a l ly  s ig n if ic a n t  a t  10% leve l. T h e  c h e m ic a l 
a n d  m a te r ia l  s e c to r  IPO s a re  o v e rp r ic e d  b y  15.94%  
b a s e d  o n  th e  a b n o rm a l  r e tu r n  c o m p a re d  to  th e  
o th e r  s e c to r s  b e c a u s e  i t  g iv es  a  n e g a tiv e  r e tu r n  fo r  
th e i r  in v e s to rs .

T h e  l is tin g  y e a r  a n a ly s is  sh o w s  th a t  th e  
h ig h e s t  lev e l o f  u n d e rp r ic in g  ta k e s  p la c e  in  th e  
p r im a ry  m a rk e t  in  y e a r  2 0 0 8  b a s e d  o n  a b n o rm a l 
r e tu r n s  b y  106.37% . T h is  lev e l o f  r e tu r n s  is  n o t  
s ta t is t ic a l ly  s ig n if ic a n t.  In  l is t in g  y e a r s  2 0 0 6 , 2 0 0 7
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a n d  2 0 1 0 , l is te d  IPO s a re  u n d e rp r ic e d  o n  a b n o rm a l 
r e tu r n s  b y  17.62%, 16.38%  a n d  14.02%  re sp e c tiv e ly  
a n d  th e s e  a r e  a lso  s ta t is t ic a l ly  s ig n if ic a n t  a t  1% 
level. T h e  IPO s in  l is tin g  y e a r  2 0 0 9  a re  u n d e rp r ic e d  
b y  9.1% w h ic h  is  n o t  s ta t is t ic a l ly  s ig n if ic a n t. T h e  
A u s tra l ia n  IPO s a re  o v e rp r ic e d  in  20 1 1  b y  4.12%  o n  
a b n o rm a l r e tu r n s .  T h e  s ta t is t ic a l  s ig n if ic a n c e  
c a n n o t  b e  s e e n  in  th is  o v e rp r ic in g  level. T h e  l is tin g  
y e a r  c la s s if ic a tio n  o f  th e  s e c o n d a ry  m a rk e t  sh o w s  
th a t  IPO s a re  n o t  u n d e rp r ic e d  b a s e d  o n  a b n o rm a l 
r e tu r n s  in  l is tin g  y e a r  2 0 0 8  w h ic h  is  n o t  
s ta tis t ic a l ly  s ig n if ic a n t. S ta tis tic a lly  s ig n if ic a n t 
o v e rp ric in g  lev e ls  c a n  b e  fo u n d  in  2 0 0 7  a n d  2 0 1 0  
o n ly . L is te d  IPO s in  2 0 0 7  a n d  2 0 1 0  a re  o v e rp r ic e d  
b y  1.90% a n d  2.99% re sp e c tiv e ly . T h e se  r a te s  o f  
o v e rp ric in g  a re  s ta t is t ic a l ly  s ig n if ic a n t  a t  10% a n d  
5% lev e ls . In  th e  to ta l  m a rk e t,  th e  h ig h e s t  
u n d e rp r ic in g  lev e l in  2 0 0 8  is  101.26%  o n  a b n o rm a l 
r e tu r n .  B ut th is  u n d e rp r ic in g  lev e l is  n o t  
s ta tis t ic a l ly  s ig n if ic a n t.  O n ly  in  l is tin g  y e a r  2 0 1 1 , 
th e  o v e rp ric in g  is  r e p o r te d  a s  6.65%  w h ic h  
in d ic a te s  t h a t  n e g a tiv e  r e tu r n s  a re  g iv en  to  
in v e s to r s  in  th is  l is tin g  y e a r . IPO s a re  u n d e rp r ic e d  
b y  16.85%, 13.83%  a n d  10.60%  in  2 0 0 6 , 2 0 0 7  a n d  
2 0 1 0  re sp e c tiv e ly . T h e s e  le v e ls  a re  a ls o  s ta tis t ic a lly  
s ig n if ic a n t  a t  1% a n d  5% leve ls.

W hen  w e  e x a m in e  IPOs in  th e  p r im a ry  m a rk e t  
b y  th e  i s s u e  y e a r , th e  h ig h e s t  u n d e rp r ic in g  level 
c a n  b e  s e e n  in  2 0 0 5  b a s e d  o n  a b n o rm a l  b o th  
r e tu r n  w h ic h  is  n o t  s ta t is t ic a l ly  s ig n if ic a n t, w h ile  
th e  lo w e s t  in  2 0 0 6  w h ic h  is  s ta tis t ic a l ly  s ig n if ic a n t 
a t  5%. T h e  i s s u e d  IPO s in  2 0 1 0  a re  u n d e rp r ic e d  b y  
11.15%  w h ic h  i s  a ls o  s ta t is t ic a l ly  s ig n if ic a n t  a t  1% 
level. In  i s s u e d  y e a rs  2 0 0 7  a n d  2 0 0 9 , th e  IPO s a re  
u n d e rp r ic e d  b y  46.73%  a n d  12.57%  re sp e c tiv e ly

w h ic h  a re  s ig n if ic a n t  a t  10% a n d  5% lev e ls . In  th e  
A u s tra l ia n  IPO m a rk e t ,  th e  o y e rp r ic in g  h a s  n o t  
b e e n  fo u n d  in  a n y  i s s u e d  y e a r s  b e c a u s e  th e  
n e g a tiv e  r e tu r n s  h a v e  n o t  r e p o r te d  in  th e se  
p e r io d s .  O n ly  s ta t is t ic a l ly  s ig n if ic a n t  o v e rp ric in g  
c a n  b e  fo u n d  in  th e  s e c o n d a ry  m a rk e t  in  is s u e d  
y e a r  2 0 0 7  a n d  2 0 1 0 . In 2 0 0 7  a n d  2 0 1 0 , i s s u e d  IPOs 
a re  o v e rp r ic e d  b y  2.09%  a n d  2.58%  re sp e c tiv e ly  a n d  
th e s e  a re  s ig n if ic a n t  a t  5% leve l. T h e  IPO s i s s u e d  in  
all y e a rs  a re  o v e rp r ic e d  in  th e  se c o n d a ry  m a rk e t  
e x c e p t in  2 0 0 8 . T h e  f i r s t  d a y  to ta l  m a rk e t  r e tu r n s  
a n a ly s is  sh o w s  th a t  th e  h ig h e s t  lev e l o f  
u n d e rp r ic in g  c a n  b e  s e e n  in  th e  i s s u e  y e a r  2005  
w h ic h  is  56.06%. H o w ev er, th is  u n d e rp r ic in g  level 
is  n o t  s ta t is t ic a l ly  s ig n if ic a n t;  T h e  s ta tis t ic a lly  
s ig n if ic a n t u n d e rp r ic in g  le v e ls  c a n  b e  fo u n d  on ly  
in  is s u e  y e a r s  2 0 0 6 , 2 0 0 7  a n d  |2010. In  2 0 1 0 , th e  
i s s u e d  IPO s a re  u n d e rp r ic e d  b y  8.34%  w h ic h  is 
s ta t is t ic a l ly  s ig n if ic a n t a t  1% level. I s s u e d  IPO s in  
2 0 0 6  a n d  2 0 0 7  a re  u n d e rp r ic e d  b y  42.58%  a n d  
7.37% re sp e c tiv e ly . T h e s e  u n d e rp r ic in g  lev e ls  a re  
s ta t is t ic a l ly  s ig n if ic a n t  a t  10% leve l. In  c o m p a r is o n  
w ith  th e  in d u s t r y  a n d  l is tin g  y e a r  a n a ly s is , th e  
o v e rp ric in g  h a s  n o t  b e e n  fo u n d  u n d e r  th e  is su e  
y e a r  a n a ly s is .

