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TABLE 3.1 
 

Model Comparisons 
 

Factors that affect the 
choice of selling 
method 

Benveniste and. 
Busaba (1997) 

Chemmanur and Liu 
(2002) 

Sherman (2003) Our model 

Market conditions     

1. Marker return, 
Initial return 

   The usage of auctions 
is positively related 
to market conditions.

2. Market Risk 

Firms with more 
price uncertainty are 
more likely to prefer 
fixed-price offerings. 

   

IPO characteristics     

Issue size 
Small issues are 
likely to be placed by 
a fixed-price offering 

  If the offer size is 
large, issuers tend to 
use auctions. 

Fraction of equity 
sold 

 Firms selling larger 
fractions of equity 
will choose auctions 

  

Firm characteristics     

1. Issuers’ risk 
aversion 

Firms with greater 
concern for risk are 
more likely to prefer 
fixed-price offerings. 

   

2. Information 
asymmetry 

 If a firm is young, 
small or suffers from 
a greater extent of 
information 
asymmetry, it will 
use a fixed-price 
offering. 

A firm will use 
auctions if it is: 
1. large, well 
established, with a 
large, dispersed 
customer or 
employee 2. in an 
industries that are 
well established and 
widely understood 

 

3. Future capital 
needs 

Firms with greater 
future capital needs 
are more likely to 
prefer book-building. 

   

4. Divergence of 
opinions 

   When the extent of 
divergence of 
opinions is great, 
issuers tend to use 
auctions. 
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TABLE 4.1 
 

Descriptive statistics of IPOs from December 1995 through December 2000 
 
Our sample consists of 364 IPOs from December 1995 through December 2000.  Of these 364 IPOs, 
280 firms use the pure fixed-price offerings and 84 firms use the hybrid auction to distribute their 
shares.  Of the 280 pure fixed-price offerings, 62 issues initially began trading on the Taiwan Stock 
Exchange (TSE) and 218 issues on the OTC market.  Of the 84 hybrid auctions, 47 issues initially 
began trading on TSE and 37 issues on the OTC market.  IPO amount is the product of IPO shares by 
the offer price for pure fixed-price offerings, while it is the product of IPO shares by the middle price 
of initial price range for hybrid auctions.  Sales, assets, and equity are the figures in the year preceding 
IPO year; and age is the number of years from the inception of a firm to its IPO year. 
 

       Fixed-price offerings Hybrid auctions 

IPOs by exchange   TSE  62 47 

  OTC  218 37 

  Total  280 84 

      

IPOs by industry  Traditional  149 39 

  High-tech  131 45 

  Total  280 84 

      

IPOs by IPO year  1995  3 1 

  1996  52 11 

  1997  8 19 

  1998  33 29 

  1999  95 15 

  2000  89 9 

  Total  280 84 

      

    Mean Median Mean Median

IPO amount (NT$ millions)    394.4  173.28 1692.33 523.13

Fractions of equity sold   7.28%  6.39%  9.66% 8.55% 

Sales (NT$ billions)     3.11    1.33    6.59   1.81

Assets (Book value)(NT$ 

billions)   11.13   1.55   9.68   2.20

Equity (Book value)(NT$ 

billions)    2.33   0.79   6.34   1.12

Age (Years)   17.47   14.7  16.44  14.54
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TABLE 4.2 

Descriptive statistics of market condition variables and initial returns 

This table reports the descriptive statistics for market condition variables and initial returns on 364 
IPOs from December 1995 through December 2000.  Market index return variable, which captures 
market conditions, is constructed as a three-month weighted average of the buy-and-hold returns of the 
Taiwan Stock Exchange index and the weighted are 3 for most recent month, 2 for the next month, and 
1 for the third month before the issuer’s choice of hybrid auctions or fixed-price offerings, which is 
three weeks before the IPO offer date.  Market volatility variable, which measures recent market risk, 
is constructed as a three-month weighted average of the arithmetic average standard deviation of 
market returns for each of the three months before the issuer’s choice of hybrid auctions or fixed-price 
offerings.  Initial return variable, which measures initial returns of recent IPOs, is constructed as a 
three-month weighted average of the arithmetic average initial return of recent IPOs for each of the 
three months before the issuer’s choice of hybrid auctions or fixed-price offerings.  Ir_ipo is the initial 
return of our 364 IPOs without adjustments of the market index returns over pre-listing period, while 
Ir_adj is the initial return with adjustments of the market index returns over pre-listing period. 
 

    Fixed-price offerings   Hybrid auctions

Market index return variable (%) Mean -0.85  -0.05 

 Std. dev.  8.30   7.37 

 Median -0.68   -0.03 

     

Market volatility variable (%) Mean  1.76   1.55 

 Std. dev.  0.44   0.36 

 Median  1.70   1.59 

     

Initial return variable (%) Mean 15.03  20.08 

 Std. dev. 15.68  17.99 

 Median  9.27  16.56 

     

Ir_ipo (%) Mean 16.86  21.13 

 Std. dev. 32.99  29.49 

 Median  8.91  14.82 

     

Ir_adj (%) Mean 16.31  21.86 

 Std. dev. 30.21  26.32 

 Median 10.23  15.90 
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TABLE 5.1 
 

Probit analysis of the choice between fixed-price offerings and IPO auctions 
 

The table reports coefficient estimates, with p-values in parentheses, from binary probits of 280 
fixed-price offerings and 84 IPO auctions.  The dependent variable takes on two values denoting IPO 
auctions (Y = 1) and pure fixed-price offerings (Y = 0).  Mkt_rtn, Mkt_vol, and Ir_cipo are, 
respectively, the market index return variable, the market volatility variable, and the initial return 
variable defined in Table 4.2.  Age is the number of years from the inception of a firm to its IPO year.  
Fra_ipo is the fraction of equity sold in an IPO.  Hi_tech is a dummy variable equal to 1 if the firm is 
a high technology firm.  Ln_sale is the natural logarithm of the yearly sales preceding the IPO year.  
Ln_amt is the natural logarithm of IPO amount as defined in Table 4.1. 
 

