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National Chiao Tung University

ABSTRACT

This research studies companies applying for IPO (Initial Public Offerings) in
Taiwan, analyzes stock price performances before and after companies’ initial
public-offerings, and looks into the reasons causing stock prices to fluctuate
before and after. During the empirical analysis period between January 1, 2009
and December 31, 2011, there were 129 IPO companies listed on Taiwan Stock
Exchange (TWSE) or GreTai Securities Market. After individual interviewing
relevant.-underwriters, emerging market stock dealers, and investors, the
conclusion is as follows.

1. The stock prices of initial public offering companies show the upward trend
before the IPO dates.

Empirical analysis indicates positive spreads between the emerging stock
prices of 20 trading days prior to the last trading day and that of the last
trading day, as well as the emerging stock prices of 30 trading days. The
significance level of each is 0.8% and 0.2%, which confirms the upward
trend of those stock prices. After individual interviewing, the possible
reasons of the upward trend before the IPO date can be summed up, such as
investors expect honeymoon effect after the IPO, IPO companies
aggressively carry out various marketing activities, the uncertainty of IPO
application eliminates, and investors initiate purchasing industry potential
and high performance emerging stocks in advance.



2. The stock prices of initial public offering companies show the downward
trend after the IPO dates.

Empirical analysis indicates negative spreads between the stock prices of 10
trading days after the IPO and the stock price of the last trading day in
emerging market, as well as the stock prices of 20 and 30 trading days
respectively. The significance level of each is 0.2%, 2.7% and 2.9%, which
confirms the downward trend of those stock prices. After individual
interviewing, the possible reason of the downward trend after the IPO date
can be summed up primarily as the emerging stocks cannot be sold in a large
volume in the emerging market. Investors who have bought a lot of emerging
stocks before the IPO date, and investors who participate the IPO
underwriting by lot drawing or book building may choose to sell stocks
during the first 5 day IPO period to lock the profits with limited risks. This
first 5 day IPO period is regulated as the stabilizing period and no up/down
price limits. And the action may cause stock prices;to drop.

Keywords : ' Initial Public Offering ~ honeymoon effect
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(- ) B ol 2k atp 3 B 2y Benfl@fodf 4 > 7 2 - ki
MEHTERTP R F G F o T Bkl ¥ AP g
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Loss = > (GGain

v

B 2.4 z% B fcd A
7R kR - Kahneman, Daniel, and Amos Tverskey.. 1979. “Prospect Theory :  An
Analysis of Decision Under Risk. ” Econometrica 47 , no. 2.
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