5.3. The post-day returns of IPOs

T h is  s e c tio n  a n a ly se s  th e  p o s t-d a y  r e tu r n s  b y  
c a lc u la tin g  th e  c u m u la tiv e  a b n o rm a l  r e tu r n  (CAR) 
fo r  n in e  p o s t  l is tin g  d a y s . T hel c a lc u la te d  av e ra g e  
c u m u la tiv e  a b n o rm a l  r e tu r n s  ofi a ll s a m p le  IPO s fo r  
th e  n in e  p o s t  l is tin g  d a y s  a re  sh o w n  in  f ig u re  1.

T a b le  4 . F irs t  T ra d in g  D ay  R e tu rn s : P rim ary , S e c o n d a ry  a n d  to ta l  M a rk e ts

S a m p le  C l a s s i f i c a t i o n
N

P r i m a r y  M a r k e t S e c o n d a r y  M a r k e t i T o t a l  M a r k e t
A A R  ( X ) t -s t a t A A R  ( X ) t -s t a t A A R  ( X ) t -s ta t

A l l  s a m p le  c o m p a n ie s 25 4 2 5 .4 7 2.58*** -1.55 -2.29** 1 23 .1 4
i

2.40**

B v  I n d u s t r i e s
R e s o u r c e s 143 16 .6 4 4.26*** -0.71 -0 .7 6 l 15 .6 9 3.93***
C h e m ic a ls / M a t e r ia ls 4 -10.91 -0.64 -6 3 5 -2 .0 8 -1 5 .9 4 -0 .9 6
I n d u s t r ia ls 46 68 .0 3 1.31 -1.15 -0.84 65.31 1.28

C o n s u m e r  D is c r e t io n a r v / S t a p le s 31 18 .2 9 1.40 -1.89 -0 .9 7 13.71 1.42
I n f o r m a t i o n  T e c h n o l o g y 20 14.14 1.12 -4.66 -1 .6 9 9 .8 0 0.73
T  e l e c o m m u n i c a t io n 4 2 3 .8 8 2.38* -4.56 -0.64 16 .7 7 2.83*
U t i l i t ie s 6 10 .0 9 0.71 -7.54 -2 .0 0 1.09 0 .0 8

B v  l i s t i n g  y e a r
2 0 0 6 68 17.62 2.58*** -0.60 -0.45 16.85 2.47**
2 0 0 7 91 16.38 3.79*** -1 .9 0 -1.83* 13.83 3 .1 5 ’ **
20 08 29 1 0 6.37 1.27 0 .0 9 0 .0 4 101.26 1.25
20 09 17 9 .1 0 1.35 -2.05 -0 .5 0 9 .1 8 0.91
2 0 1 0 41 14.02 5.26*** -2.99 -2.06** 10 .6 0 3.58***
2011 8 -4.12 -0.48 -3.28 -1 .4 0 -6.65 -0.75

B v  I s s u e  y e a r
20 05 9 62 .4 5 1.43 -3.65 -0 .5 9 56 .0 6 1.34
2 0 0 6 69 7.82 2.13** -0.58 -0 .4 9 7.37 1.79*
2 0 0 7 96 4 6 .7 3 1.84* -2 .0 9 -2.05** 4 2 .5 8 1.72*
2 0 0 8 19 9.42 0 .9 0 0 .8 8 0.23 10 .9 0 0.93
2 0 0 9 16 12.57 2.23** -1.36 -0.45 12.20 1.45
2 0 1 0 45 11 .1 5 3.74*** -2.58 -1.99** 8 .3 4 2.64***

N= S a m p le  s iz e , AAR= A v e rag e  m a rk e t- a d ju s te d  a b n o rm a l r e tu r n
* s ta t is t ic a l ly  s ig n if ic a n t  a t  10% level, 
** s ta t is t ic a l ly  s ig n if ic a n t  a t  5% level, 
*** s ta t is t ic a l ly  s ig n if ic a n t  a t  1% lev e l
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Figure l.T h e  calculated average CARS for the nine post listing days from 2006 to 2011

2ndday3 rd day
4,hday 5 th day

6thday 7th day
8thday 9th day 10th day

The table 4 provides only the post-day listing 
returns for the 3”*, 6,h and 10,h days by all sample 
companies, industries, listing years and issue 
years. All sample IPO companies are underpriced 
based on CARs by 24.63%, 24.07% and 23.35% in 
the 3rd, 6th, and 10th days respectively. However, 
only day 6 is statistically significant at 10% level. 
The post-day listing returns of all IPOs are 
decreasing from the 3rd date to the 10,h day.

All IPOs in industries are underpriced except 
the chemical and material sector. Only IPOs in the 
industrial sector are statistically significant at 1% 
level in all three post listing days and underpriced 
by 68.94%, 67.84% and 66.30% in the 3"*, 6th, and 
10th days respectively. The chemical and material 
industry is overpriced in the 3rd, 6th and 10th days 
by 16.03%, 18.41% and 23.34% respectively. Only

the return in day 6 is statistically significant at 1% 
level.

The highest level of underpricing is found in 
the listing year 2008 which is statistically 
significant at 1% level. In 2008, the average levels 
of underpricing in the 3rd, 6lh and 10“* days are 
98.97%, 98.21% and 95.91% respectively. The listed 
IPOs in 2011 are overpriced only in the 3rd day and 
6,h day and underpriced in the 10th day. However, 
these overpricing levels are not statistically 
significant.

