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and gen€rally positive peformanc€ in the fifth year and that lher€ were no departu€s ftom rnarket

efficiency in the aftermark€t. The study by McDonald alld Fisher (1972) conclud€d drar dte initial

succeps of the offering, in tem|s of the nagnitude of the retum iD the fi$t week after otredng,

has no predictive value in selecting stocks for subsequent perfonnance.

On the local sceng the sfldy by Ong (1987) indicated that an investor would gain by puchasing

the new issues at the ofrer price. The inidal excess rcnlm neasored ftom the offer pdce to the

fust uading day closing pdc€ as deternined using the narkeladjusted model, risk-adjuskd market

model and modified RATS rIcdeI are 97.l4Eo: 99.5% and 9842% Esp€ctively. The resulB of

his study also showed thar the IPOS outperfomed the market by 13.65% at the end of one year

after it was purchas€d on its ftst tading day.

3. DATA AND METIIODOLOGY

This study uses secondary data collected ftom the Investors Dgest (fomerly caled the KLSE

Gazese), Amual Companies Handbook, prospecos€s of new share offers, daily price records

ftom The KLSE and press rcleases by IvflDFCCS subsequent !o new share balloting.

The sample bclud€saI companies thatmade initial public offeringsa sought tisting of their shar€s

on The KIJE Main Boad during tle period ftom Jaruary 1974 to December 1989. The criterion

us€d to select the sample of new issues is to accept otrly new issues of ordi&ry sharcs of companies

imorporat€d in Malaysis- AI in, 70 new issues were us€d in this study which corrynises 50 industrial

stocks, eight property stocks, seven fifinc€ stocks and five plantation stocks.

3.1 Portfollo Fomndod

In addition to their overal perfomance, the IPOS are also parritioned according to rhe

follovring:-

(a) Ma*et Adjustad I|lltiol Returtr

The initial retum of dle issu€ is taken as the pdcentage change in pdce ftom ihe offer price to

tle first official listing price. It is then adjusted for market changes (usilrg the sectoml indices as

a pmxy) for the period between the issue of prospecurs and fiIst ofncial listing.

INrR:\--:Rb

where INTTT

(b) Degree r

NTA/sharE is

imply a well

(c) Market I

The market ,

the rotal numt

The stocks arE

and *uee equ,

for each of th€

32 Performal

The perfoman

(a) Cumulativ

This is exclusi

KLSE sectoral i

The la6t transac

the mondy retur

lhen the lasr trar

6rst month. Sitrr

to calculate the

a non tadlng da

are adjusted for a

€xcluded ftom thr
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where CARr,s is the cumulatiye

Cm.. = > A\

average market adjusted return from mon(h r to

(b) Holding Period Returns

The one year. two yean and threr yeals buy and hold unadjusted and adjusted retums are

calculated for each portfolio and compared.

The one, two and three-year holding period rEtums of the stocks are measured fion the closing

market price on the fitst day of public Sading to the mark€t pdce on the one. two or three-

year anniversary of the sto€k as the case may be.

The holding peiod retums fo. each podolio is the equally weighted average of the holding

p€riod renrms of all stocks in each porfolioi

The monthly market adjusied renm will be taten as the monthly percentage €w rcrum on a

stock minus the monthly percentage market retum for tle corresponding rrading IJeriod, i.e.

I

dit = rit r.r

where arft is the ma*et adjusted retum for stock i in evenr month t, rir is the rerum on stock

i in month t and r-t is ihe market rctum in month t. The average marker relum on a pordolio of

n stocks for month t is the equally weighted average of the market adjusted rctums;

4. RE

that the i

both lovr

ro tle le
Eq,

where ARt is the weighted average market adjsued retum in month t and n is the number of

stock in the portfolio in month t.

Thercfore the cumulative market adjusted aftermarket performance from month r to month s is the

sunrnation of the aveiage market-adjusted retums:

Hig

Me?

s.D.

Med

4.1 Oven

The result

:A and 28

From Figu
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\howed pos
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From Table 2A. it can also be seen fiat the nonthly adjusted retums is significandy different

from zero at the 0.05 level only in month three and seven. However the hypothesis that the

monthly average adjusted reiums is equal to zero cannot be rejected for lhe resl of the other

Figure 1

Overall Performance of IPOS R€lative To The Market

34 months. Thereforc it car be concluded here ihat senerallv the rcsults conirmed tiat there

@!a-dep!$rE&4!4tCEqc,19!9v.

