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Brennan and Franks (1997) and Stoughton and Zechner (1998) argue that underpricing can be employed to determine post IPO ownership structure, and thereby to influence monitoring and/or control of company post issue. This paper employs data relating to shareholdings of 94 firms listing on the Jakarta Stock Exchange over period 1999 - 2005. Controlling for the variables suggested by other theories of IPOs (such as firm age, firm size, aftermarket liquidity, sales by insiders, gross proceeds from the offerings, market returns, and market risk), I find that there is no significant relationship between post-IPO ownership structure and initial returns suggesting that monitoring is not a motivation for managers to underprice stocks when firms go public. 
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Introduction
Underpricing of Initial Public Offerings (IPOs) has attracted much research. Research shows the pervasiveness of underpricing across markets and across time periods. The existence of underpricing in IPOs is robust to different model used in their measurement. However, there is a lack of consensus on what can explain underpricing. While previous literature focuses on asymmetric information causing initial return in unseasoned markets (Leland and Pyle, 1977; Ritter, 1984; Beatty and Ritter, 1986; and Carter and Manaster, 1990), recent literature shows that post-IPO ownership considerations is important. Specifically, the literature reveals that monitoring considerations induce managers to underprice stock in IPOs (Ljungqvist, 2005). 
The theories of Brennan and Franks (1997) and Stoughton and Zechner (1998) support opposing relationship between initial return and the extent to which block shareholdings arise at the IPO. Brennan dan Franks argue underpricing gives managers the opportunity to protect their benefits by allocating shares strategically when taking their company public. Managers seek to avoid allocating large stakes to investors for fear that their non-value-maximizing behavior would receive unwelcome scrunity. Small outside stakes reduce external monitoring. On the contrary, Stoughton dan Zechner observe that it may be value-enhancing to allocate shares to a large outside investor who is able to monitor managerial action. Monitoring is a public good as all shareholders benefit, whether or not they contribute to its provision. To encourage better monitoring, managers may try to allocate a particularly large stake to an investor.  Managers want large block shareholders in order to provide assurances to the market that managers are maximizing firm value. 
Arugaslan, Cook, and Kieschnick (2004) undertake a similar study relating US IPOs, and find no evidence that underpricing plays a role in determining the post IPO share ownership structure. Similarly, no evidence is found in my paper to support the link between initial return and post-IPO ownership structure on a sample of Indonesia IPOs, thus refusing the theories of both Brennan and Franks, and Stoughton and Zechner.
The focus of this paper is an examination of the relationship between initial return and block shareholdings immediately post issue. I control block shareholdings by predetermined variables such as firm age, firm size, sales by insiders, gross proceeds, aftermarket liquidity, cumulative daily market return before an IPO, and standard deviation of market return prior to IPO.  
The remainder of the paper is structured as follows: section 2 contains an analysis of the theories relating underpricing at the IPO to post issue ownership structure. Section 3 contains a description of the methodology employed in the empirical analysis. In section 4 results are presented. Section 5 provides conclusions and limitation of the study.

Review Literature 
When firms go public, the original owners face a choice of what fraction of the firm to sell. They also have some control over to whom the shares will be sold. Both of these decisions will have an effect on the value of the firm. Jensen and Meckling (1976) argued that agency problems potentially arise when the original owner sells a fraction of the firm to outsiders.

Brennan and Franks (1997), and Stoughton and Zechner (1998) propose that when the initial owners of the firm decide to go public, they consider the effect that the price will have on the post-IPO ownership of the firm. In particular, the two papers propose a link between blockholder ownership and whether the firm underprices the stock.
Brennan and Franks argue that managers underprice their firms at the IPO because they value the private benefits of control and therefore want to discourage acquisition by blockholders who would monitor them. In the Brennan and Franks model, underpricing induces oversubscription, which allow the firm to discriminate against large blockholders in the allocation of shares. Their hypothesis is that “the greater the degree of underpricing, the smaller the blockholdings of outsiders.”

They provide evidence in the UK IPO market that underpricing does induce oversubscription and the resulting discrimination in the allocation of shares limits the ability of new shareholders to purchase large blocks. Further, they find that firms with greater underpricing at the IPO have fewer outside blockholdings even years after the IPO. Their sample is small, only 69 UK firms to test their hypothesis. 