The issued IPOs from 2005 to 2010 are 
underpriced in the 3", 6th, and 10,h day but issued 
IPOs only in 2005 are statistically significant in all 
three days. In 2007, the underpricing levels are 
statistically significant only in the 3"1 and 6th day. 
The overpricing has not been found in these issue 
years

Table 5. Post-day Returns

Sample Classification
N

Da y 3 Day 6 Day 10
CAROS) t-stat CAR (96) t-stat CAR (%) t-stat

All sample companies 254 24.63 1.50 24.07 1.75* 23.35 0.74
( B tH te b ie s  ^ . i * t t*

Resources 143 17.52 0.99 17.23 1.14 17.00 0.42
Chemicals/Materials 4 -16.03 -1.19 -18.41 -9.32*** -23.34 -1.18
Industrials 46 68.94 5.47*** 67.84 6.54*** 66.30 5.94***

Consumer
Dlscretionarv/Stanles 31 11.14 0.58 9.56 0.69 7.34 0.49

Information Technoloev 20 9.98 1.39 9.83 0.79 10.13 0.90
Telecommunication 4 15.42 1.54 17.26 1.95 13.12 1.60
Utilities 6 6.34 0.26 6.82 0.87 10.01 0.62

Bv listlne vear •'.......  1 1 -. , .".Jr: •-> ” ’ *•* - ,v
2006 68 22.04 0.92 18.56 1.70* 19.21 1.03
2007 91 14.92 1.34 15.27 1.14 12.45 0.35
2008 29 98.97 4.68*** 98.21 4.39*** 95.91 3.78***
2009 17 7.57 0.74 9.41 0.72 10.40 0.89
2010 41 11.25 1.39 12.20 1.01 11.61 0.82
2011 8 -7.48 -0.95 -5.68 -0.72 6.99 0.07

By IssUe year '£-=.!>■ *#:!*■- Hf ••'V V:- ' »- wvi)::h : •• - • -
2005 9 63.82 2.34** 58.68 4.78*** 55.00 3.07***
2006 69 11.44 0.52 8.43 0.80 8.68 0.47
2007 96 42.96 2.84*** 43.27 2.66*** 41.00 1.15
2008 19 10.51 1.01 10.89 0.66 7.56 0.35
2009 16 11.85 1.27 13.06 1.00 12.53 1.26
2010 45 8.44 1.03 9.65 0.89 12.36 0.27

N= Sample size, CAR= Cumulative Average Abnormal Return 
* statistically significant at 10% level, ** statistically significant at 5% level, statistically significant at
1% level
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5.2. The estimated models for the short-run 
market performance

This section estimates binary and multiple 
regression statistical models with a view to 
identify the significant determinants of the short- 
run market performance. In section 5.1, the short- 
run IPO market performance is identified as the 
underpricing which measured using short-run 
abnormal returns. The estimated binary and 
multiple regression models for the primary, 
secondary, total and post-day listing market are 
presented in table 6 and 7 respectively. To 
eliminate multicollinearity issue, highly correlated 
variables are excluded from the estimated models. 
Only the statistically significant explanatory 
variables are reported in these estimated models 
which indicate only the issue and market 
characteristics as the short-run determinants. The 
firm characteristics are not statistically significant 
in these estimated models. Some of the industry 
represent dummies are also significant in the 
estimated regression models. LR and F statistics of 
the estimated models in table 6 and 7 are 
significant at 5% levels which indicate that models 
are valid. The calculated diagnostics test statistics 
such as Durbin-Watson (DW), Lagrange Multiplier 
(LM) and White Heteroscedastidty (WH) for the 
error terms in table 7 are statistically insignificant 
at 5% level which indicates the robustness of the 
multiple regression models. The significant 
determinants of the short-run underpricing in the 
estimated models are discussed under the issue 
and market characteristics as follows.

5.2.1. Issue characteristics

The statistically significant issue characteristics in 
the estimated binary and multiple regression 
models are listing delay (USD), IPO period (IPOP), 
total period (TOTP), total net proceeds ratio 
(TNPR), issue price (PRICE) and attached share 
option availability (ATOA). In table 6, the USD is a 
significant variable in the all binary estimated 
models except the secondary market model and 
also it is significant in  the primary market multiple 
regression model. The TOTP is only significant in 
the estimated all total market models in table 6 
and 7. The IPOP and TNPR are significant only in 
the all estimated binary market models except the 
total market. The PRICE and ATOA are only 
significant in the multiple regression secondary 
market and total market respectively. The 
relationship between the underpricing (short-run 
market performance) and these significant 
variables is examined using the estimated models 
below.

5.2.2. Underpricing (short-run m arket 
perform ance) and listing delay (USD)

The estimated regression models in table 6 and 7 
shows that USD is negatively and significantly 
associated with the level of underpricing which is 
statistically significant at 196 level for the all 
estimated binary models except the secondary 
market model and 596 level for the primary 
multiple regression model. The result shows lower 
USD IPOs are more underpriced compared to the 
higher USD IPOs. It may suggest that increasing 
USD will lead to decrease the demand of informed 
investors’ because informed investors think this

issue is not an attractive issue to invest and they 
withdrawing from the marked In other words, this 
may give an opportunity to uninformed investors 
to invest in this issue. This situation may lead to 
minimize the winner’s curse! problem and much 
underpricing is not necessary to attract 
uninformed investors. Therefore, According to the 
Rock’s hypothesis, we cannot expect a higher level 
of underpricing with longer 'delay in listing. The 
finding is consistent with the Australian prior 
studies in IPO performance [HOw, (2000) and Lee et 
al. (1996)). They found thatl listing delay is an 
important variable of the underpricing in 
Australian IPOs and can be usled to test the Rock's 
hypothesis. According to the uncertainty 
hypothesis, however, Chowdhry and Sherman 
(1996) found that the longer time period of listing 
indicates more uncertainty about the offer. Mok & 
Hui (1998), Su & Fleischer (1999), Megginson &Tian 
(2006) and Zouari et al. (2011) also found a 
positive association between the level of 
underpricing and USD.

5.2.3. Underpricing (short-run m arket 
performance) and IPO period (IPOP)

The primary market, total market and post-day 
market binary regression models in the table 6 
show that the IPOP coefficient |is negative and it is 
statistically significant at the level of 196 in the 
primary and total market and! 596 in the post-day 
market. This shows that if the'IPOP is increased it 
leads to decrease the level of underpricing. The 
finding argues that the level of 'underpricing can be 
reduced due to the uninformed investors (Rock, 
1986). If the IPOP is increased it may gives chance 
to uninformed investors to invest in this offer. 
Therefore, the future demand may decline due to 
the less number of uninformed investors in the 
market and relative high level of underpricing 
cannot be used to attract or compensate 
uninformed investors who suffer from the 
winner’s curse problem. Therei'ore, we can expect 
at a lower level of underpricing with longer IPO 
period according to the Rock's hypothesis.

