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It has also been hypothesised that newly listed slocks show a pattem of first rising through the

listing and falling thereafter. To analyze stock pdce movements subsequent to listing, we collected

lne closing prices for fte tust week (5 dayt of trading, rne closins end-of-week pdces for dle

first six months and the prices one year after Listing.

2. PRJOR RESEARCI{ OF NEW ISSIJES

A large number of studies on new issues has been canied out on the stock exchanges in the United

States, dre United Kingdorn and Australia. Among those are studies by Reily and Hadield (1969).

Sto[ and Cu ey (19?0), McDona]d and Fisher (1972), Ibbotson (1975). Reily (1977) and Ritter

(1984) in the U.S.. Davis and Yeomans (1976), Buckland, Herbert and Yeonans (1981) in the

U.K., and Finn and Hignarn (1988) in Australia. These studies rcponed that the new issues showed

pssr€vsj!i!d-p9&q4!EUgy9l9-Sera49!@s the offering plqQ &lbe p4c!3!-l!lre e-nd

oi ile lrst leetlJ firs! 4941q gqgadi4s.

This positive initial perfomance, as suggested by the autho$, E@ !ql!te!p!9!tC_!U!!!!!!!e!s- ._

Underpricing has also been obsen ed in Slngapore by Koh and Te€ (1985) and Wong and driang

(1986). Underyricing neans the issue price of new shares of stock is lower than the market pnce

when trading begins.

Autho$ have attempted to explain this under?ricing phenonenon. In the U.S., Baron (1982) argued

that the discount is due to d"" SCp@! 1a&gSidq'r ol !@investrnent bq!&qr who sets the pdce

and distributes the issue. Parson and Raviv ( 1985) argued that the discount is a resuir of asy,!qr-!e!jp

infomHtion among investors, and they expiained how bodl seasoned and unseasoned otrenngs

are, on avemge, uderpriced. Rock (1986) proposed thai fte issuing firm and investors are uncertaln

abour the value of rhe new issues and that shar€s must be offered at the discount to guarantee

purchase by the uninformed investors.

FiIIn and Highan (1987) who sludied issues on the Sydney Siock Exchange over a period of i2

years, suggested $at the joinr process of initial issue cum listing, the lisring requjrements and the

vesling of alocatior rights to issue in the broker plus barrien to entry to stockbroking facilitated

underpricins.
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Malaysian incorporaEd companies were effectively delisted ftom l}le Stock Exchange of Singapore

(SES) on 1 January 1990. A similar move was made by Singapore' resulting in the delisting of

all their companies on The KLSE on I January 1990

On 11 Novenber 1988, The KLSE launched its Second Board, and bv 3l December 1989, two

compades were listed on this board Companies listed on lhe Second Board are smaller in size

and younger in age compared to those on the Main Board.

Table 1

NLMBER OF COMPANIES LISTED ON THE KLSE BY
COLTNTRY OF INCORPORATION (1973 - i989)

Year Malaysian Singaporc Oth€rs Toral

19',73

l9'74

1975

t9'76

l9'77

1978

r9'79

1980

1981

)982

1983

1984

1985

1986

1987

1988

1989*

163

t67

r'73

l'7'7

180

185

182

187

194

204

218

222

2n

232

238

251

69

6',7

67

59

57

51

5',7

55

5',7

51

57

5',1

55

53

53

38

34

27

20

l6

12

12

1l

tl
ll
8

6

6

5

1

3

262

264

268

20+

256

253

253

250

253

26r

2',71

282

294

288

291

29s

307

\[
:1,

Th

Sh

* include two Second companies

Da
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as being one of the objeciives of our sludy. There were only 44 companies that had the information

on oversubscription mte.

ln additjon, thineen closing markel pdces were obtained: dre first 5 oading days; month-end prices

of the frst rbrough sixth months and the lwe1fth month afler hading. ln choosing the fust month-

end price. the month being considered was the month when the initial listing was rnade if listing

fell on the first till ihe 15dr of the mondr. ff, on the other hand, inilial listing fell on the 16th

onwards, the following monlh-end would be considered as first month end Besides prices. se.toml

indices were also obtained. (lndustial index was also used for Trust companies and ihose listed

on the Second Board since thele werc no established indices for boih seclors).