Smart and Zutter (2003) find that U.S companies that issue non-voting stock in their IPOs are less underpriced and have higher institutional ownership after the IPO. This is consistent with the notion that non-voting stock can substitute for the Brennan-Franks mechanism. Their sample is 2662 IPO firms over period 1990 - 1998. 
However, Stoughton and Zechner (1998) argue exactly the opposite from Brennan and Franks, claiming that managers desire large blockholdings precisely because of the monitoring services they provide. Because the interests of shareholders and managers are not perfectly congruent, shareholders are suspicious of managers taking their companies public. To overcome these concerns, managers at IPO firms underprice their shares to encourage a large shareholder to invest in the firm and provide monitoring services. The underpricing is necessary to induce large shareholders to invest the resources necessary to produce information to monitor the firm.
Clearly, these two theories provide dramatically different predictions about the existence of outside blockholdings in an IPO firm. Both, however, do assert a link between the pricing of the IPO and the extent of outside blockholdings in the firms. To test these theories, I focus on the magnitude of blockholdings at the IPO.
For both theories, the existence of large block shareholders at the IPO should matter. For Brennan and Franks, an existing outside blockholder means that avoiding outside monitoring is already difficult or impossible unless the outside blockholder is selling out at the IPO. If the block will remain in place, the benefits from underpricing to avoid further block formation are at least reduced and perhaps limited. For Stoughton and Zechner, the existence of block similarly reduces the incentive to underprice. If there is already a monitoring blockholder in place, there may be no need to attract new blockholders to the firm. Thus, my test simply asks whether there is any association between the decision to underprice and the existence of a blockholder when the firm goes public.
Similarly, both theories suggest that the presence of blockholders following the IPO should be influenced by whether the firm underprices when it goes public. Again, however, these predictions will be opposed. Under the Brennan and Franks hypothesis, firms that underprice should have a smaller tendency to have blocks after the IPO; under Stoughton and Zechner, that tendency should be larger. 

Methodology

Sample and data
Population of this research is the firms listed in Jakarta Stock Exchange (JSX). The sample of this research must meet the following criteria; going public over period January 1, 1999 to December 31, 2005. The firms going public over that period were 101. Six firms are eliminated due to incomplete data (having no institutional ownership). Those are Adira Dinamika Multi Finance Co., Kresna Graha Sekurindo Co., Nusantara Inti Korpora Co., Betonjaya Manunggal Co., Bank Eksekutif Internasional Co., and Korpora Persada Investama Co. One firm, Bank Rakyat Indonesia Co., is excluded because of outlier. The final sample is 94 firms. Data were taken from JSX statistics, Indonesian capital market directory (ICMD), prospectus, www.e-bursa com, and www.jsx.co.id. 
Variables
Variables in this research are IPOs initial returns, post-ipo institutional  shareholdings, age of the firm, firm size, sales by insiders, gross proceeds from offerings, aftermarket liquidity, cumulative daily market return prior to IPO, and standard deviation of market return prior to IPO.  

The initial return is the return earned on the 1st day, 1st week, and 1st month of trading on the stock exchange and is defined as follows;
IR = natural log(P1/P0)
where IR= initial return, P1 = closing pricing on the  1st day, 1st week (fifth day), and 1st month (twentieth day) of trading, P0 = offering price. From a statistical point of view, the natural log (P1/P0) is much closer to a normally-distributed variable that the measure (P1-P0)/P0 so far used in the literature. In particular, the skewness and kurtosis of my initial return measure for first day are 1.24 and 1.97, respectively, compared with 3.06 and 13.87 for the traditional measure. Likewise, the skewness and kurtosis of my initial return measure for first month are 0.96 and 0.75, respectively, compared with 2.53 and 8.52 for the traditional measure.  


Post-IPO block shareholdings is ownership of stock by an institution. Institutional shareholdings are a)the largest ownership by an institution, and b)all  institutional shareholdings. It is difficult if not impossible to determine institutional ownership immediately after the IPO. The best I can do is to use the first proxy statement following the IPO.
Firm age is natural logarithm of establishment of the company to the date of its IPO. Firm size is natural logarithm of total assets prior to IPO. IPO initial return should be lower for issues of older and larger companies, which generally feature less risk (Ritter, 1984). Sales by insiders is the amount of shares sold by insiders. If the initial owners know that their company is of low quality, at the IPO stage they will sell a large stake, as in the adverse selection model by Leland and Pyle (1977). Proceeds is another proxy for risk. It is raised in the IPO. It reflects the maintained hypothesis that smaller offerings are more speculative (Beatty and Ritter, 1986; Carter and Manaster, 1990). 