5.2.4. Underpricing (short-run m arket 
performance) and total listing period (TOTP)

The estimated secondary market models in table 6 
and 7 show that there is an inverse relationship 
between underpricing and TOTP. This implies that 
IPOs with higher TOTP tend to have lower level of 
underpricing. Rock (1986) fountl that underpricing 
can be used to attract uninformed investors who 
exist due to the winner’s curse problem. This 
problem indicates that informed investors do not 
give a chance to uninformed investors to invest 
when the offer is attractive and they withdraw 
from the market when the offer jis unattractive. Lee 
et al. (1996) also found that quickly sold issues 
(longer issues) are more underpriced (less 
underpriced) due to the higher Gower) level of 
informed demand. How (2000) found that there is 
a statistically significant negative relationship 
between underpricing and time to listing. The 
finding is statistically significant at 196 level and 
consistent with the Rock’s hypothesis.
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5.2.5. Underpricing (short-run m arket 
perform ance) and total n e t proceeds ratio 
(TNPR)

The table 6 shows that there is an inverse 
association between underpricing and TNPR of the 
issuing company. This finding implies that higher 
the TNPR of an IPO firm, lower the level of 
underpricing based on the estimated binary 
models except secondary market model is. It could 
be argued that there is a lower risk for the IPOs 
with greater TNPR, which results in lower 
underpricing. If TNPR increases, the future 
investors feel this offer as lower risk investment 
for them. They cannot earn higher return on this 
investment because this is considered as a low risk 
investment. Therefore, the lower prices can be 
expected due to the lower risk. As a result of the 
lower prices, the higher levels of underpricing can 
be seen in the short-run IPO market. Dimovski and 
Brooks (2004) have also reported a negative 
association between retained capital and the level 
of underpricing. The retained capital is a similar 
variable to the TNPR which shows what percentage 
of equity capital retained by an IPO company after 
paying issue cost. Therefore, our result is 
consistence with the uncertainty hypothesis ant it 
is statistically significant at 1% level for the 
estimated total and post-day market models and 
5% level for the binary primary market.

5.2.6. Underpricing (short-run m arket 
perform ance) and issue price (PRICE)

In table 7, the multiple regression secondary 
market model shows that there is an inverse 
relation between the underpricing and the issue 
price (PRICE). The empirical evidence also shows 
an inverse relationship between the offer price and 
the level of underpricing. This relationship may 
exist due to higher uncertainty or higher demand 
for lower price of IPO's. Ibbotson, Sindelar & 
Ritter(1988) found that firms that offer with very 
low prices usually record a high level of 
underpricing. Fernando, Krishnamurthy & 
Spindt(1999) found a U-shaped association 
between these two variables and they pointed out 
that the offer price may also indicate the extant of 
underpricing but its level seems to have little 
economic significance. Certo et al.(2003) and Slama 
Zouari et al. (2011) suggest that higher offer prices 
indicate lower uncertainty regarding the future 
performance of the firm. Furthermore, Jain and 
Kini (1999) found that a low offer price is 
associated with lower short term performance. The 
past researchers argue that lower priced-offers are 
underpriced relative to the higher priced-offers 
due to the high risk and speculative trading. 
Therefore, the result is consistent with the 
uncertainty hypothesis and it is also statistically 
significant at 5% level.

5.2.7. Underpricing (short-run m arket 
perform ance) and attached share option 
a vailabiiity (ATOA)

The multiple regression total market model in 
table 7 indicates that there is a negative 
relationship between underpricing and ATOA. The 
result indicates that the attached free share option 
for subscribers increase agency cost and hence

reduces the level of underpricing. Grossman and 
Hart (1982) and Williams (1987) argue that high 
leverage reduces agency costs and increases firm 
value by encouraging managers to act more in the 
interests of equity holders. Once the attached free 
share option is exercised by the existing share 
holders, the leverage level goes down. Therefore, 
the agency cost goes up due to the low leverage. 
Finally, the firm value may decrease due to the low 
market price. If the market price goes down the 
level of underpricing also goes down. Therefore, 
the negative relationship can be seen between the 
level of underpricing and attached share option. 
This finding is supported by Dimovski and Brooks 
(2004) who found a negative relationship between 
underpricing and attached share option. How and 
Howe (2001) have investigated package initial 
public offerings (PIPOs)22 in order to test the 
agency-cost hypothesis but their findings have not 
confirmed this hypothesis. However, our finding 
confirms the agency cost hypothesis and it is 
statistically significant at 5%.

5.2.8. M arket characteristics

Only the market volatility (MV) and the market 
return (RETU) are statistically significant variables 
in the estimated binary and multiple regression 
models. The market volatility is a significant 
variable in the binary primary market in table 6 
and the multiple regression total and post-day 
market models in table 7. The market return is 
only significant in the multiple regression models 
such as secondary, total and post-day markets. The 
relationship between the level of underpricing and 
each of these significant variables is explained as 
follows.

5.2.9. Underpricing (short-run m arket 
perform ance) and m arket volatility (MV)

According to the estimated binary primary market 
model in table 6, the market volatility (MV <o) 
appears to be positively related to underpricing, 
indicating that the IPO firms with higher market 
volatility tend to have higher degree of 
underpricing in the primary market. In other 
words, lesser the market volatility of the firm, low 
riskier the firm, the lower the level of underpricing 
will be. This relationship is also consistence with 
the uncertainty hypothesis, which in turn  also 
supports the normal hypothesis of a risk-return 
relationship. This result is also statistically 
significant at 10% level. However, the unexpected 
sign has been found between underpricing and 
market volatility when models are estimated by the 
multiple regression. According to the estimated 
multiple regression models for total market and 
post-day market in table 7, the market volatility 
(MV ) appears to be negatively related to 
underpricing, indicating that the IPO firms with 
lower market volatility tend to have higher 
underpricing in the total and post-day markets. In 
other words, lesser the market volatility of the 
firm the higher the level of underpricing will be. 
This result is statistically significant at 5% level. 
The past researchers [How, Izan and Monroe 
(1995) and Omran (2005)] have found a similar 
relationship between underpricing and market

u  PIPO s a rc  k n o w n  as  IPOs w ith  c o m m o n  s to c k  a n d  w a r ra n ts .  In  
A ustra lia , s h a re  w a r r a n ts  a rc  c a lle d  s h a re  o p tio n s  (h o w  a n d  H ow e. 2 0 0 1).
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v o la tili ty  u n d e r  th e  m u lt ip le  r e g re s s io n  m o d e l. 
H ow ever, th e s e  r e s e a r c h e r s  a lso  m e n t io n e d  th e  
e x p e c te d  s ig n  o f  th is  r e la t io n s h ip  a s  p o s itiv e . We 
c a n  a rg u e  th a t  th e  p o s i t iv e  s ig n  o f  th is  re la t io n s h ip  
c a n  b e  fo u n d  w h e n  w e  a n a ly se  u s in g  th e  b in a ry  
r e g re s s io n  m o d e l b e c a u s e  th is  ty p e  o f  m o d e l 
in d ic a te s  th e  lik e lih o o d  o f  o c c u rre n c e . W h en  we 
a n a ly se  u s in g  m u lt ip le  r e g re s s io n  m o d e l i t  m a y  
g iv es a  n e g a tiv e  r e la t io n s h ip  b e tw e e n  th e s e  tw o  
v a r ia b le s  b e c a u se  i t  in d ic a te s  v a lu e s  o f  o c c u r re n c e  
u n d e r  re a l m a rk e t  b e h a v io u r . H ow ever, th is  r e s u l t  
is  n o t  c o n s is te n c e  w ith  th e  u n c e r ta in ty  h y p o th e s is .