From Figure 1, ii can also be concluded thai investon wo, !d s!!ll gairr-bj/,br{/!4g,ine stock

a! the Li!!4-g-4ate_ qry! holdins ir for a -ye.4r,&! !94lol$d !ll! !I9 -,Qllwhere
a 13.65E market adjusied retum in fie nrst 12-month period was fbund. 4fte4E !$!_yejr

it would nolbe worthwhile picking up the sJocL as 4 ! qc4liJg !c[r!! rlelvlsed.
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Tsble 2B

1, 2 & 3 YEARS OI'ERALL LNADJUSTED AND ADJUSITI)
HOLDING PERIOD RETTIRNS

Unadjusted

Holdirg Period Reblm

I Y€gr ZYes 3 Year

Adjuslld
HoldinS ttriod R€hlm

I Year 2 Yee 3 Y€ar

OVERALL

% will

o.n8
(3.370r*

63.77

o253
(3.016X*

58.82

0.368

G.162r*

59.68

o169
(2.900)**

60.8?

0.138 0.141

0.816) O.3z)

50.m 6.Tl

INTIR 1

INTIR 2

IMTR 3

r-slatistlca in psredheses
** significant ai 0.01

As can b€ s€en from Table 28, drc unadjusted holding pffiod retums are statisticaly signficaDt

at the 0.01 level while the ma*et adjusted holding period r€tums are only signilicant at

the O0l level in the one )€4 Period and signficant at drc 01 level in the two yeaN Friod

This slDws that the abnomal rcnlms of the IFOS rclative to dle mark€t dininishes in drc

2 and 3 yean Friod.

iL2 PertorDrnce ADalysis by Inititl Reh|rn

The r€sults of lhe malysis by conpadng the perfonnance of the IPOS partitioned by initiaL

r€U]ms are as shown in Table 3.

olr the whole it can be s€en that IPOS with lowet initial rc$ms pedonned bettEr thml IFOS

widr higher initial rctums in the long lurl. A latg€ inifi r€tum js du€ to a large und€tpdcing

of the issue and this, as Dawson (f985) arguo4 has rcp€xcussions on a number of importalrt

finamal measu€s. Though a lower pdce rcduces the risk thar the issue would not sell' it

however nec€ssitaFs th€ issuanc€ of a lsger number of shares to mise a given amount of

capital. As tlese la4€r number of shares arc sold to outsidem, this al€scr€€s€s the osner's

control pocitior! effnings p€r sharc, dividends ard net ass€t backing This in trrln wiu th€n

have a negative idpact upon the market pric€ of a shs€. This Fobably explsins the downtum

in performance of IPOs wilh higber initial rc$'trs afur lhe s€cond yeer p€riod

Table 3 se€rns r
for all the one,

higher holding

only the F mtio

rfre pordolios is

equal can be r€je

ft can aiso be sr

pordolios (INITI

adjushd holding

podolio (INITR

statistica y signil

outperfomred the

rte first and third
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4.3 Performance Analysis by NTA/shar€

The results of lhis analysis are shown in Table 4 A well establised finn is less riskv

than a less eslabiished one in the eyes of the investors. Thus, inveslors would expe.t a higher

average initial retum ftom less established firrns

The resul!s also agree with the expectation lhat weil established

pel{olYn b€tter than less established ones in the long run The fims with the

share showed positive perfonnances d1roughoul the lhrce year period but nol

which showed a downtum in pedonnance even after the tust vear.

Table 4

I, 2 & 3 \'EARS IJNADJUSTED AND ADJUSTED
HOLDING PERIOD RETURNS

CATEGORISED BY NTA/SHARB

Unadjusted

Holding Period Return

AVE NTA I Yed 2 Year 3 Yed
Hoiding Period Relum

1 Year 2 Yetr 3 Year

NIA ]

NTA 2

0.?3

1,10

-0.113
( 11.955)

0.189

(r.647)
0.123 0.039

(0.986) (0.271)

0.258 0.186

(1.?07) 0.425)

0.279 0.196

(2.738f {2.931F*

0.304 r.64-l

0.116 {.026
(0.942) ( {.254)

NrA I 1.40

0.405 0.148 0.037 {.003
(2.368)* (r.00s) (0.2562) (-0.017)