Liquidity is natural log of average of trading volume over 20 trading days after IPO. IPO initial return impounds the cost caused by an adverse selection problem in the after-market, to the extent that some investors expect to liquidate their shares in the after-market (Ellul and Pagano, 2006).  Market return before IPO is cumulative daily returns on the security exchange 20 trading days before an IPO, an indicator for the market conditions surrounding a new issue (Su, 2004). Volatility of daily market return is standard deviation of daily return on the security exchange 20 trading days, an indicator for the market uncertainty surrounding a new issue (Su, 2004).
Regression model
The basic objective of this research to identify the relationship between post-IPO ownership structure and initial returns in unseasoned market. For this purpose, institutional shareholdings post IPO is taken into account. I have built the following regression model to test some of the proxies of information asymmetry model along with agency and control theories:
IRit =  β0 + β1INST_OWNit + β2AGEit + β3SIZEit  + β4SALESbyINSit  + 

           β5PROCEEDsit +  β6LIQit + β7MKTRETNit + β8MKTSTDit + εit
where IR = natural log of initial return for the first, fifth and twentieth trading days, INST_OWN= post-IPO institutional ownership (the largest institutional shareholdings, and all institutional shareholdings), AGE = natural logarithm of firm age prior to IPO, SIZE = natural logarithm of total assets prior to IPO, SALESbyINS = shares sold by insiders at the IPO stage, PROCEEDs = natural logarithm of gross proceeds at the IPO; LIQ (natural logarithm of average daily trading volume for 20 trading days after IPO), MKTRETN=cumulative 20 trading days market returns before an IPO; and MKTSTD=standard deviation of 20 trading days market return prior to IPO.
Empirical Results
 
Table 1 shows descriptive statistics of 94 IPO firms. The first day initial returns have the average of 50.53%. The lowest and the highest first day initial returns are -30% (Integrasi Teknologi Co.) and 480% (Ryane Adibusana Co.). The first week initial returns have the average of 65.56%. The lowest and the highest first week initial returns are -33.33% (Gema Grahasarana Co.) and 650% (Akbar Indo Makmur Co.). The first month initial returns have the average of 65.64%, slightly different from the first week initial returns. The lowest and the highest first month initial returns are -52.17% (Gowa Makassar Tourism Development Co.) and 700% (Palm Asia Korpora Co.). Standard deviations are 72.63%, 112.58% and 123.04% for the 1st day, 1st week and 1st month initial returns, consecutively. For largest institutional shareholding, the mean is 56.63%, the lowest is 5.02% (Panca Global Sekuritas, Co.), and the highest is 99.00% (Jaka Int’l Realtindo, Co.). For all institutional shareholdings, the mean is 10.02% (Panca Global Sekuritas, Co.) and the highest is 99.23% (Ciptojaya Kontrindoreksa Co.). The mean of the age of the firm is 14.25 years. The minimum is 0.003 year (one day) for Alfa Retailindo Co., and the maximum is 89.58 years (Bank Kesawan Co.).

Total asset is a proxy for the firm size. The mean is 4.3 trillion IDRs (Indonesian Rupiahs). The standard deviation is almost 28 trillion IDRs. The minimum is 7.3 billion IDRs (Dyviacom Intrabumi Co.) and the maximum is 250.4 trillion IDRs (Bank Mandiri Co.). The mean of shares sold by insiders is 27.37% with standard deviation is 12.32%. The lowest shares sold is almost 7% (Lamicitra Nusantara Co.) and the highest is 74.85% (Summitplast Co.).Gross proceeds from the offerings has the average of 112.9 billion IDRs. The lowest is 10 billion IDRs (Anta Express Tour Co., Fishindo Kusuma Sejahtera Co., Colorpak Indonesia Co., Akbar Indo Makmur Stimec Co., and Lamicitra Nusantara Co.) and the highest is 1,957.5 billion IDRs (Perusahaan Gas Negara Co.). The mean of trading volume is 6,977,550 shares, the minimum is 7,550 shares (Gowa Makasar Tourism) and the maximum is 60,733,870 shares (Energi Mega Persada Co.). Market return prior to IPO has the mean of 2.98%, the minimum of -15.91% and the maximum of 39.17%. And for the market risk, the mean is 1.35% with standard deviation 9.86%, the minimum is 0.68% and the maximum is 3.33%.
Table 1. Descriptive Statistics 

Initial returns are natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first day, first week and first month of trading. Proxies for ownership structure are the post-IPO largest institutional shareholding and post-IPO all institutional shareholdings. The firm age is natural logarithm of establishment of the company to the date of its IPO. Firm size is natural logarithm of total asset prior to IPO.  Sales by insiders  is the percentage of shares sold by insiders. Proceeds  is natural logarithm of proceeds from offerings. Aftermarket liquidity is natural logarithm of average trading volume for 20 trading days after IPO. Market return is cumulative 20 trading day market return before an IPO. Market return is calculated with (Pt – Pt-1)/Pt-1 where Pt is composite of index (IHSG) day t, and Pt-1 is composite of index (IHSG) day t-1. Market risk is market volatility 20 trading days prior to IPO.
	
	Mean
	Median
	Standard
Deviation
	Min.
	Max.