5.2.10. Underpricing (short-run market 
performance) and market return (R E TU )

In  ta b le  7, th e  e s t im a te d  re g re s s io n  m o d e ls  fo r  th e  
to ta l  m a r k e t  a n d  th e  p o s t-d a y  m a rk e t  in d ic a te  a 
p o s itiv e  r e la t io n s h ip  b e tw e e n  u n d e rp r ic in g  a n d  
RETU r  T h is  sh o w s  t h a t  th e  h ig h e r  (low er) RETU ( 
te n d  to  h a v e  th e  h ig h e r  (low er) u n d e rp r ic in g .  T h e  
m a rk e t  r e tu r n  is  a  m a jo r  c o m p o n e n t  o f  a  f irm 's  
r e tu r n  w h ic h  c a n  b e  u s e d  to  e s t im a te  th e  re w a rd  
fo r  th e  m a r k e t  r is k  ( r isk  p re m iu m ). In  o th e r  w o rd s , 
th e  f i r s t  d a y  to ta l  r e tu r n  o f  th e  f irm  v a r ie s  
a c c o rd in g  to  th e  m a rk e t  r e tu rn .  T h is  r e s u l t  is  
c o n s is te n t  w ith  th e  u n c e r ta in ty  h y p o th e s is .  T h e

p o s it iv e  r e la t io n s h ip  b e tw e e n  th e s e  tw o  v a r ia b le s  
in  th e  to ta l  m a rk e t  is  s ta t is t ic a l ly  s ig n if ic a n t  a t  5% 
level a n d  th e  p o s t-d a y  m a rk e t  is  a t  10% level. In 
c o m p a r is o n  w ith  th is  f in d in g , th e  e s t im a te d  
m u lt ip le  re g re s s io n  s e c o n d a ry  m a rk e t  m o d e l 
in d ic a te s  a  n e g a tiv e  r e la t io n s h ip  b e tw e e n  
u n d e rp r ic in g  a n d  RETU  ̂ a n d  th is  re la t io n s h ip  is  
s ta t is t ic a l ly  s ig n if ic a n t  w ith  5% level. H ow ever, th is  
f in d in g  d o e s  n o t  c o n f irm  th e  u n c e r ta in ty  
h y p o th e s is .

5.2.11. The marginal probability analysis on the 
short-run market performance

T h is  s e c tio n  a n a ly se s  th e  m a rg in a l  p ro b a b il i ty  
a s s o c ia te d  w ith  th e  s ig n if ic a n t  v a r ia b le s  in  th e  
s h o r t - ru n  IPO m a rk e t  in  A u s tra l ia n  b a s e d  o n  th e  
lo g is tic  e s t im a te d  m o d e ls  in  ta b le  6. M arg inal 
a n a ly s is  is  u s e d  to  f in d  o u t  w h ic h  is  th e  m o s t  
im p o r ta n t  e x p la n a to ry  v a r ia b le s  t h a t  c o n tr ib u te  to  
th e  c h a n g e  th e  s h o r t - ru n  m a rk e t  p e r fo rm a n c e . The 
c a lc u la te d  m a rg in a l  p ro b a b il i ty  a s s o c ia te d  w ith  th e  
v a r ia b le s  in  th e  s h o r t - r u n  m a rk e t  (b a se d  o n  th e  
f i r s t  d a y  r e tu rn s )  su c h  a s  p r im a ry , s e c o n d a ry  a n d  
to ta l  m a rk e ts  a re  p r e s e n te d  in  ta b le  8 a n d  th e  
p o s t-d a y  m a rk e t  (b a se d  o n  th e  p o s t  l is tin g  re tu rn s )  
in  ta b le  9.

T a b le  8 . T h e  c h a n g e  in  p ro b a b il i ty  (Ap) d u e  to  a  c h a n g e  in  e x p la n a to ry  v a r ia b le s

V a r i a b l e s P r i m a r y  m a r k e t S e c o n d a r y  m a r k e t T o t a l  m a r k e t
T O T P A p = -0 .0 4 1  X l O 1
IP O P A p = -0 .0 7 1  x l O 1 A p = -0 .0 7 6  x l O 1
U S D A  p = -0 .0 6 3  x l O 1 A p = -0 .0 8 0  x l O 1
T N P R A p = - 0 . 1 6 9 x 1 0 ’ A p = -0 .2 1 2  x l O 1
M V  . A p =  0 .1 6 0  x  10“

Note: N ega tive  s ign  indicates an  inverse rela tionship  b etw een  exp lana tory  variab les a n d  underpricing  
w hereas positive  s ign  sho w s d irect rela tionship  betw een  these. Where, A p  = m a rg in a l probability, TOTP = total 
listing p eriod  in days, IPOP = IPO period  in days, U SD  = listing d e lay  in days, TNPR = total n e t proceeds ratio a n d  
M V ^  = m a rk e t vo la tility  o f  6 0  da ys p eriod  prior to closing da te  o f  the offer.

T ab le  8 sh o w s  th e  c a lc u la te d  m a rg in a l 
p ro b a b il i t ie s  fo r  th e  s ig n if ic a n t  e x p la n a to ry  
v a r ia b le s  in  th e  p r im a ry , s e c o n d a ry  a n d  to ta l  
m a rk e ts .  E x ce p t M V ^ , a ll o th e r  e x p la n a to ry  
v a r ia b le s  in  th e s e  m a rk e t  m o d e ls  h a v e  a  n e g a tiv e  
sig n . T h e  n e g a tiv e  s ig n  f o r  IPOP s h o w s  th a t  if  IPOP 
is  in c r e a s e d  b y  o n e  d a y  th e n  th e  p ro b a b il i ty  o f  
c h a n g e  to  o v e rp ric e  o r  d e c re a s e  in  th e  lev e l o f  
u n d e rp r ic in g  is  0 .0 7 1  x lO '3 fo r  th e  p rim a ry ' m a rk e t  
a n d  -0 .0 7 6  x I 0 ‘3 fo r  th e  to ta l m a rk e t  .T he p o s itiv e  
s ig n  fo r  M V ^o in  th e  p r im a ry  m a rk e t  in d ic a te s  th a t  
i f  th e  m a rk e t  v o la t i l i ty  in c re a s e s  b y  o n e  u n i t  th e n  
th e  p ro b a b il i ty  o f  c h a n g e  to  u n d e rp r ic e  o r  d e c re a s e  
in  th e  lev e l o f  o v e rp r ic in g  is  0 .1 6 0  x  10°. T h e  
n e g a tiv e  s ig n  fo r  U SD  in d ic a te s  t h a t  if  l is tin g  is  
d e la y e d  b y  o n e  d a y  th e n  th e  p ro b a b il i t ie s  o f  
c h a n g e  to  o v e rp ric e  o r  d e c re a s e  in  th e  level o f

