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Abstract

Initial public offering (IPO) has been well known to be underpriced initially and under-
performed in the long run. However, whether an IPO is underpriced or not strongly depends
on how to measure the fair value. This paper hand collects data of IPOs newly listed in Korea
market when whether IPO is overpriced or not is clearly distinguishable. The overpriced IPO
refers to as the one the underwriters buy back after the listing. With the data, the paper
examines that IPOs are overpriced and that the characteristics are related to the underpricing
at the aftermarket dates and the performance in the long run. The data of clearly overpriced
IPOs are little available from other IPO markets like US IPO market.

From the data of IPOs listed under the underwriting rule of market stabilization, the results
obtainable are the followings. First of all, the average initial return 70% of the underpriced
IPO at the aftermarket dates is greater than the one 40% of the overpriced one. The
overpriced IPOs are priced highly over the mid prices of the price bands at the pricing dates
and then supported by relatively higher subscription rates of individual investors. The probit
analyses moreover report that individual investors do not distinguish the overpricing of IPOs
from the underpricing. These imply that the overpricing is strongly affected by the
underwriting rule on the initial pricing.

Keywords: Initial Public Offering (IPO), Market Failure of IPO, Market Stabilization of IPO,
Overpricing of PO, Underpricing of PO
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Table 1. Distribution of IPOs by Year and Industry
Panel A. IPOs by Year and Underwriter

re

F 3 AFERE A R

7

Year Underwriter IPOs (A) Underpricing (B)

Overpricing (C)

Failure Ratio (C/A, %)

All 316 233 83 26.27
Top 5 201 160 41 20.40
Others 115 73 42 36.52
2001 All 125 103 22 17.60
Top 5 79 68 1 13.92
Others 46 35 1 23.91
2002 All 141 113 28 19.86
Top 5 89 78 11 12.36
Others 52 35 17 32.69
2003 All 50 17 33 66.00
Top 5 33 14 19 57.58
Others 17 3 14 82.35
Panel B. IPOs by Industry
Industry IPOs (A) Underpricing (B) Overpricing (C) Fa('lcl;/:i }3/3“0
Agriculture, forestry and fishing 1 1 0 0.00
Manufacturing 191 136 55 28.80
Sewerage, waste management,
materials recovery and remediation activities 1 L 0 0.00
Construction 3 3 0 0.00
Wholesale and retail trade 26 20 6 23.08
Transportation 1 1 0 0.00
Accommodation and food service activities 1 0 1 100.00
Information and communications 74 58 16 21.62
Professional, scientific and technical activities 10 8 2 20.00
Business fagllltles management and business 5 2 3 60.00
support services
Education 1 1 0 0.00
Arts, sports and recreation related services 2 2 0 0.00
316 233 83 26.27
Panel C. Underpricing of IPOs by Year and Underwriter
Year Underwriter  IPOs Underpricing (B)  Overpricing (C)  Difference(=B-C) (T)
All 316 69.73 39.98 29.75** 5.80
Top 5 115 76.62 32.51 44 11* 6.01
Others 201 66.19 45.70 20.49** 2.95
2001 All 125 74.27 14.37 59.91** 7.72
Top 5 79 78.59 6.33 72.27* 7.46
Others 46 72.05 22.40 49.64** 4.30
2002 All 141 67.10 15.16 51.94** 6.89
Top 5 89 77.10 12.74 64.36™* 6.53
Others 52 61.40 16.72 44.68** 4.31
2003 All 50 59.63 78.11 -18.48 -1.30
Top 5 33 47.00 68.61 -21.61 -0.65
Others 17 62.34 85.12 -22.78 -1.41

* and ** denote significances respectively within significance levels 5% and 1%.
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Table 2. Comparison between Under- and Over-priced IPOs by Year and Industry in the

Aftermarket Dates

Underpricing (A)

Overpricing (B)  Difference(=A-B) (T.)