	Initial Return – First day (%)
	50.53
	25.00
	72.63
	-30.00
	480.00

	Initial Return – First week (%)
	65.56
	19.04
	112.58
	-33.33
	650.00

	Initial Return – First 4 weeks (%)
	65.64
	16.42
	123.04
	-52.17
	700.00

	Largest institutional shareholding (%)
	56.63


	58.51


	19.94


	5.02


	99.00



	All institutional shareholdings (%)
	70.43


	73.78


	16.99


	10.02


	99.23



	Firm age (years)
	14.25
	11.00
	12.30
	0.003
	89.58

	Firm size (total asset; in billion IDR)
	4,292.14
	126.78
	27,984.05
	7.31
	250,394.69

	Sales by insiders (%)
	27.37


	25.00


	12.32


	6.97


	74.85



	Gross proceeds from IPOs (in billion IDR)
	112.87


	30.25
	304.09
	10.00
	1,957.50

	Aftermarket liquidity (trading volume, in 1,000 shares)
	6,977.55
	2,871.57
	11,24.84
	7.55
	60,733.87

	Market return  (%)
	2.98
	3.90
	9.86
	-15.91
	39.17

	Market risk (%)
	1.35
	1.26
	0.47
	0.68
	3.33


Table 2 reveals the first day initial returns based on industry classifications.  There are nine industry classifications grouped by Jakarta Stock Exchange. The Miscellaneous industry has the highest average first day initial returns of 94.62% (7 IPOs), followed by Property, real estate and building construction (91.29%, 10 IPOs),   Trade, service and investment (54.55%, 24 IPOs), Basic industry and chemicals (48.77%, 8 IPOs), Mining (38.98%, 6 IPOs), Agriculture (34.75%, 5 IPOs), Infrastructure, utilities and construction (30.07%, 5 IPOs), Consumer goods industry (29.16%, 3 IPOs) and Finance (27.71%, 26 IPOs).
Table 2. Industry Classifications and Average Initial Return 

	Code
	Industry
	 IPOs
	Average

Initial Return (%)

	1
	Agriculture
	5
	34.75

	2
	Mining
	6
	38.98

	3
	Basic industry and chemicals
	8
	48.77

	4
	Miscellaneous industry 
	7
	94.62

	5
	Consumer goods industry
	3
	29.16

	6
	Property, real estate and building construction 
	10
	91.29



	7
	Infrastructure, utilities and construction
	5
	30.07



	8
	Finance
	26
	27.71

	9
	Trade, service and investment
	24
	54.55


Industry classifications issued by Indonesian Stock Exchange. Miscellaneous industry includes
automotive & its components, textile & garment, footwear, cable and electronics.

Table 3, 4 and 5 present the regressions for the relationship between post-IPO all institutional shareholdings and initial returns. Initial returns are earned on the 1st day, 1st week and 1st month of trading. Each table consists of two panels, panel A for all IPOs, and panel B for non-financial firm IPOs. Controlling for variables suggested by other theories, the results show that none of the regressions tell significant relationship between post-IPO all institutional shareholdings and initial returns. For almost all the regressions, the sign of coefficients goes in the direction that Brennan and Frank suggest, except regression (5) and (6) panel B Table 3, and regression (6) panel B Table 4. Controlling variables such as proceeds from offerings, age of the firm, after-market liquidity and market returns are found to-be initial return-related in some regressions. 
Table 3. Regressions for the Relationship Between Post-IPO All Institutional Shareholdings and The First Day Initial Return 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are all institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.403

(1.040)
	0.407

(1.044)
	0.296

(0.713)
	2.217a
(3.814)
	2.276a
(3.776)
	2.279a
(3.723)

	ALL_INST_OWN
	-0.107

(-0.492)
	-0.115

(-0.523)
	-0.111

(-0.476)
	-0.089

(-0.470)
	-0.084

(-0.439)
	-0.051

(-0.253)

	AGE
	-0.055c
(-1.933)
	-0.054c
(-1.872)
	-0.048

(-1.569)
	-0.050c
(-1.777)
	-0.051c
(-1.795)
	-

	SIZE
	-
	-
	-
	0.008

(0.265)
	0.008

(0.248)
	-0.005

(-0.170)

	SALESbyINS
	0.025

(0.088)
	0.009

(0.031)
	-0.034

(-0.110)
	-
	-
	-

	PROCEEDS
	-
	-
	-
	-0.079c
(-1.938)
	-0.081c
(-1.961)
	-0.073c
(-1.720)

	LIQ
	0.006

(0.293)
	0.006

(0.292)
	0.006

(0.278)
	-
	-
	-

	MKTRETN
	-
	0.111

(0.317)
	-0.006

(-0.015)
	-
	-0.134

(-0.397)
	-

	MKTRETN
	-
	-
	8.963

(1.175)
	-
	-
	-

	R2
	0.046
	0.047
	0.051
	0.136
	0.138
	0.108

	F
	1.059
	0.859
	0.785
	3.462b
	2.774b
	3.628b

	n
	93
	93
	94
	93
	93
	94

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	2.825a
(3.501)
	0.529

(0.862)
	3.013a
(3.706)
	0.498

(0.803)
	2.547a
(3.017)
	2.544a
(3.016)