u n d e rp r ic in g  a re  0 .0 6 3  x lO '3 a n d  -0 .0 8 0  x lO '3 fo r  
th e  p rim a ry ' m a rk e t  a n d  th e  to ta l  m a rk e t  
re sp e c tiv e ly . A o n e  u n i t  in c re a s e  in  TNPR will 
r e s u l t  in  a  d e c re a s e  in  th e  p ro b a b il i ty  o f 
o c c u r re n c e  o f  u n d e rp r ic in g  b y  -0 .1 6 9  x l O 1 a n d  - 
0 .2 1 2  x lO '1 fo r  th e  p r im a ry  a n d  to ta l  m a rk e ts  
re sp e c tiv e ly . T h e  m a rk e t  v o la t i li ty  (MVt^ )  a n d  
TNPR a re  th e  m o s t  im p o r ta n t  e x p la n a to ry  v a r ia b le s  
in  th e  p r im a ry  a n d  to ta l  m a rk e t  m o d e ls .  O n ly  o n e  
e x p la n a to ry  v a r ia b le  is  s ig n if ic a n t  u n d e r  th e  
se c o n d a ry  m a rk e t  m o d e l w h ic h  is  th e  to ta l  p e r io d  
(TOTP). T h e  n e g a tiv e  s ig n  fo r  TO T P in d ic a te s  t h a t  a  
d a y  in c re a s e  in  th e  to ta l  p e r io d  w ill r e s u l t  in  a 
d e c re a s e  in  th e  p ro b a b il i ty  o f  th e  lev e l o f  
u n d e rp r ic in g  o r  a n  in c re a s e  in  th e  p ro b a b il i ty  o f 
o v e rp ric in g  b y  0 .0 4 1  x l O 3.

T a b le  9 . T h e  c h a n g e  in  p ro b a b il i ty  (Ap) d u e  to  a  c h a n g e  in  e x p la n a to ry  v a r ia b le s

I n d u s t r y  d u m m y IPOP USD T N P R
D . A p = -0 .0 6 5  x l 0 ° A p = -0 .0 6 5  X l O 1 A p = -0 .2 4 1  X l O 1
D . A p = -0 .0 5 5  x l O ^ A p = -0 .0 5 5  X l O 1 A p = - 0 . 2 0 6 x l 0 !
D . A p = -0 .0 6 9  x l O 1 A p = -0 .0 6 9  X l O 1 A p = -0 .2 5 9  x l O 1
D . A p — 0 .0 6 5  x l f r j A p = -0 .0 6 5  X l O 1 A p = -0 .2 4 1  X l O 1
D . A p = -0 .0 6 5  x l O 1 A p = -0 .0 6 5  x l O 1 A p = -0 .2 4 4  x l O 1
A v e r a g e  M a r g in a l  
P r o b . A p = -0 .0 6 4  x l O 1 A p = -0 .0 6 4  X l O 1 A p = -0 .2 3 8  X l O 1

Note: N ega tive  s ign  indicates an  inverse re la tionship  be tw een  exp la n a to ry  variab les a n d  underpricing  
w hereas positive  sign  sho w s d irect rela tionship  b etw een  these. Where, A p  = m arg ina l probability, IPOP = IPO 
period  in days, U SD  = listing d e lay  in days, TNPR = to ta l n e t proceeds ratio, D = d u m m y  fo r  resource industry , D = 
d u m m y  fo r  industria l sector, D =  d u m m y  fo r  co n su m er d iscre tionary/stap les industry , D_- d u m m y  for  
in fo rm ation  techno logy  industry , a n d  D  = d u m m y  fo r  utilities industry . J

0 ®
i  NTERTKESS

V IRTVSr
515



C o r p o ra te  O u m e r s h ip  &  C o n tr o l  /  V o lu m e  13 , Is su e  J ,  S p r in g  2 0 1 6 ,  C o n t in u e d  -  3

T a b le  6 . E s t im a te d  b in a r y  ( lo g it  a n d  p r o b i t )  r e g r e s s io n  m o d e ls  f o r  th e  s h o r t - r u n  m a r k e t  p e r f o r m a n c e

S h o r t - r u n  M a r k e t  
P e r f o r m a n c e

E s t i m a t e d  L o g i t  M o d e l  f r o m  J a n u a r y  2 0 0 6  t o  J a n u a r y  2 0 1 1
N L R  s t a t i s t i c s P r o b a b i l i t y  

( L R  s t a t . ) J f2

P r i m a r y  m a r k e t I n  [ ^ J =  8 .5 9 1  -  0 .0 3 4  I P O P -  0 .0 3 0  U S D  -  8 .0 7 3  T N P R  +  7 6 .3 4 8  M V ^  

' (0.0 0 5 )* * *  (0 .0 0 1 )* * *  (0 .0 2 8 )* *  (0 .1 0 0 )*
2 5 4 2 8 .6 0 5 5 1 0 .0 0 0 0 0 9 8 .9 %

S e c o n d a r y  m a r k e t I n  [ ^ ] =  0 .3 3 4  -  0 .0 1 7  T O T P  

' (0 .0 1 6 )* *
2 5 4 6 .9 2 5 3 3 3 0 .0 0 8 4 9 8 2%

T o t a l  m a r k e t I n  [ ^ - ] =  1 0 .0 9 0  - 0 .0 3 3  I P O P  -  0 .0 3 8  U S D  -  9 .1 7 3  T N P R  

‘ (0.0 0 6 )* * *  (0 .0 0 0 )* * *  (0 .0 1 2 )* * *
2 5 4 3 5 .4 2 3 7 1 0 .0 0 0 0 0 0 1 0 .5 %

P o s t  d a y  m a r k e t In  [ j ^ - ] =  8 .8 2 8  - 0 .0 2 8  I P O P  -  0 .0 2 8  U S D  - 1 0 . 4 8 1  T N P R  +  2 .2 1 6  D ,  +  2 .6 5 0  D ,  +  1 .8 5 8  D ,  +  2 .2 2 3  D s +  2 .1 7 3  D ,  

1 (0 .0 1 6 )* *  (0 .0 0 1 )* * *  (0 .0 0 5 )* * *  (0 .0 1 3 )* *  (0 .0 0 5 )* * *  (0 .0 5 2 )*  (0 .0 2 8 )* *  (0 .0 8 1 )*
2 5 4 3 5 .0 0 7 8 2 0 .0 0 0 0 2 7 1 0 .2 8 %

E s t i m a t e d  P r o b i t  M o d e l  f r o m  J a n u a r y  2 0 0 6  t o  J a n u a r y  2 0 1 1
P r i m a r y  m a r k e t P ,=  5 .0 2 0  - 0 .0 2 1  I P O P -  0 .0 1 8  U S D  -  4 .6 6 5  T N P R  +  4 4 .2 7 6  M V ^  

(0 .0 0 5 )* * *  (0 .0 0 0 )* * *  (0 .0 2 9 )* *  (0 .1 0 2 )* 2 5 4 2 8 .5 1 8 5 5 0 .0 0 0 0 1 0 8 .9 7 %

S e c o n d a r y  m a r k e t P ,=  0 .2 0 5  - 0 .0 1 0  T O T P  
(0.0 1 3 )* * * 2 5 4 7 .0 3 4 1 3 3 0 .0 0 7 9 9 7 2%