5. DATA ANALYSN

In our analysis, risk yas 3lsumed-to blcglqtqlt and thus the data werc not adjusled for dsk

In fnding out the change in price and the excess retums on the selected dates, we adopleal a

simple model, similar to the one used by Bames (1978) in his research to find out if therc is

any significant change in share prices.

First of all, indices for relative price change and rclative index change werE computed for all

companies on each date. KLSE secloral indices were used herc in order to remove the influence

ol 44{kcL4_o.JC!E!tq. The differcnce betwe€n both indices computed was then calculated on

each date using the folowing formulai

wherc Di

Itt
Iif
Ptt

Pif

T}

in

Th

Zl

To

Di=
Pif Iif

differcnce for ,l1 company

KLSE sectoral index on I date

KLSE sectoral rnder on r-r odte

share price of firm on a date

share price on r-1 date

I: :r

The av€rage pdce difference Gd) would dlen be calculated as + = >n -1 Dt /n where n = number

of compaDies in the sample- We refer t as avemge excess retums wherc I is the first day of

listing and r' is the ias! day for subscription
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Table 2

AVERAGE EXCESS RETLTRNS

Industry
Number of RetDms

(s.) Dal o

Industdal & Comnercial

Propery

Plantation

Trust

Hotel

Second board

Overall

,7

2

2

I

2

63

125.00

117.50

114.50

n.50

23.99

19.74

56.86

I14.60

Day I

Montl

Montl

Montn

Monti

Morttr

Montn

Table 3 sbows the daily percenlage change in price, lhe Z_values and the cumulative percentage

change in price alter the inilial listing. There have been very litde changes; the price dropped

nerely by 0.0697c on the second day folowed by an in$ease of 0.237ol., 0.196qo :r,l0O8OEa

on the third, founh and fifth day respectively. The small Z-values indicale thal the changes were

not significant.

Table 3

DAILY PERCENTAGE CHANGE IN PRICE

Day of
listing change (%) Z-values

C mulative
change (7.)

1io2
2to3

3to4

4to5

{.069

0.23',7

0.196

0.080

-{.118

0.355

o.3t2

0.n2

{.069

0.168

0.364

0.1'15

The results of our study on the monthly changes are shown in Table 4. Again, the

Z values of less rhan 1.96 and greater thsn -1.96, indicate that the changes were noi significant

The small

the initial

is similar r
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It is consistent with the efficient market hypothesis, which implies that one wil mate no abnormal

rctums if he participates in the markel on llle first day of listing and thereafter.

The result of ihe analysis for correlation between

relums shows a correlation coefficient. r = 0.6383.

corielalion belween the number of times shares

r.e!q!|.

7. CONCLUSION

the oversubscdption mte and excess

ThLs means that tiere is a tGailjla4

r98{

Indu
Coldwere oversub-scribed rnd rhe e\cess

Ba.ed on fie fi,rdings of rhi. .tl-d'. $c can conclude fiar there i. ro ,iEnificanr changq rn plses

after the shdres were iisted on the gghange. Though the retums are high on lhe first day of trading,

they are small and insignilicanr after that. Price changes in the tust week of tadlng, the lirsi si\

months and one year after listing werc small and insigdficant. This finding is similar to most

of ihat foxnd on the other exchanges as observed from odrer research. lr is consisient with the

efficient market hvDhothesis which imDlies ihat one will not rule an abnonnal rctum if he

panicipale,g iq !!q! !rk€! on lhe first day of Lisiing 4qd thereaftej.

Thjs sludy also analyses if there is any rclaiionship between the number of timcs shares were

aversubscribed and iheir excels retutns for ?14 new equity issues. It is found that therc is a significan.

posilive relatonship between the two variable!. Sharcs oblainin-s high over-subscription rate tend

to obtain high excess retums. This is probably due to ihe large spread between the highest and

lolest valuex of the variables. The range for the oversubscription rare was from 0.38 to 132.40

.nd the excess etums percentage ranges from 27. to 3727..

Although our findings have tumished evidencc on the perfomance of new stock issues after their

listing on The KLSE until one year later. they do not explaln the ljgrqs that might influence

-S" qt4. 9!!E.I99C! Iqtjms. The corelation coelficient only expresses the exten! to which tie

rwo variables are related and does not estabUsh any causal iink between them. Future studies

could focus on this matter in attemptrng to clalify the initial perfomance of new issues upon

listing.
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