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underwdten price IPO\ at a level which eam uninformed investorc the risk-free rate of

return. Informed investors in Rock's model have perfect infomation about IPO'S and therefore

ealn returns at least equal to the risk-ftee rale Reiurns to inforned investors are higher

the more valuable thei. informalion since, as Rock notes, an informed investor bids "for

nispriced securities... and obtains some rcnuneration for showing where capital should

besl be allocated:' (Rock, P. 187).

Koh and \Valter (1989) and Keloharju (1993) test Rock's rnodel using publicly available

rationing data and classifying uninformed investors as those requesting smal number of

shares. Both appear to confirm Rock's Fediction that uninformed IPO investon earn tbe

riskless rate of relum. However these findings are weak since. in both studies' the average

rctum to uninfomed investors was positive, with just enough variabilitv to nor reject the

null of zero average retums. In addition. in both studies inforlned invesrors earned l€ss,

on average, than uninfomed investors- The statistical significance of this result is not reponed

in Koh and Walter but their FiguE 2 shows average retums declining with the number

of shares requested. Keloharju shows thal average IPO renrrns become significanlly negative

after the number of shares requested is worlh more than 200,000 Finnish marks r Brannman

(1992), in a study of Malaysian IPO\, also finds small investon eaning positive averagc

rerurns and. afler a given level, negalj\e average relurns Io large invenon.

The purpose of this study is to provide addilional eYidence from Singapore that small

investors realize positive returns from IPO panicipation and that large investors often lose

The procedure fo. rationing oveEubscribed issues in Singapore has changed since th'

Koh and Walter study, giving smail investors greater plioritv in share allocations

Assuming unrestricted entry into the uninformed investor category. a known greatet

allocation of shares should result in relatively more uninformed participatjon. uniil tE

expected ex-ante retums lo the uninformed category equal tbe risk-free rate of rate relurt-

However, as is seen below, the ex-post results show that the retums from IPO participatia

to the uninformed investor category have been greater than the risk_free rate

SINGAPORE IPO'S

Shares in Singapore inirial public offerings are underwritten by investmenl banks ad
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offered to the public via a subscription process 4 Investors request a p,rticular number

t Kel.harju (1993, jJ 264), Table 2
a FhN ;a! a.w .it ose eithet loo% subtcrifti.a .r 4 nitture .t subetirtbn ond ktuletirg h rluce tla

new issuer with the publir. All new nsud oalrzed thk lldler werc lluced usi,8 the :ub:criPtha ltnta
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WIN

l--l day-l---7 Days--l---------14 davs--------l--7 davs--l

-3,000 Balloting +2,000 sell +1,482.25

LOSE

l--1 day--l--a days--l------.------------------24 Davs------------l
-3,000 Balloting +3,000

The expected gain ftom participating equals the expected gain ftom playing and winning

plus the expected gain from playing and losing, i e EV(play)=EV(Play and win) + EV (play

and lose). Let R be the number of shares requested, W the number of shares won, r tltc

daily rate of retum ftom investing elsewhere, LP th€ listing price on the opening day

fading, SP the subscriptiod price, and P(win) the probability of winning Evaluate all

flows a! the end of th€ balloting Pocess, 29 days ftom the initial application to get:

Ev(play and win) = [(R-W)rSP*(1+rF +W+(LP-SP)] *P(win)

Bv(play and lose) = R*SP*(1+r) !+[1-P(win)]

The expected retum in this examPle is $3485.?0 times the Probability of winning

$3005.92 times the probability of losing. The cost of participating is $300716 (29

of retums on the apPlication funds'of $3'000) The excess retum is the difference

the exDected return and the cosl of particiPating'

DATA

The exp€cted retum is influenced by the number of shares requested, the

of winning, the number of sharcs won by successful applicants, transaction cost

with batloting and se idg any shares that are won, and the selling price on the

day. Information on the first three influences is glven in newsPaper reports of the

rcsults.6 Table 1 shows the balloting results for SAl- Industrial l'easing and Hotel