T o t a l  m a r k e t P ,=  5 .8 7 4  - 0 .0 1 9  I P O P  - 0 .0 2 2  U S D  - 5 .3 0 1  T N P R  
(0 .0 0 6 )* * *  (0 .0 0 0 )* * *  (0 .0 1 3 )* * * 2 5 4 3 5 .0 5 7 8 1 0 .0 0 0 0 0 0 1 0 .4 1 %

P o s t  d a y  m a r k e t P ,=  5 . 3 1 8 - 0 . 0 1 7  I P O P -  0 .0 1 7  U S D - 6 . 3 2 4  T N P R  +  1 .3 5 9  D , +  1 .6 1 9  D a +  1 .1 3 3  D ,  +  1.3 4 1  D s +  1 .3 1 9  D ,  
(0 .0 1 4 )* * *  (0 .0 0 1 )* * *  (0 .0 1 2 )* * *  (0 .0 0 9 )* * *  (0 .0 0 3 )* * *  (0 .0 4 3 )* *  (0 .0 2 4 )* *  (0 .0 7 7 )* 2 5 4 3 5 .1 5 3 3 2 0 .0 0 0 0 2 5 1 0 .3 2 %

Note: Figures in brackets indicate the significance levels. Negative sign indicates an inverse relationship between explanatory variables and dependent variable whereas positive sign shows direct 
relationship between these. Where, N  = sample size, TOTP = total listing period in days, IPOP = IPO period in days, USD = listing delay in days, TNPR = total net proceeds ratio, MVm  = market volatility o f 60 
days period prior to closing date o f the offer, D= dummy for resource industry, D= dummy for industrial sector, D= dummy for consumer discretionary/staples industry, D= dummy for information 
technology industry, D= dummy for utilities industry. Ut statistics test the joint hypothesis that all slope coefficients except the constant are zero. Probability is the p value o f the LR test statistics. R’ is the 
McFadden R-squared. * statistically significant at 10% level, ** statistically significant at 5% level, *** statistically significant at 1% level

T a b le  7. E s t im a te d  m u l t i p le  r e g r e s s io n  m o d e l s  f o r  t h e  s h o r t - r u n  m a r k e t  p e r f o r m a n c e

S h o r t - r u n  M a r k e t  P e r f o r m a n c e E s t i m a t e d  M u l t i n l e  R e g r e s s i o n  M o d e l  f o r  t h e  p e r i o d  f r o m  J a n u a r y  2 0 0 6  t o  J a n u a r y  2 0 1 1
P r i m a r y  m a r k e t In[/ 1R ]= 0 .1 0 9  - 0 . 0 0 2  [ U S D ]  +  0 . 1 1 1 [D S] (0 .0 5 3 )*  (0 .0 7 6 )*

N  = 2 5 4  F = 3 .5 7 4  P r o b . ( F ) =  0 .0 2 9  A d i R 2 =  2 %  D W  =  2 .0 4 6  L M  =  0 .8 3 1  W H  =  0 .7 7 3
S e c o n d a r y  m a r k e t ( n [ 4 R ] =  0 .1 4 0  -  0 .0 2 6  I n [ P R I C E ]  - 0 .0 0 1  [ T O T P ]  - 2 8 9 .2 5 8  [ R E T U , , ]  -  0 .0 3 2  [ D 2 ]  +  0 .0 2 1  [ D 3 ]  +  0 .0 1 3  [ D 4 ]  -0 .0 0 5  [ D 5 ]

(0 .0 2 8 )* *  (0 .0 0 0 )* * *  (0 .0 4 1 )* *  (0 .5 3 )  ( 0 .3 3 2 )  ( 0 .5 7 1 )  ( 0 .8 6 8 )  - 0 .0 5 9 [D ,]  - 0 .0 4 9 1 D ,] (0 .2 7 0 )
(0 .2 5 8 )
N  = 2 5 4  F = 4 .2 9 4  P r o b . ( F ) =  0 .0 0 0  A d i R 2 = 1 0 %  D W  = 2 .1 1 3  L M  =  0 .5 3 9  W H  =  0 .1 2 7

T o t a l  m a r k e t ln [ 4 R ] =  0 .1 8 9  -  0 .1 8 5  [ A T O A ]  - 1 5 .0 6 2  [ M V , J +  3 3 0 .0 2 7  [ R E T U J  +  0 .1 0 8  [ D 3 ]  (0 .0 5 9 )*  (0 .0 1 5 )* *  (0 .0 3 1 6 )* *  
(0 .0 9 4 )*

N  = 2 5 4  F = 3 .3 1 9  P r o b . ( F ) =  0 .0 1 1  A d i R 2 =  4 %  D W  = 2 .0 0 7  L M  =  0 .9 8 9  W H  =  0 .9 6 6
P o s t  d a y  m a r k e t ln [C 4 R 10] =  0 .2 0 6  - 1 6 .6 2  [ M V  J  +  2 8 2 .1 9 6  [ R E T U , , ]  -  0 .4 1 6 [ D ; ]

(0 .0 1 7 )* *  (0 .1 0 )*  (0 .0 6 4 )*
N  = 2 5 4  F =  3 .1 7 6  P r o b . ( F ) =  0 .0 2  5 A d i R 2 =  3%  D W  = 2 .1 0 0  L M  =  0 .3 2 1  W H  =  0 .9 9 9

Note: Figures in brackets indicate the significance levels. Negative sign indicates an inverse relationship between explanatory variables and dependent variable whereas positive sign shows direct 
relationship between these. Where, AR = abnormal (excess) return, CAR = cumulative abnormal return in post listing day 10, N= sample size, USD = listing delay in days, PRICE= issue price, TOTP = total 
listing period in days, RETUM= square value o f average market return before one day o f the closing date o f the offer, RETUtJ= square value o f average market return before three days o f the closing date o f the 
offer, ATOA = attached share option availability and MVt la = market volatility o f ten days period prior to closing date o f the offer, D = dumm y for resource industry, D = dummy for chemical/material industry 
, D = dummy for industrial sector, D4= dummy for consumer discretionary/staples industry, D= dummy for information technology industiy, D= dummy for telecommunication industry, D = dummy for 
utilities industry, Prob.(F)= significant level o f the F-statistic, AdjR‘ is the adjusted R-squared, F= F-statistic, DW = Durbin-Watson statistic to test serial correlation, LM = Lagrange multiplier chi-square statistics 
to test serial correlation, WH = White heteroscedasticity test to test the constant error variance, * statistically significant at 10% level ** statistically significant at 5% level '** statistically significant at 1% level
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Table 9 shows the calculated marginal 
probabilities associated with the significant variables 
in the post-day market based on the industry 
dummies. Table 6 shows that some industry 
dummies were statistically significant on the return 
in the post-day listing market .The post day market 
model also show an inverse sign for the explanatory 
variables.

