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Abstract

This paper documents that the initial return of IPOs is affected by the hotness of
the secondary market and the amount of underpricing of other contemporaneous IPOs.
The findings support the information spillover model. With control of other public
information variables, we find that excessive underpricing leads to a relatively poor
long-run performance. The empirical results do not support the hypothesis that
underpricing serves as a signal of high quality firms. Finally, we suggest that the
initial return of IPOs and the long-run underperformance can be attributed to sentiment
of the investors.

Keywords: Initial public offerings; Public information; Underpricing; Long-run
performance
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Dependent Variable: Initial Return

Reg 1 Reg 2 Reg 3

Intercept 13.2568 12.7781 -14.2701
(3.91)* (0.48) (-0.60)
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(6.12)* (6.22)*

Ln_sale 1.7488 2.2202
(0.93) (1.35)

Age 0.1919 -0.0879
(0.81) (-0.43)

VC 2.1231 -3.1001
(0.44) (-0.80)

Inst -0.0951 -0.0819
(-1.14) (-1.12)

Financial -25.0194 -14.1882
(-3.51)* (-2.23)*

Hi-tech 0.4533 2.8761
(0.09) (0.68)

Adj-R? 24.02% 0.25% 24.08%
N 944 933 933
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Equation A Equation B
Dependent Variable: IR Dependent Variable: LR
Reg (1) Reg (2)
Intercept 39.3671 -63.0204 -54.2953
(1.20) (-0.43) (-0.37)
IR -0.5105
(-2.69)*
Fitted IR -0.5238
(-3.31)*
Excess IR -0.4012
(-2.57)*
IR_mon 0.7181
(6.20)*
Mr_mon 2.1273
(5.06)*
Ln_sale -1.3856 0.6330 0.4790
(-0.60) (0.06) (0.04)
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Inst -0.0616 0.3314 0.1866
(-0.70) (1.05) (0.63)
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