1. IPOs (%)

Market-adusted return 68.97

43.95 25.02**

2. IPOs by Year (Market-adjusted return, %)

2001 71.79 19.28 52.51** (6.89)

2002 67.18 21.15 46.03* (6.16)

2003 63.71 79.74 -16.03 (-1.19)
3. IPOs by Underwriter (Market-adjusted return, %)

Top 5 75.12 36.88 38.24** (5.46)

Others 65.81 49.36 16.45* (2.43)

* and ** denote significances respectively within significance levels 5% and 1%.
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WES AASAL Qle HT ko) g (T) ol5 984l (Table 4)olli= 2001H+E

T-valueo|tt. 2003A7HA] Al SR 31658 i eR

Table 3. Comparison between Under- and Over-priced IPOs in the Long-run
Underpricing (A)  Overpricing (B) Difference (A-B) (T)

1. IPOs (%)
Market-adjusted return 60257 63399 -3142 (-0.04)
2. IPOs by Year (Market-adjusted return, %)
2001 107819 4925.9 102893 (0.51)
2002 25541 174533 -148992¢ (-1.77)
2003 2848.6 8085.9 -5237.3 (-0.89)
3. IPOs by Underwriter (Market-adjusted return, %)
Top 5 145659 128201 17457.8 (0.09)
(01

Others 16447 13763.6 2683.5 0.16)

* and ** denote significances respectively within significance levels 5% and 1%.
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A7 R A7 o] S Bl 54 AARZO] ot 7t A 57 ol ko]
HeE1) ols W7o SAHsES vl Ye|=g ek WAl o] gho] 03} 4ol
ot AuE AR E ko) b (T S AR AREY] ol A e
T-valueo]t}, o] W AolE HolA FRFO| th]/duto
A g P SAWS 2folE AASkaL Rt ks vA 7hsAdol =

QA= Panel Aofl4] Age (W)= 345 we)7] Panel Ao AAJE 7} £l %%%kﬂ a
Ao A AwofA] A=A 9 dAeE U zolof| tfgt t-test AybE ATHEH, 671 &

ElUH, PO price ()= 3-F2] Hkelrl4 I EAWS 5 InBide} Revision ratio”}
oju, Proceed ({9 ¢h= FHFH (=LY} T 3 Jbof] FAROR Fogh AfolE Ko
A= gl S=e) InShr ratio (%)= ) 5’~E—Zr 3 Q= wsEvE g Ao E
A AR WA S O B Sieks 1 2 EXVJ‘) )
gol A4k Hs= ofnfgitt, IﬂBldL. 2y T AAPZIE 20008 el ZHEo] -2 ARt
ofpadol it @C—’w’:@xﬁe ()2 ou]st FARAREO] - =& AAES EF31L, AYY
o, Revision ratio (%)= Wy712S =09 HorsAFGoR el v F8H87H] A&
= ARtet sikbrtel Hato® Ui HlE (= Feol e Etstal Aqlo] sh= Akt 4
712/ (RolS ARrke) sigbrke] wHat) SRS gL, wh] AR 24 ok
-Dejo), ojuf, =905 sk e RS A9 i FEol ek AR QlsiA
UASES R B g 2 e Pl g e = i el e o ol Ald7rA o] WegzHA nnkow shetsiels 7t
T Aol BElE Ve d9-EE WY /do] ATt AAIE Rock (1986)0] A4
A, Al otk FefdAdE ol 271 4 o AR AT THoll A= FARARS ol &
Apof] FEFS wx= Aem Haskal Qleh Hﬁh JrEBtfR o8 QlsfA] e ] A

St Revision ratiox= 42Q0]Zof|A] LyeRd £

=

S A9, PREAE AR 3

Table 4. Comparison in Characteristics of IPOs

Panel A. IPO Characteristics

Underpricing (A) Overpricing (B)  Difference (=A-B) (T.)
Age (years) 8.72 9.34 -0.62 (-0.74)
IPO price (KRW) 5730.7 6840 -1109.3 (-1.26)
Proceed (KRW 1 Bil.) 8.02 8.84 -0.82 (-0.81)
InShr ratio (%) 19.68 19.74 -0.06 (-0.06)
InBid 362.3 507.4 -145.1** (-3.06)
Revision (%) 100.9 96.93 3.94* (2.09)

