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CHAPTER 6 

CONCLUSIONS AND SUGGESTIONS 

 

6.1 Conclusions 

An important issue in IPO literature is the efficiency of IPO selling methods.  This 

thesis develops and tests a theoretical rationale on the choice of IPO selling methods, 

discriminatory auctions versus fixed-price offerings, in Taiwan. 

Our model abstracts from information asymmetry and incorporates market conditions 

and investors’ divergence of opinions from the issuer’s point of view.  For firm/IPO 

characteristics, our model predicts that when the extent of investors’ divergence of opinions is 

high, the offer size is large, or the fraction of equity sold in IPO is large, issuers will tend to 

use auctions.  For market conditions, our model predicts that the usage of auctions is 

positively related to market conditions and this prediction is the major contribution of our 

thesis. 

 Our examination of issuers’ choice of IPO methods on Taiwanese IPOs shows that 

issuers condition the choice of IPO methods not only on prevailing market conditions, but 

also on firm/IPO characteristics.  The results are consistent with our model.  Whether we 

can apply IPO data from other countries, such as Israel and France, to test our model deserves 

further studies. 

 We also identify a determinant, prevailing market volatility, which is not discussed in 

our model, important to issuers’ choice of IPO methods.  Our explanation of why issuers in 

Taiwan prefer a fixed-price offering to an auction is based on issuers’ risk aversion.  Issuers 

prefer a fixed-price offering to an auction when the prevailing market is more volatile, for the 

Taiwanese auction is presumably more risky than the fixed-price offering. 

 Finally, we observe that the Taiwanese auction does not lead to less under-pricing than 
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the pure fixed-price offering, but an issuer choosing a selling method with a higher degree of 

unfitting for firm/IPO characteristics and to market conditions will suffer more under-pricing.  

Our results therefore cast doubt on results from previous studies that implicitly assume that 

the IPO method issuers choose is perfectly fitted for firm/IPO characteristics and to market 

conditions.  Whether IPO auctions will lead to less under-pricing deserve a further 

examination. 

 

6.2 Policy implications 

In Taiwan, the auction procedure consists of a discriminatory auction and a follow-on 

fixed-price offering to distribute IPO shares.  The time delay for an auction is twice as long 

for a fixed-price offering.  Particularly, when the prevailing market is relatively volatile, the 

auction procedure will expose issuers to further market volatility.  Therefore, we suggest 

reducing the time delay between the auction and the follow-on fixed-price offering will 

encourage issuers to adopt an IPO auction.  In addition, though issuers may face the problem 

of liquidity constraint proposed by Loughran, Ritter, and Rydqvist (1994), the design of 

non-binding bid in an auction for retail investors may mitigate this problem. 

 

6.3 Possible model extensions 

Several theoretical studies, assuming asymmetric information, have compared 

advantages and disadvantage between different IPO selling methods.  Instead, we abstract 

from the information asymmetry, and incorporate market conditions and Miller’s (1977) 

divergent opinions into the model.  Therefore, our model contributes insights, from the 

perspective of market conditions, to the understandings of the issue how issuers choose an 

optimal IPO selling method.   

However, this model leaves something to be desired and we can extend this model in two 
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aspects: first, the assumption of investors’ opinions distribution being uniform might be too 

crude, and we can refine this model by utilizing other distributions, for example, a normal 

distribution, to describe investors’ opinions distribution; second, in this model, we assume all 

the IPO shares are secondary shares.  Since the proceeds of primary shares are not related to 

issuers’ own wealth, we might extend our model to discuss the condition when issuers are 

allowed to use fixed-price offerings or auctions to distribute primary shares. 

 