	ALL_INST_OWN
	-0.209

(-0.694)
	-0.244

(-0.725)
	-0.179

(-0.599)
	-0.262

(-0.772)
	0.018

(0.055)
	0.015

(0.046)

	AGE
	-0.042

(-1.211)
	-0.043

(-1.153)
	-0.046

(-1.329)
	-0.041

(-1.084)
	-0.049

(-1.386)
	-0.046

(-1.302)

	SIZE
	0.019

(0.353)
	-
	0.019

(0.366)
	-
	0.043

(0.718)
	0.038

(0.633)

	SALESbyINS
	-
	-0.028

(-0.072)
	-0.119b 

-2.023
	-0.060

(-0.155)
	0.513

(1.223)
	0.479

(1.140)

	PROCEEDS
	-0.11c
(-1.884)
	-
	-
	-
	-0.162b
(2.278)
	-0.160b
-2.252

	LIQ
	-
	-0.007

(0.227)
	-
	0.004

(0.123)
	0.040

(1.288)
	0.036

(1.150)

	MKTRETN
	-
	-0.337

(-0.754)
	-0.558

-1.365
	-0.274

(-0.595)
	-
	-

	MKTRETN
	-
	-
	-
	7.150

(0.592)
	-
	11.297

(1.031)

	R2
	0.147
	0.042
	0.172
	0.048
	0.182
	0.197

	F
	2.663b
	0.537
	2.533b
	0.501
	2.227c
	2.062c

	n
	67
	67
	67
	67
	67
	67


Table 4. Regressions for the Relationship Between Post-IPO All Institutional Shareholdings and The First Week Initial Return (Five Trading Days) 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are all institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.377

(1.084)
	-0.192

(-0.323)
	2.385b 

(2.610)
	2.529a
(2.815)
	-0,227

(-0,416)
	2.50a
(2.804)

	ALL_INST_OWN
	-0.163

(-0.490)
	-0.133

(-0.399)
	-0.036

(-0.110)
	-0.101

(-0.344)
	-0,110

(-0,383)
	-0.093

(-0.318)

	AGE
	-0.021

(-0.470)
	-0.021

(-0.488)
	-0.016

(-0.359)
	-0.019

(-0.425)
	-0,021

(-0,495)
	-

	SIZE
	-
	-
	0.013

(0.247)
	0.008

(0.174)
	-
	0.003

(0.065)

	SALESbyINS
	-0.076

(-0.172)
	-0.064

(-0.145)
	0.188

(0.369)
	-
	-
	-

	PROCEEDS
	-
	-
	-0.102

(-1.433)
	-0.093

(-1.466)
	-
	-0.088

(-1.420)

	LIQ
	-
	0.037

(1.180)
	-
	-
	0,038

(1,197)
	-

	MKTRETN
	-0.031

(-0.059)
	-0.033

(-0.063)
	-
	-
	-
	-

	MKTRETN
	11.550

(1.056)
	10.890

(0.996)
	11.032

(1.047)
	-
	10,793

(1,029)
	-

	R2
	0.019
	0.035
	0.079
	0.064
	0,035
	0.062

	F
	0.349
	0.524
	1.247
	1.518
	0,796
	1.982

	n
	94
	94
	94
	94
	94
	94

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.597

(1.180)
	3.567a
(2.862)
	3.173b
(2.545)
	2.609b
(2.004)
	2.581b
(1.997)
	3.026b
(2.379)

	ALL_INST_OWN
	-0.495

(-1.004)
	-0.447

(-0.967)
	-0.361

(-0.729)
	-0.141

(-0.274)
	-0.142

(-0.278)
	0.113

(0.221)

	AGE
	-0.007

(-0.129)
	-0.018

(-0.340)
	-0.009

(-0.156)
	-0.020

(-0.361)
	-0.014

(-0.261)
	-0.033

(-0.611)

	SIZE
	-
	0.055

(0.667)
	0.073

(0.785)
	0.080

(0.862)
	0.069

(0.754)
	0.110

(1.198)

	SALESbyINS
	-0.097

(-0.171)
	-
	0.412

(0.645)
	0.697

(1.072)
	0.628

(0.971)
	1.210c
(1.768)

	PROCEEDS
	-
	-0.170c
(-1.867)
	-0.197c
(1.804)
	-0.226b
(-2.055)
	-0.22b
(-2.026)
	-0.295a
(-2.647)

	LIQ
	-
	-
	-
	0.083c
(1.703)
	0.074

(1.531)
	0.087c
(1.841)

	MKTRETN
	-0.704

(-1.032)
	-1.112c
(-1.775)
	-
	-
	-
	-1.450b
(-2.148)