Limited shares. The SAL sharcs were balloted on July 16, 1991 and the Hotel Plaza

on June 19, 1990. Each SAL aPPlication for I'O0O shares had a 1/10 chance of

and 1,000 shares were allocated !o each widner Each SAL apPlication for between

and 9,000 shares had a U5 chance of winning and winners were allocated 1'000

o AUw Drobob tut aft detPmined ?\'Por clla the battutinS a 'u^ A^ iaaior\rPtitul n aM'41,
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On February 8, 1990 the Singapore Stock Exchange issued new regulaiions, eff€ctivc

ifimediately, giving the SES morc authority over the raaioning system and requiring tha!

investon requesting between one and nine thousand shares be allocated at least 30 Perce0r

of the issue. Prior to this d€cision, the balloting was detemined jointly by the issue€

the issue manager, and the exchange. The present study's sample of 36 IPO'S includes

all but thre€ from the February ruling to the end of 1992 and two from 1993. The thret

excluded issues were Horiguchl, Singapore Computer Systems, and KePpel Intergrated

Engineering. Balloting infomation for Horiguchi, listed on July 10, 1991 was not availabk-

The other two issues were placed tfuough a mixture of tendering ard balloting for tlE

.dErE

!aa.r:
br

XEf

4i!d
fixed price por|ions. The fixed pdce portions for these companies were ove$

but detailed balloting information was not available.

Four issues, Swens, rcI, Kay Hian James Capel, and Courts were

and all participants in these issues received the number ofshares they {equesied.

in the present study was dealt with by adding an observation, with a probability of

equal to one, to each participation caiegory. The numbel of shares won by parti

in undersubscribed issues is assumed to equal the start of the interval when the

price is less than the price on the listing date and the mid-point of the inte al

the subscription price is greater than the price on the listing date. This assumption

downward the retums from participating.

RESULTS

The average Method I and II excess rates of retun and nominal returns,

at the closing price on the listing date, are shown in Tables 2 and 3. 'The average

nominal return is the differcnce between the average anounts eamed by participanng

various levels less the amounts which could have be€n earned by not participating

excess rate of return figures are the excess nominal retums as a percentage of the

which could have been eamed by not participating. Table 2 reports the Medod I

of interval) results and Table 3 reporc the Method tr (mid-point of interval) results.

one glves th€ number of shares requested, in 1.000 share units. Column two gives

dr-E
t3.oe
aTr -

fai

6:
LE Il

-id

O95 lr

3 M.thad (tlv niA-toint n.thotl) occbionalt invol,.d cslcrltins patticiPatio^ l.eels lor oPen'.nded
Th. ti.6 of thesz inte1ak wete 8trnal to equo! &e si.es oJ the iMdidelt pEcedinc i,tetuak n
M avenEe .aud b. cal.ulated. 14 1'dbte 1, the l4st SAL Paticipation catryory e6 63uh.d b b.
20,00A-29,999 a the Lst Eotel Pltza cd4ort Jrch 30,404-39,999.
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€qual to the prime rate plus two percent yielded lower avemge excess retums (and greaGr

avemge excess losses) than using the savings deposit mte Since greater income is for€gonq

ahe effect of using one or the other becomes more pronounced as the number of shares

rcquested gows. The difference beM€en lhe prime plus two percent and savings deposit

rates tanged bet' eErl s.nEa and 6 1% during the sample period

CONCLUSION

If there are exPected ex-ante gains fiom participating in Singapore IPO'S rclativc

to eaming income elsewhele, then the investsnent community should resPond by i

the number of applications. The numb€r of applications should indease until'

to Rock (1986), the expecteal ex-ante risk adjusted retum to uninformed investors

ahe risk-ftee rate of rctum. Moreov€r' investors with greater information' assumed in
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Table 2:

Average Exc€ss ReturDs . Start of It ervat Method (I)
(st!trrlord errors ir Peruth€Ees)
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Q.r2)
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o.04)
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(0.4s)
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