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The topic of initial public offerings generated extensive academic
research first in the U.S. during the 1970's and 1980's. This early
theoretical and empirical work produced interesting theoretical
explanationsonthemost important empirical finding about | POs, namely,
the persistence of underpricing. Subsequent work also uncovered other
puzzling phenomena, as for example, the long-term stock price
underperformance of new issues and the existence of "hot market"
periods, when the underpricing is excessively high. The significant
volume of work on new issues conducted on foreign marketswas built
on this earlier research and was due to two important devel opments.
First, thewaveof privatizationsof previously state-owned enterprises,
whichintensifiedinthelate 1980'sand continued throughthe 1990's, and
second, the world-wide raising of substantial sumsof equity in public
markets by privately owned corporations.

Thisspecial issueon IPOs containsfive papersthat report empirical
findings from different countries.

Animportant feature of the market for I POs, documented in several
capital markets, is the tendency of the market to undergo periods of
concentrated activity, whereby the number of new issuescomingtothe
market and the extent of underpricing both appear to substantially
increase. These"hot issue” periodsgenerate strong interest and attention
because of their perceived potential for short term trading profits. Y et,
little attention hasbeen directed towardstheformal identification of hot
and cold IPO markets. Tim Brailsford, Richard Heaney, John Powell
and Jing Shi analyze the behavior of the U.S. IPO market over the
period 1976 to 1998 to formally document the existence of hot and cold
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issue periods and to examine different characteristics of the market,
focussing on the volume and underpricing of new issues, in order to
provideamulti-dimensional characterizationandidentification of hot and
cold IPO markets. By using a regime-switching model that dates
transitions between hot and cold states, and by using avariety of 1PO
activity measures that capture different aspects of PO volume,
proceeds and underpricing, theauthorsidentify anumber of hot periods
over the 20-year period under analysis. They further document aleading
rel ationshi p between underpricing and | PO volume of upto six months,
supporting the contention that the decision to issue is a function of
current underpricing. The authors hypothesize, and their evidence
confirms, that current underpricing containsrelevant informationwhich
the issuers and/or underwriters take advantage of. Indeed, VAR
analysis identifies the lags of stock market conditions and business
conditions as explanatory variables of the number of new issues.
Furthermore, the authors report a strong autocorrelation in the
underpricing seriesand asignificant rel ationship between underpricing
and lags of stock market returns, implying that current stock market
conditions provide some predictive power over the degree of future
underpricingwhichisvaluableinformationtoissuers, underwritersand
investors. These findings constitute as significant contribution to the
literature because they provide new insights into the IPO market.

Previousresearch hasdemonstrated that lessinformed investorsare
lesslikely to receive allocations of underpriced new issues. However,
there hasbeen no evidenceregarding thefactorsthat seemtoinfluence
the demand of different types of investorsacrossIPOs. "An Analysis
of Factors Affecting Investor Demand for Initial Public Offeringsin
Singapore" by Eng and Aw addressesthisissue. Their findings show
that although large (usually institutional) investors consider value
fundamentalsin their demand of | POs, they are morelikely to demand
issues which subsequently are underpriced and perform poorly in the
long run. Theoppositeistrueof small investorswho seemtodirect their
demand towards i ssueswhich areless underpriced but do better inthe
long run. This evidence, coming from an IPO market where the
subscription method is used, provides additional insight into Rock’s
premisethat uninformedinvestorsfail to cons stently chooseunderpriced
issues.

In"TheRelationship between Overallotment Options, Underwriting
Fees and Price Stabilization for Canadian IPOs", Richard Chung,
Lawrence Kryzanowski and lan Rakitaexploretherel ationship between
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overallotment options (OAOs) and underwriting fees, and between
OAOsand price stabilization for asample of Canadian |POs that were
listed onthe Toronto Stock Exchange (T SE) over the period 1984-1993.
Unlikethecasefor U.S. IPOs, the authorsfind evidence that the OAO
has apositiveimpact on the fees charged by underwriters of Canadian
IPOs when they control for factors such as issue size, underwriter
reputation and issuerisk. According to theauthors, thisispossibly one
reason why Canadian firmsaremorereluctant to grant OAOsthan U.S.
firms. Another possible, but completely untested, reason is the
associated significant wealth accumul ationtolarge bl ock sharehol ders
and corporate management of U.S. firmsbrought about by the exercise
of the OAOsinthe case of underpriced IPOs. Astheauthorsstate, | PO
underpricing in Canada is virtually the lowest of any industrialized
country in the world, and PO underwriting fees are lower and less
concentrated in Canada compared to the U.S. Since the likelihood of
significant wealth accumulation for principals of Canadian firmsis
substantially lessthan that for principalsof U.S. firms, Canadianfirms
going public may be expected to agree less often to the inclusion of
additional marketing incentives (such as OAOs) to underwriting
arrangements. While some evidence of stabilization in the market for
new equity issues in Canada is uncovered, no significant difference
betweenthedifferencesin meanreturnsfor the OAO samplecompared
totheNo-OA O samplearefound. Thus, OAOsare probably used more
toaiddistributional motivationthanto aid pricestabilizationin Canadian
markets. The overall conclusion from this study isthat the role of the
OAOQ differs markedly for IPOs in Canadian versus U.S. markets.

Itiswell accepted that the underpricing of IPOsismostly dueto the
ex ante uncertainty about the financial performance of the new issue.
One way to capture this uncertainty is the forecast error of post-issue
cashflow gaugeslikerevenuesand profits. Hartnett and Romcke show
in "The Predictability of Management Forecast Error: A Study of
Australian IPO Disclosures’ that unexpected industry conditions,
proposed usesof fundsand auditor quality aresignificant determinants
of forecast error. Thissupplementsexisting evidencethat thesefactors
aso influence the IPO underpricing. The paper also presents the
interesting finding that using these explanatory variablesto predict the
forecast error of individua issueshasno statistical merit. Therefore, the
authors conclude that the usefulness of forecasts in prospectus
disclosures appears to be questionable.

In "Privatization versus Private Sector Initial Public Offerings in
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Poland,” Wolfgang Aussenegg presentsevidence on boththeshort- and
long run stock return performance of Polish privatization public offerings
(PIPOs) and private sector IPOs. It isinteresting that the sample of
PIPOsincludesall the privatizationsin Poland sinceitstransitionto a
freemarket system. Besidesother interesting findings, thispaper shows
that in its conduct of privatizations, the Polish government sought to
convincethemarketsof itslong-run commitment to private enterprise.
Thiswasdoneby selling ahighfraction of equity early onand accepting
alargeunderpricing. Accordingly, publicissuesof privatized firmsin
Poland do not exhibit the usually observed long-run return
underperformance.

It is our belief that the papers contained in this special volume
enhance our understanding of several important issues of 1POs. We
hopethat youwill enjoy reading them, and that they will stimulateyour
intellectual curiosity to pursue further research in this area.
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