	MKTRETN
	18.615

(1.059)
	-
	26.454

(1.576)
	-
	23.288

(1.392)
	14.330

(0.854)

	R2
	0.065
	0.133
	0.131
	0.137
	0.164
	0.225

	F
	0.864
	1.896
	1.538
	1.615
	1.682
	2.137b

	n
	68
	68
	68
	68
	68
	68


Table 5. Regressions for the Relationship Between Post-IPO All Institutional Shareholdings and The First Month Initial Returns (Twenty Trading Days) 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are all institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	-0.203

(-0.331)
	-0.286

(-0.459)
	0.558b
(2.270)
	2.489b
(2.602)
	-0.357

(-0.639)
	2.485a
(2.619)

	ALL_INST_OWN
	-0.366

(-1.056)
	-0.390

(-1.119)
	-0.318

(-1.038)
	-0.342

(-1.091)
	-0.286

(-0.944)
	-0.341

(-1.096)

	AGE
	-0.005

(-0.110)
	-0.001

(-0.016)
	-0.005

(-0.116)
	-0.002

(-0.054)
	-0.001

(-0.027)
	-

	SIZE
	-
	-
	-
	0.037

(0.747)
	-
	0.036

(0.764)

	SALESbyINS
	-0.245

(-0.538)
	-0.311

(-0.670)
	-
	-
	-
	-

	PROCEEDS
	-
	-
	-
	-0.118c
(-1.752)
	-
	-0.117c
(-1.779)

	LIQ
	0.058c
(1.753)
	0.057c
(1.706)
	-
	-
	0.059c
(1.779)
	-

	MKTRETN
	-0.418

(-0.770)
	-0.325

(-0.586)
	-0.477

(-0.887)
	-
	-
	-

	MKTRETN
	-
	9.380

(0.820)
	-
	-
	-
	-

	R2
	0.057
	0.065
	0.021
	0.061
	0.046
	0.061

	F
	1.070
	1.000
	 0.643
	1.441
	1.445
	1.942

	n
	94
	94
	94
	94
	94
	94

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	-0.676

(-0.816)
	-0.551

(-0.665)
	-0.678

(-0.805)
	-0.423

(-0.453)
	-0.503

(-0.536)
	1.722

(1.273)

	ALL_INST_OWN
	-0.567

(-1.273)
	-0.559

(-1.246)
	-0.567

(-1.263)
	-0.632

(-1.236)
	-0.673

(-1.310)
	-0.502

(-0.939)

	AGE
	-
	-0.003

(-0.057)
	0.001

(0.017)
	-0.002

(-0.033)
	0.003

(0.055)
	0.003

(0.057)

	SIZE
	-
	-
	-
	-
	-
	0.069

(0.719)

	SALESbyINS
	-
	-
	-
	-0.178

(-0.306)
	-0.255

(-0.434)
	0.244

(0.360)

	PROCEEDS
	-
	-
	-
	-
	-
	-0.200c
(-1.755)

	LnLIQ
	0.086c
(1.806)
	0.092c
(1.944)
	0.086c
(1.789)
	0.090c
(1.870)
	0.082c
(1.687)
	0.115b
(2.255)

	MKTRETN
	-1.156c
(-1.753)
	-1.283c
(-1.968)
	-1.155c
(-1.729)
	-1.233c
(-1.823)
	-1.075

(-1.541)
	-

	MKTRETN
	16.036

(0.905)
	-
	16.060

(0.896)
	-
	17.159

(0.942)
	25.744

(1.470)

	R2
	0.157
	0.146
	0.157
	0.147
	0.159
	0.198

	F
	2.925b
	2.686b
	2.303c
	2.137c
	1.925c
	2.123c

	n
	68
	68
	68
	68
	68
	68



Table 6, 7 and 8 present the regressions for the relationship between post-IPO largest institutional shareholding and initial returns. Initial returns are earned on the 1st day, 1st week and 1st month of trading. Each table consists of two panels, panel A for all IPOs and panel B for non-financial firm IPOs. Controlling for variables suggested by other theories, the results show that none of the regressions tell there is a significant relationship between post-IPO largest institutional shareholding and initial returns. For almost all the regressions, the sign of coefficients goes in the direction that Stoughton and Zechner suggest, except regression (1), (2), (3), (4) and (6) panel A Table 6, and regression (3) panel B Table 6. Controlling variables such as proceeds from offerings, age of the firm, after-market liquidity and market returns are found to-be initial return-related in some regressions. 