The resource industry and the information 
technology industry dummies show similar marginal 
probabilities for the significant explanatory variables 
whereas the other industry dummies indicate 
different marginal probabilities in relation to each 
significant variable. The highest marginal probability 
of the all explanatory variables shows in the 
consumer discretionary industry whereas the lowest 
probabilities in the industrial sector. However, a 
considerable difference cannot be seen among the 
probabilities of the explanatory variables in different 
industries. Therefore, the average marginal 
probability is also estimated for each of the 
explanatory variables. According to the average 
marginal probability, TNPR is the most important 
variable of the post-day market due to the highest 
marginal probability compared to others. The 
negative sign for TNPR indicates that If TNPR is 
increased by one unit then the probability of change 
to overpricing or decrease in the level of 
underpricing is 0.238 x lO 1.

6. CONCLUSIONS

This research paper has evaluated the short-run 
market performance of the Australian IPOs listed 
from 2006 to 2011 using the first listing day returns 
and the post-day listing returns. The first listing day 
returns are analysed by considering the first listing 
day opening price primary market, the closing price 
secondary market, and the total market using the 
average abnormal returns. The post listing returns 
are analysed using the average cumulative abnormal 
returns. This study identifies the issue, firm and 
market characteristics as determinants of short-run 
underpricing with the aid of binary and multiple 
regression models. A marginal probability analysis 
was carried out to measure the risk associated with 
the determinants of short-run underpricing.

The analysis based on the first listing day 
primary market returns, total market returns and 
the post-day listing returns shows that Australian 
IPOs are underpriced in the short-run. This finding is 
lined up with the underpricing phenomenon of IPOs, 
which is widely accepted as a universal 
phenomenon. Although the Australian IPOs are 
underpriced, the post-day listing return indicates 
that the level of underpricing is slowly decreasing 
after the listing particularly from 7th day to 10th 
day period. The decreasing trend of post listing 
returns is in line with the findings of Aktas, Karan 
and Aydogan(2003), Kenourgios, Papathanasious 
and Melas (2007) and Kazantzis and Thomas (1996). 
However, Sohail, Raheman and Durrani(2010) argue 
that this trend can be expected only up to the 1011 
day under the normal economic condition. The 
decreasing trend of post-listing returns signal that 
investors’ wealth can be diluted due to overpricing 
in the long-run.

Having identified that the IPOs are always 
underpriced based on the first listing day opening 
price primary market, the closing price secondary

market return analysis indicates that the Australian 
IPOs are overpriced by 1.55% on abnormal returns. 
Study found that there is a substantial variation in 
the first listing day returns between the opening 
price primary and the dosing price secondary 
markets. This may occur due| to the speculative 
behaviour of investors in the market. In contrast 
with this finding, however, bhang et al.(2008) 
documented that the Chinese IPOs were underpriced 
by 1.55% in the first day dosing price secondary 
market23. The closing price 1 secondary market 
analysis may be useful to the investors because the 
first day primary market high returns are due to the 
lack of information and speculative behaviour of the 
investors.

The analysis of short-run IPO market 
performance by industries, listing years and issue 
years shows that there is a substantial variation in 
the levd of short-run performance. When we 
examine the IPOs by the industries, IPOs issued by 
chemical and material industry are overpriced in the 
primary market, the secondary market and the total 
market. Industrial sector IPOs,are underpriced on 
abnormal returns by 68.03% in| the primary market 
and 65.31% in the total market which are the highest 
levds of underpricing rdative to other sectors. The 
resource sector IPOs are underpriced in the primary 
and total markets, which is statistically significant at 
1% levd. In contrast to the resource sector, the 
telecommunication sector IPOs 'are also underpriced 
in both markets which is also statistically 
significant. The listing year analysis found that IPOs 
in the primary market and the total market are 
underpriced except in listing year 2011 and 
overpriced in the secondary market. In the primary 
and the total markets, the levels of underpricing in 
year 2006, 2007 and 2010 are statistically significant 
at 1% on abnormal returns. In 2011, the levds of 
overpricing in primary, secondary and total markets 
are not statistically significant. Tlie levd of 
overpricing in the secondary market is statistically 
significant in 2007 and 2010.The issue year analysis 
shows that IPOs are underpriced in the primary 
market and the total market and overpriced in the 
secondary market except 2008. Issued IPOs in all 
markets are underpriced in 12008 but it is not 
statistically significant. In the secondary market, 
statistically significant overpricing levds can be 
found only in 2007 and 2Q10. The statistically 
significant underpricing levds | in the both markets 
primary and total can be seen in all issue years 
except 2008 and 2005. i

The post day return analysis shows that the 
industrial sector IPOs are more attractive than all 
other sectors. The industrial sector IPOs are 
underpriced on CARs by 68.93%, 67.84% and 66.29% 
in the 3rd, 6* and 10* days respectivdy. These 
underpricing levds are statistically significant at 1% 
levd. However, IPOs in the chemical and material 
industry are not attractive to investors because it is 
overpriced based on the CAR m easure for all days. 
The IPOs listed in 2008 are | also underpriced by 
98.97%, 98.21% and 95.91 in the 3ri, 6* and 10* days 
and these underpricing levds are statistically 
significant at 1%. In listing year 2011, the negative

B  W e h a v e  n o t c o m p a re d  o u r  f in d in g s  d ire c tly  w ith  p r io r  re se o re h  f in d in g s 
o f  A u s tra lia n  IPOs b e c au se  w e  o re  u n a w a r e  of a n y  s tu d y  th a t  h a s  fo cu sed  o n  
th e  first day primary and the c lo s in g  p r ic e  s e c o n d a ry  m a rk e t in  re la tio n  to  
th e  A u stra lia . '
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average cumulative abnormal returns in day 3 and 
day 6 have been found which indicates that listed 
IPOs in this year are overpriced. The overpricing 
IPOs cannot be found in the issue year analysis 
because the negative returns have not been reported. 
The statistically significant underpricing levels can 
be seen in issue year 2005 and 2007. However, in 
overall, the post-day listing analysis shows that the 
wealth of the investors has been decreasing as the 
time goes on.

The determinants of underpricing in Australia 
IPOs are the IPO period (IPOP), time to listing (TOTP), 
listing delays (LISD), total net proceeds ratio (TNPR), 
the market volatility (MV), issue price (PRICE), time 
to listing (TOTP), attached share option availability 
(ATOA) and market return (RETU). These 
determinants confirm that the issue and market 
characteristics are more important than the firm 
characteristics when explaining the short-run 
underpricing in Australian IPOs. The IPO period, 
time to listing, listing delays support Rock’s 
hypothesis while the total net proceeds ratio, market 
volatility, market return and issue price confirm the 
uncertainty hypothesis. The attached share option 
availability supports the agency cost hypothesis. The 
marginal probability found that increasing 
(decreasing) of market volatility (MV) and decreasing 
(increasing) of total net proceeds ratio (TNPR) lead to 
increase (decreasing) the level of uncertainty which 
causes to increase (decrease) the level of 
underpricing in short-run. Study concludes that 
short-run market performance is sensitive to the 
market, industry, listing & issues years and models.
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