0.957 0.168 0.278 0.512

(3 755)+* (2 293f (1.9s2)+ (2.208r

5.431+* 0.020 0.5:11 l.59li

Noe: r statistics in pdentneses
+* significant at 0.01
* significant at 0.1

In Table 4, the unadjusted holding period returns seemed to rank to expectation

For the market adjusted holding period returns. the ranking is onlv obvious in the

three-yeJJ period. T-statistics calculated also showed thai or y the adjusied holding period

r€lums for the period poffolio (NTA 3) are stadsrically significant at the 0 1 level.
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Using ANOVA to cst the portfolios holding period retums again yield low F-ratios resulting

in accepting the hyporhesis that the portfolio retums are equal. The only exceplion is the

6ree-year unadjusted holding period retums of the pordolios which have a F mtio of 5.386.

4.4 Performance Analysis by Market value and Initial Return

The results are shown in Table 6. MVINITR 1A represents the smaller firms with

the lower initial retums while MVINITR 1B represents the smaller fims with the higher

initial retums. Similady MVINTIR 2A and IVIVINITR 28 represents the larger firrns with

ihe lower initial rctums and higher initial rcturns within that goup respectively.

Here, it can be seen that the group of smaller finns with dle lower initial retums peffonns

the best in the long run. The larger firms witb higher initial retums pedormed the wolsl.

In fact it consistently underperfomed the market in the dfee-year peiod. This sbows that

the size effect of ihe stocks is futher compounded by the size of the inilial rctum.

The resulls of the ANOVA analysis showed that the hypothesis thal the fotr porfbLios' rchrms

are equal can be rejected where the unadjusted holding period relums are conc€med. The

F ratio of lhe three-year adjusted holding period retums are also such that the hypothesis

Pordolio MVINTTR 2A also seemed to perform better than ponfolio M\4NTIR 1B and was

comparable to portfolio MVINITR 1A in the long run. As such, it can be concluded that

lne size of dre initial retum has a more dominant effect on the prformance of the lPOs compared

to the size effe.t in the long run.

tlltlalNr

MVINI

M\'INT]

MYINT]

,15 P€rfon

The results

atrd low ini

rctums. sim

low initial ft

\TA/share

pordolio wid

rErums (NTA
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Table 7

1, 2 & 3 YEANS UNADJUSTED AND {)JUSTED HOLDING
PERIOD RETURNS CATEGORISED BY MARKET

VALT]E AND INITL{L RETI]RNS

Holdlng Perlod Relum Holding Period Retum
2 Yed 3 Yed l Yed 2 Yea! 3 Yed

NTAINIIR 1A 0.337
(2.107)*

NIAINITR IB {.007
({.083)

NTAINTTR 2A

o.u5 0.026
(t.592) (0.223)

0.097 0.25',7
(.1.222) (t.271)

0.301 0.357

0.210
(1.356)

0.076
(0.358)

0.614
(3.14,1f*

0.041
(0.2t7)

r.467

0.383
(2.089)*

{.230
( 1.,{03)

1.367
(4.439)++

0.078
(0.411)*

3.680*

0.154
(t.221)

{1.066
( {.498)

0.7190.468

13.229)*+

0.r E7
(0.930)

1.340

NIAINITR 28

(.Z447)+ (1.806)* (r.926)+

0.213 {.009 o.097
(t.322) ( -1}.057) (-0.566)

0.325 0.81-1 l lE l

Nole: Fstatistics in pdentheses
** significant at 0.01
+ significdt at 0.1

From Table 7 it can be seen that only the holding period retums for pordolio NTAIMTR 2A are

significant for the one, two and dlree-year holding period- The unadjusted holding period rehjms

of podoiio NTAINfTR 1A are only significant at the 0.1 levei for the one and rkee-year holding

penod. The pordolios wjth high NTA/share. high idtial rctums and low NTA,/sharE, high initial

retums do rct have significant holding fetums for all rbree holding periods. The F €tio is onb

signifrcant at tlle 0.1 level for lhe three years unadjusted holding peiod rerums. This shows tha

the disparity in perfonnnce is or y more obvious in the lory run.

Thus, we c.n see that the pedormance of the IPOS is compounded when the effect of botl-

the NTAAhare and siz€ of initial retums are considered together. However, rhe size of the

initial retums seem to have a more determining effect on their long run performance as

compared to NTA,/share.

4.6 Cross-S€ctional Anallsis

To ascerlain the extent io which the above ihree factors are affecting the IpOs hotding period

retums, the one, two and tfuee yeam holding period mw retums are regressed against theil

?