Table 6. Regressions for the Relationship Between Post-IPO Largest Institutional Shareholding and The First Day Initial Returns 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are  the largest institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.456a
(3.777)
	0.425b
(2.535)
	0.322

(0.941)
	0.240

(0.678)
	2.302a
(3.792)
	2.438a
(4.207)

	LARGE_INST_OWN
	-0.051

(-0.316)
	-0.033

(-0.185)
	-0.038

(-0.214)
	-0.043

(-0.238)
	0.011

(0.065)
	-0.004

(-0.023)

	AGE
	-0.056c
(-1.973)
	-0.056c
(1.957)
	-0.056c
(-1.952)
	-0.052c
(-1.777)
	-0.045

(-1.500)
	-0.058b
(-2.091)

	SIZE
	-
	-
	-
	-
	0.004

(0.137)
	-0.003

(-0.122)

	SALESbyINS
	-
	0.073

(0.268)
	0.068

(0.248)
	0.016

(0.055)
	-
	-

	PROCEEDS
	-
	-
	-
	-
	-0.082c
(-1.913)
	-0.077c
(-1.958)

	LIQ
	-
	-
	0.007
(0.348)
	0.007

(0.308)
	-
	-

	MKTRETN
	-
	-
	-
	0.167

(0.466)
	-
	-0.182

(-0.557)

	MKTRETN
	-
	-
	-
	7.179

(0.989)
	-
	-

	R2
	0.042
	0.042
	0.044
	0.056
	0.130
	0.175

	F
	1.959
	1.316
	1.008
	0.842
	3.322b
	3.644a

	n
	93
	93
	93
	93
	94
	92

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.188

(0.340)
	0.158

(0.283)
	2.850a
(3.427)
	0.150

(0.266)
	2.515a
(2.908)
	2.512a
(2.906)

	LARGE_INST_OWN
	0.069

(0.260)
	0.023

(0.090)
	-0.085

(-0.371)
	0.063

(0.235)
	0.041

(0.169)
	0.041

(0.168)

	AGE
	-0.044

(-1.176)
	-0.040

(-1.053)
	-0.043

(-1.223)
	-0.043

(-1.118)
	-0.048

(-1.372)
	-0.046

(1.288)

	SIZE
	-
	-
	0.008

(0.169)
	-
	0.043

(0.735)
	0.038

(0.648)

	SALESbyINS
	0.144

(0.384)
	0.043

(0.119)
	-
	0.121

(0.318)
	0.526

(1.284)
	0.494

(1.202)

	PROCEEDS
	-
	-
	-0.105c
(-1.795)
	-
	-0.161b
(-2.277)
	-0.160b
(-2.252)

	LIQ
	0.013

(0.402)
	0.009

(0.290)
	-
	0.010

(0.313)
	0.041

(1.338)
	0.037

(1.197)

	MKTRETN
	-0.411

(-0.912)
	-
	-
	-0.358

(-0.770)
	-
	-

	MKTRETN
	-
	8.245

(0.702)
	-
	6.174

(0.511)
	-
	11.300

(1.031)

	R2
	0.035
	0.030
	0.142
	0.039
	0.182
	0.197

	F
	0.442
	0.373
	2.563b
	0.408
	2.232c
	2.067c

	n
	67
	67
	67
	67
	67
	67


Table 7. Regressions for the Relationship Between Post-IPO Largest Institutional Shareholding and The First Week Initial Returns (Five Trading Days) 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are  the largest institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	0.273

(1.068)
	0.123

(0.421)
	-0.393

(-0.740)
	-0.397

(-0.752)
	2.404a
(2.689)
	2.379a
(2.684)

	LARGE_INST_OWN
	0.155

(0.573)
	0.157

(0.581)
	0.128

(0.472)
	0.121

(0.455)
	0.114

(0.468)
	0.125

(0.518)

	AGE
	-0.025

(-0.568)
	-0.020

(-0.453)
	-0.021

(-0.474)
	-0.020

(-0.457)
	-0.015

(-0.340)
	-

	SIZE
	-
	-
	-
	-
	0.000

(-0.004)
	-0.004

(-0.102)

	SALESbyINS
	0.187

(0.445)
	0.127

(0.300)
	0.101

(0.240)
	0.086

(0.209)
	-
	-

	PROCEEDS
	-
	-
	-
	-
	-0.085

(-1.347)
	-0.081

(-1.314)

	LIQ
	-
	-
	0.037

(1.166)
	0.037

(1.176)
	-
	-

	MKTRETN
	-0.210

(-0.403)
	-0.105

(-0.198)
	-0.094

(-0.177)
	-
	-
	-

	MKTRETN
	-
	11.163

(1.024)
	10.581

(0.972)
	10.950

(1.030)
	-
	-

	R2
	0.009
	0.021
	0.036
	0.035
	0.065
	0.064

	F
	0.199
	0.369
	0.535
	0.643
	1.545
	2.042

	n
	94
	94
	94
	94
	94
	94

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	3.400a
(2.676)
	-0.557

(-0.669)
	0.239

(0.680)
	0.016

(0.037)
	3.450a
(2.675)
	3.475a
(2.737)