 
 

 Regression 1 Regression 2 Regression 4
Intercept -9.7907

(0.0000)
-5.2147

(0.0000)
-8.3939

(0.0000)
Hi_tech 0.1581

(0.3375)
0.0325

(0.8570)
Mkt_rtn -0.0120

(0.3842)
-0.0227

(0.1383)

Ir_cipo 0.0138
(0.0343)

0.0155
(0.0225)

Ln_amt 0.4293
(0.0000)

0.5494
(0.0000)

Fra_ipo 4.2552
(0.0085)

6.7572
(0.0000)

2.4147
(0.1748)

Ln_Sale 0.2872
(0.0001)

-0.1816
(0.1164)

Age -0.0130
(0.0880)

-0.0101
(0.2312)

Mkt_vol -0.4613
(0.0311)

Pseudo R-squared 16.13% 8.28% 18.34%
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TABLE 5.2 

 
Initial returns and the unfitting of IPO methods 

 
The table reports coefficient estimates, with p-values in parentheses, from OLS regressions of initial 
returns on the degree of unfitting-ness of IPO methods for firm characteristics and to recent market 
conditions.  Ir_ipo and Ir_adj are the initial returns of our 364 sample firms without and with 
adjustments of the market index returns over pre-listing period.  Unfitting variable takes on the value 
of the fitted value of Regression 4 in Table 5.1 when an IPO is a pure fixed-price offering, while it 
takes on the value of 1 minus the fitted value of Regression 4 in Table 5.1 when an IPO is an auction.  
Hi_tech is a dummy variable equal to 1 if the firm is a high technology firm.  Age is the number of 
years from the inception of a firm to its IPO year.  Fra_ipo is the fraction of equity sold in an IPO.  
Ln_amt is the natural logarithm of IPO amount as defined in Table 4.1.  Ln_sale is the natural 
logarithm of the yearly sales preceding the IPO year.  Auction is a dummy variable equal to 1 if the 
firm is using an auction.  Fixed is a dummy variable equal to 1 if the firm is using a fixed-price 
offering.  Mr_pipod is the market index return, which is constructed as a three-month weighted 
average of the buy-and-hold returns of the Taiwan Stock Exchange value-weighted index with weights 
of 3 for the most recent month, 2 for the next month, and 1 for the third month before the IPO date.  
Ir_pipod is the initial return of recent IPOs, constructed as a three-month weighted average of the 
arithmetic average initial return of recent IPOs for each of the three months before the IPO date.  
Mr_pod is the market index return constructed as previously as of the offer date instead of the IPO date.  
Ir_pod is the initial return of recent IPOs also constructed as previously as of the offer date instead of 
the IPO date. 
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TABLE 5.2 (Continued) 
 

Initial returns and the unfitting of IPO methods 
 

a Coefficients are significantly different from each other at the 10% level. 

    Ir_ipo     Ir_adj   

Regression 1   2 3   4   5    6    

14.7669 17.3876 23.3801 14.2481 20.5028 27.6317Intercept 
(0.0000) (0.5029) (0.3656) (0.0000) (0.3942) (0.2515) 
10.8878 6.8164 12.1009 11.8168 6.4855 9.1329 Unfitting 
(0.1132) (0.4357) (0.1719) (0.0595) (0.4234) (0.2752) 

18.9313 19.2656 18.1172 18.7460 Hi_tech  
(0.0000) (0.0000) (0.0000) (0.0000) 

0.0990 0.0923 0.1199 0.1088 Age  
(0.5019) (0.5279) (0.3803) (0.4231) 
-67.7301 -72.4047 -76.3087 -76.0293 Fra_ipo  
(0.0439) (0.0300) (0.0146) (0.0148) 

4.1219 3.9929 4.3385 3.7959 Ln_amt  
(0.0438) (0.0501) (0.0224) (0.0454) 
-6.2024 -6.3191 -6.7104 -6.4977 Ln_sale  

(0.0020) (0.0015) (0.0003) (0.0005) 
-2.5924 -15.2399 -0.0182 -1.0712 Auction  

(0.5976) (0.0370) (0.9968) (0.8779) 
1.4904 Mr_pipod  

(0.0000)
    

0.2080 Ir_pipod  
(0.0535)

    

1.1792 Mr_pod    
(0.0000) 

 

0.1985 Ir_pod    
(0.0448) 

 

1.7198 Mr_pipod*Auction   
(0.0017)

  

1.5558 Mr_pipod *Fixed   
(0.0000)

  

0.5992 Ir_pipod *Auction   
(0.0053)

  

0.0511 Ir_pipod *Fixed   
(0.6821)

  

2.2318 a
Mr_pod *Auction      

(0.0000) 

1.0719 a
Mr_pod *Fixed      

(0.0000) 
0.1872 Ir_pod *Auction      

(0.3438) 
0.1682 Ir_pod *Fixed      

(0.1465) 

Adjusted R-squared 0.42% 31.02% 32.31% 0.70% 28.78% 29.73% 


