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< Abstract >

An Analysis on Stock Price Changes after IPOs

and Implications

In October 2013, Korea’s IPO market finally began to show
activity after two years of a serious slowdown. The cold IPO
market was blamed on factors such as weak financing demand
by issuers, growing investor appetite for safe assets, and

dysfunctional IPO pricing.

The results show that the domestic IPO investors are
imposed to risk of the loss on IPO investments more than
American IPO investors, which is due to not only much minus
initial returns but also IPO stock price decline several days after
IPOs. It is confirmed that the institutional investors make large
sell orders while the IPO stock prices decline. With their
preference for large capitalized stocks, most institutional
investors are likely to sell small capitalized IPO stocks within
few days after IPOs. It is one of the reasons that the market
price of the small-cap IPOs declines more severely just after
IPOs.

The analysis implies that the underwriters had better engage
in market making to prevent the market price of an IPO stock
from falling below the IPO price. In fact, price stabilization

- X1 -




activity by underwriters is an effective method to facilitate

appropriate IPO pricing and at the same time attract investors.

By stabilizing prices, they effectively help investors reduce risk
from IPO investments and more aggressively participate in
public offerings. The reduced risk in IPO investment is also
highly likely to draw positive information (higher bids) about
IPO stocks from institutional investors during the book building
process. In the US, almost all IPOs come with the overallotment
option on which market making activity is based. Although
with a similar over-allotment regime, there have been rarely few

price stabilized IPOs in Korea.

It is imperative that underwriters positively consider how
they can attract investors and facilitate appropriate pricing

through market making activities.
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F4E 59 Ui AFEASE #d 9 vE 4.29%

A+ Aggawal(2000)
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[J Jiao, Kutsuna and Smith(2013)= Y&<] IPO AR E o]&3ste =3
S AAAFe] a2 &8RS HI}
<E Ill-6> L& IPOS| =P =M A2t &
Zlg A | 2 | Zoul g5 Ak
% IPOs
A<k IPOs ] A eF IPOs IPOs9] Hv]ZF
1997 0 41 41 0.0%
1998 0 86 86 19.4%
1999 0 107 107 43.8%
2000 0 204 204 43.1%
2001 0 169 169 0.0%
2002 24 100 124 19.4%
2003 53 68 121 43.8%
2004 75 99 174 43.1%
2005 66 91 157 42.0%
2006 84 103 187 44.9%
2007 66 53 119 55.5%
2008 37 12 49 75.5%
2009 18 1 19 94.7%
2010 21 1 22 95.5%
2011 36 0 36 100.0%
S 480 1,135 1,615 29.7%
0 dEs guetel §A18 217190 200230 A I AA = =

20010 =%

ZHAE 9
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f Py

[] Jiao, Kutsuna and Smith(2013)= ZIu]g XA o] A& ¢ &
F71d3 FaAt 1A SAZA Sl =rh= M S A et

ol & S et= ZAE AA
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