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CHAPTER 1 
INTRODUCTION 

 

 An important issue in IPO literature is the efficiency of IPO selling methods, and it has 

been the subject of considerable theoretical and empirical research.  This thesis develops and 

tests a theoretical rationale on the choice of IPO selling methods, discriminatory auctions 

versus fixed-price offerings, in Taiwan. 

 

1.1 Theoretical models on the choice of IPO methods 

 Recent IPO literature that has modeled the choice of IPO selling methods includes 

Benveniste and Busaba (1997), Chemmanur and Liu (2002), and Sherman (2003).  These 

theoretical models, assuming asymmetric information exists either between investors and 

issuers or among investors, have yielded empirical predictions that relate firm characteristics 

to the choice of IPO methods. 

On the other hand, some IPO literature has examined the relation of market conditions 

and firms’ going public decisions.  For instance, Subrahmanyam and Titman (1999) and 

Benveniste, Busaba, and Wilhelm (2002) theoretically show that when a firm goes public, it 

produces information spillovers, and the information produced is valuable to firms planning 

to go public. 

In addition, more recent literature on IPOs have empirically investigated the role public 

information plays in IPOs; some authors show that a huge degree of variations in IPO 

under-pricing can be predicted using market information available prior to the IPO date; for 

example, Bradley and Jordan (2002), Derrien and Womack (2003), Loughran and Ritter 

(2002), and Lowry and Schwert (2004) all empirically document IPO under-pricing is 

affected by public information variables, such as market index returns and initial returns of 

recent IPOs. 
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Given the fact that market conditions affect not only firm’s going public decisions but 

also IPO under-pricing, we conjecture when issuers choose from among IPO selling methods, 

they might well condition their choice on market conditions.1  With this hindsight, we 

develop a theoretical model of the choice of IPO selling methods which incorporates 

market-related factors.  Our model yields several testable hypotheses that relate market 

conditions and IPO characteristics to the choice of IPO selling methods. 

 

1.2 Empirical studies on the choice of IPO methods 

The second objective of this thesis is to conduct an empirical study on the hypotheses 

developed above on Taiwanese issuing firms.  While most of the empirical research has 

focused on the underpricing difference between IPO methods, the issuer’s choice of IPO 

methods has received little attention.  Our study tries to fill this gap. 

Since the predictions of the Chemmanur and Liu (2002) model are related to firm 

characteristics, and ours to market conditions and IPO characteristics, we also incorporate 

firm characteristics into the study to examine which set of variables can better explain the 

issuer’s decision on the choice of IPO methods. 

 

1.3 Underpricing difference between IPO methods 

The third objective of this thesis is to examine the underpricing difference between IPO 

methods.  Of previous studies on the underpricing difference, most suggest that IPO auctions 

tend to be less under-priced compared to other selling methods.  Notable is the study of 

Derrien and Womack (2003), who, using French data, document that IPO auctions are less 

under-priced than fixed-price offerings.  In addition, although not a direct comparison 

between auctions and fixed-price offerings, studies of the Kandel, Sarig, and Wohl’s (1999) 

                                                 
1  Ritter and Welch (2002) also favor that future studies based on behavioral explanations might bear 
fruit on the understanding of IPO activity 
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examination on the Israeli auctions, the Pettway and Kaneko’s (1996) on the Japanese 

auctions, and the Liu, Wei, and Liaw’s (2003) on Taiwanese auctions seem to suggest that IPO 

auctions lead to less under-pricing.  However, Kutsuna and Smith (2001) cast doubt on the 

conclusion for Japan, suggesting that for Taiwanese IPOs it warrants a further examination on 

the under-pricing difference of auctions vis-à-vis fixed-price offerings. 

In addition, it might well be issuers’ choosing an IPO method unfitted for firm 

characteristics and to recent market conditions, instead of the IPO methods per se, that results 

in the underpricing difference between IPO methods.  And our study will try to shed some 

light on this issue. 

 

1.4 Objectives and contributions 

Several studies have theoretically compared advantages and disadvantage between 

different IPO selling methods.  For example, Benveniste and Busaba (1997) consider 

whether book building or fixed-price offering is more profitable from the issuer’s point of 

views; Chemmanur and Liu (2002) consider how issuers will choose an IPO selling method 

between uniform-price auctions and fixed-price offerings; Sherman (2003) consider whether 

book building or a discriminatory auctions is more profitable also from the issuer’s point of 

view. 

This thesis will develop a model that also considers whether discriminatory auctions or 

fixed-price offerings are more profitable from the issuer’s point of view.  We incorporate 

market conditions and Miller’s (1977) divergent opinions into the model.  Therefore, our 

model might contribute insights from the market’s perspectives to the understandings of the 

issue of how issuers choose an IPO selling method. 

Next, we, using a sample of Taiwanese issuing firms, conduct an empirical study against 

hypotheses developed from our theoretical model on the choice of IPO methods.  These 

empirical tests enable us to infer whether market conditions or firm characteristics are the 
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primary factors issuers consider when they choose an IPO selling method. 

Finally, several studies of comparing the under-pricing difference between IPO methods 

suggest that IPO auctions tend to be less under-priced compared to other selling methods.  

Notable is the study of Derrien and Womack (2003), who, using French data, document that 

IPO auctions are less under-priced than fixed-price offerings.  In addition, when choosing 

between an IPO auction and an fixed-price offering, issuers might not act optimally; that is, in 

terms of the implication of the Chemmanur and Liu (2002) model, the selling method issuers 

choose is not the equilibrium one; and this in turn raises a related question:  How does 

issuers’ selecting an IPO method unfit for firm characteristics and to market conditions affect 

under-pricing?  Our study will shed some light on this question as well. 

The thesis is organized as follows:  Chapter 2 reviews IPO literature that is related to 

our study.  Chapter 3 develops a theoretical model on the choice of IPO methods, and we 

hence propose several testable hypotheses.  Chapter 4 describes the sample collection and 

methodology.  Empirical results are reported in Chapter 5.   Chapter 6 concludes the thesis. 