Panel B. Firm Characteristics

Underpricing (A) Over (B) Difference (=A-B) (T.)
TA (KRW 1 mil) 18.82 25.44 -6.61 (-1.97)
ROE (%) 14.58 15.02 -0.44 (-0.36)
Leverage ratio 0.91 1.06 -0.15 (-1.35)

* and ** denote significances respectively within significance levels 5% and 1%.
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Follgt M AR A
HohEl gt o) SAlo] BslE B
wzol Hoke aA) HlAE FAR A7)
Furs AldHom A7) i wa, a7t
sl AR o o] MR oA Rkt
A2 9 Mol 8% At gk
Revision ratio’} Aftfjado =

(]
122 oFe] glojaks e EAAS0| ol

HJoko. Bl uf

=)

ek flolBE o 94| mgr} Fmel
W7kzjo] se) ANEIUE H5Ao] 88 o
ugie), ol RoFAE W Snelols 7t
A2A0] FAaAS S Aol Tt AT
ol QbAQl FAfolct, | ele] B
Sol that L 7he] Bakgre st 9l

Leverage ratiox= 212} AR A3 A| A% A}
KA, SAMEReE (%), W AREe] &
e ofufeich, =
9 E7E s 7 Ao

rTr rin

Al oF

(Table 4Yol A E Zak= QoFs] =y

HopgEel w1, FaclEvide] Bikuct
o] £& FRESo| o Wl 1o
| Q9] B FRET} AL Ex 17

A= Hu¥l Overpricings FHHP=
ki, (Table 4) oAl A=A Algf--5t B
7 SAES A¥HrR sk 9
A& 7Rke s Zryl S|9EAE AR
A A oA SYHSES A HollA A
Bl

Overpricing= a,+ a, Age+ a,IPOprice+ a,Proceed+ a,InShrratio+ a;InBid
+ ag Revisionratio+ ag Top5+ a, TA+ ag ROE+ a, Leverage+ e; (M

Table 5. Correlation Matrix among Characteristics of IPOs

Var.

Age 1.00
IPO price -0.01 1.00

Proceed 003 039 1.00

InShare Ratio | -0.04 0.14*  0.03 1.00

InBid -0.11  -012* -0.12* -0.23* 1.00
Revision -0.11  011* 014 -009 003 1.00

Top 5 -0.02 -009 011 0.01 -0.02  0.02 1.00

TA 0.29 0.11 0.60* 000 -009 -012 0.09 1.00

ROE -0.18* 047 035~ -0.03 0.14* 0.04 0.06 0.06 1.00
Leverage 003 -005 -007 0.00 -0.14* -011* -0.06 026" -0.36" 1.00

* and ** denote significances respectively within significance levels 5% and 1%.
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Table 6. Results from Probit Analyses

Var. Model1 Model2 Model3

Par. (T.) Par. (T.) Par. (T.)
Intercept 0.41* (2.11) 0.16* (2.52) 0.28 (1.32)
Age 0.00 (0.96) 0.00 (0.68)
IPO price 0.00 (1.70) 0.00 (1.85)
Proceed 0.00 (0.55) 0.00 (-0.05)
InShr ratio 0.00 (0.44) 0.00 (0.51)
InBid 0.00** (3.56) 0.00** (3.72)
Revision 0.00* (2.37) 0.00 (-1.96)
Top 5 0.09 (1.78) 0.10 (1.86)
TA 0.00 (1.50) 0.00 (0.72)
ROE 0.00 (0.70) 0.00 (0.18)
Leverage ratio 0.04 (1.19) 0.05 (1.54)
adj R2 0.05 0.01 0.05

* and ** denote significances respectively within significance levels 5% and 1%.

HAmgol| A Proceed, Shr ratio, InBid,
Revision ratio, ¥ Top5+= Alif3i e W
F=oln, AdoflA et viel ) Tops
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AL 2491 578 Aol 19 ke, TLEA
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