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Information Content of Insider Holding after | PO L ockups:
A Survival Analysis

Abstract

Both Jensen & Meckling (1976) and Leland & Pyle (1977) suggest that the owner can
send a signal to the market about the value of the firm by retaining part of its equity. To
stabilize the stock prices after PO, underwriters usually require a “lockup” provision that
restricts the ability of insiders to sell their stocks for a period of time after the IPO. In
Taiwan, a mandatory two-stage lockup system is enforced by the security-exchange laws.
This study empirically explores the effectiveness of the first stage lockup system, that is, six
months from the date of IPO in Taiwan. We also examine the information content of insider
voluntary holding period after the expiration of lockup requirement.

The Cox proportional hazard regression model, a survival analysis technique, is
employed to examine the determinants for insider holding duration for 295 PO issuers after
the legidation on June 30, 1997. Data for 248 IPO issuers before the legislation are also
analyzed as a comparison. Results indicate that the six-month lockup requirement did delay
insider trading after IPO. In addition, the period of insider holding after lockup was
positively associated with long-term operating performance for an IPO issuer. Our empirical
results support the signaling hypothesis.

Keywords: Signaling Hypothesis, IPO Lockup, Insider Ownership, Survival Analysis
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1. (86/7/1  89/8/30 , =295)
486.4 259.0 525.4

| (t+1) (t+2) | (t+3)
ROA -0.0095 | -0.0088 | -0.0106 | -0.0082 |-0.0424*** [-0.0439***
CFHTA 0.3741 0.6372 -0.1467 | -0.1638 1.2300 1.4701
MVE 0.1548*** | 0.1186** | 0.1032 0.0939 [0.1757*** [0.1528***
SGROW 0 0.0026 0 0.0042* * 0 0.0032
FAGROW 0 0.0031*** O -0.0001 0 0.0027
RD/SALE 0 0.0137 0 0.0055 0 0.0117
TURNOVER 0 —0.4562% * * O —0.4791%** 0 -0.2767
D/E 0 -0.0036 O -0.0112 0 —0.0030
Industry Adj YES YES YES YES YES YES
p-value for 0.046** | 0.001*** 0. 144 0.041** | 0.001*** | 0.001***
LR Test
i . <0.01
** <0.05

2. (82/1/1  86/6/30 , =248)

525.3 317.0 657.3

| (t+1) (t+2) | (t+3)
ROA -0.0194 | -0.0138 | -0.0129 | -0.0138 | -0.0109 | -0.0080
CHTA 0.6658 -0.9209 | -1.2946 | -0.9209 | 1.7317** | 1.8954**
MVE 0.1264 0.0835 0.0813 0.0835 0.0080 0.0109
SGROW 0 0.0036 0 0.0036 0 —0.0009
FAGROW 0 -0.0001 O -0.0001 0 -0.0001
RD/SALE 0 -0.0176 O -0.0176 0 -0.0235
TURNOVER 0 -0.1722 O -0.1722 0 -0.1244
D/E 0 0.0017 0 0.0017 0 0.0008* **
Industry Adj YES YES YES YES YES YES
p-value for 0.145 0.135 0.126 0.135 0.183 0.121
LR Test
i ' <0.01

*x <0.05
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