G

G]

T(
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40
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INITR

NTA

The log of rnarket values is used here in the above regressions because past research has

indicated thai relums are morc ]inearly rcla&d to the log tansfomation of the market values

lhaD to the finn's absolute size (Broim, Kleidon and Marsh - 1983)

The results of the reg€ssion are shown in Table 8A and Table 9 and it can be concluded

ihat all the regession equations are statistically significant since all the F ntios are significanL

at the 0.1 level. The corelation co€fiicients between the variables shown in Table 8B are

low with the highest being only 0.380 showing that the variables do not exhibit excessively

high correlation among themselves

lrom rhe firn lhree regre:'ions il can be seen $ar $e resulb are to e\pectalion $hen'$e

market values and the initial renrms are negatively elaled to the holding period retums, both

in the short and tong run perfomarce of the IPOS. The NTA./share factor, on the other hand

is positively rclared to the holdlng period Ietum

However, oDly the coeffrcients of tle the initial retums is signiflcant at the 01 level in all

the first three regressions and the coefficients to the log market value and NTA/share is only

signiflcant ar the 0.1 level in the 3 yea$ holding period retums

Table 8A

RF,SIJLTS OF CROSS.SECTIONAL REGRESSION OF RAW ITOLDING PERIOD
RETURNS AGAINST INIIIAL RETI]RNS,
NTA,/SIIARE AND LOG MARKET VALIJE

NIT\

Ea Caplra

geps

gdps

(a)

(b)

*oRlj

IP\

(,+ BTINIT\ + ArNT{ + B3logMVj +ej

cr + RTINIT\ + 0rNT,\ + qbsMvj + ej

cr + BTINIT\ + R NT{ + BrlogMvj + ej

3. R2

FRt

HP&

If&

1.963

2.367

3.475

0.121
(0.437)

0.312
(0_904)
o-746

(2.128)*

-0.002
(-2.197)*

0.002
( 1.719)*

0.005
(-4.102)**

0.203
( 1.219)

-0.284
( 1.375)

-0.416

c1.785)*

0.140 2.43*

0.134 2.464

0.134 10.60**

From the fo

are negauvell56

49

Note: fstatistics in Pmrtheses
** significart a1 0.01
* significdt al0 l
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The negative rclalion between the GEPS and initial retums can be used to explain

overperformance of IPOS with low iritial rctums. The rclation suggesis that the higher

CEPS, the lower the initial rctums will be. Thus the overpedomance of such issues can

be indirectly linked to the eamings per share ol the stock which may be talen as a sunogate

measure for strength-

The above negatrve relation between the initial retums and l'trTA/share is also logical as initial

retums are negatively related to the holding period retums while the NTA/share is positively

related. The positive relation betwe€n initial re0rms and times ovenubscribed can be explained

by the impression that oversubscription seems to irnply to potential investors. A high

oversubscription would imply great interest in the issue and as such, a great polential in

the issue. Thus potential investo would bid up the pice when it is listed.

5. SIJMN{ARY AND CONCLUSIONS

Untike the study by Ritter (199i) and Shaw (1971), this sflrdy showed that a stralegy of irvesting

in IPOS on the tust day of official trading and holding them for one to three years yield positive

The rcsults of this study also indicated that stocks with ioly inilial rctuq$-pg4q|lqed bCtle{ ll'l?n

"Lq:F !/jLEeI,JA!4,r9!ra'! As such, it se€ms here that initial narket performance of IPOS

may be of predictive value in selecting stocks for subsequent performance. Similarly, the sample

of IPos also performed to exp€ctation wherc more established fms perfomed better than less

established ones. The difference in perfomance betwe€n such finns is also more apparent oriy

in the longer mn. A higher initial renml is also observed for less established firm! The small

fifm effect appmendy exists also in dle IPO mar\-e!. -Sma[ siz€d firrns are observed to perform

better than bigge. sized firrns as sho\rn by both the CAR and holding period renrms. However

ihis firm size effect is more apparcnt jn the long run dran in the shon mn.

Between the three factors, initial retums seem to exert the strongest influence on the stock retums

both in the short and long run. The other two factors exert their influence only in the longer tenL

The number of times the issue is ove$ubscribel. its NTA/share, goss dividend per share and

times dividend covered ffe also found to be significandy related to the size of the initial ren]ms.

Th;s study I
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