	LARGE_INST_OWN
	0.042

(0.120)
	0.198

(0.507)
	0.249

(0.637)
	0.237

(0.606)
	0.032

(0.090)
	0.265

(0.719)

	AGE
	-
	-0.008

(-0.136)
	-0.013

(-0.226)
	-0.008

(-0.147)
	-0.017

(-0.311)
	-0.023

(-0.427)

	SIZE
	0.020

(0.265)
	-
	-
	-
	0.023

(0.294)
	0.107

(1.162)

	SALESbyINS
	-
	0.220

(0.402)
	0.364

(0.656)
	0.306

(0.547)
	-
	1.152c
(1.736)

	PROCEEDS
	-0.142

(-1.587)
	-
	-
	-
	-0.145

(-1.599)
	-0.262b
(-2.357)

	LIQ
	-
	0.054

(1.151)
	-
	-
	-
	-

	MKTRETN
	-1.147c
(-1.838)
	-
	-1.058

(-1.587)
	-0.901

(-1.314)
	-1.163c 

(-1.845)
	-1.426b
(-2.106)

	MKTRETN
	-
	-
	-
	17.341

(0.983)
	-
	18.508

(1.098)

	R2
	0.118
	0.023
	0.041
	0.056
	0.120
	0.186

	F
	2.112c
	0.371
	0.670
	0.729
	1.685
	1.953c

	n
	68
	68
	68
	68
	68
	68


Table 8. Regressions for the Relationship Between Post-IPO Largest Institutional Shareholding and The First Month Initial Returns (Twenty Trading Days) 

The dependent variable is natural logarithm of initial return (Ln(Pt/P0)). P0 is offering price at IPO and Pt  is closing price at the first month or 20 trading days. The independent variables are  the largest institutional shareholdings post-IPO (LARGE_INST_OWN); AGE (natural logarithm of the age of the firm); SIZE (natural logarithm of total asset prior to IPO); SALESbyINS (percentage of shares sold by insiders), PROCEEDS (the natural logarithm of gross proceeds from offerings); LIQ (natural logarithm of average trading volume for 20 trading days after IPO); MKTRETN (cumulative 20 trading days market return before an IPO); and MKTSTD (market volatility prior to IPO). All regressions are free from outlier, multicollinierity, autocorrelation, and heteroscedasticity. Data are normally distributed or close to normally distributed. Figures in parentheses are t-statistics. a, b, and c denote 1%, 5%, and 10% level of significance, respectively.



	
	PANEL A: ALL IPOs

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	-0.653

(-1.206)
	-0.656

(-1.210)
	-0.752

(-1.345)
	-0.770

(-1.381)
	2.205b
(2.304)
	2.212b
(2.332)

	LARGE_INST_OWN
	0.127

(0.453)
	0.166

(0.582)
	0.168

(0.589)
	0.137

(0.487)
	0.154

(0.588)
	0.151

(0.584)

	AGE
	0.000

(0.000)
	-0.005

(-0.107)
	-0.001

(-0.026)
	0.004

(0.080)
	0.004

(0.092)
	-

	SIZE
	-
	-
	-
	-
	0.017

(0.351)
	0.018

(0.393)

	SALESbyINS
	0.013

(0.029)
	0.089

(0.203)
	0.046

(0.103)
	-0.026

(-0.061)
	-
	-

	PROCEEDS
	-
	-
	-
	-
	-0.099

(-1.476)
	-0.100

(-1.526)

	LIQ
	0.060c
(1.795)
	0.059c
(1.767)
	0.058c
(1.727)
	0.058c
(1.745)
	-
	-

	MKTRETN
	-
	-0.526

(-0.963)
	-0.448

(-0.802)
	-
	-
	-

	MKTRETN
	-
	-
	8.376

(0.731)
	10.137

(0.903)
	-
	-

	R2
	0.039
	0.049
	0.055
	0.048
	0.052
	0.052

	F
	0.903
	0.907
	0.841
	0.884
	1.220
	1.641

	n
	94
	94
	94
	94
	94
	94

	
	PANEL B: NON FINANCIAL FIRM IPOs 

	Independent variables
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Intercept
	-1.352

(-1.556)
	-1.506c
(-1.723)
	-1.446c
(-1.710)
	3.066b
(2.232)
	1.406

(0.997)
	1.378

(0.986)

	LARGE_INST_OWN
	0.164

(0.402)
	0.160

(0.393)
	0.319

(0.792)
	0.019

(0.051)
	0.179

(0.455)
	0.176

(0.450)

	AGE
	0.007

(0.113)
	0.011

(0.194)
	-0.003

(-0.060)
	-0.004

(-0.076)
	-0.003

(-0.048)
	0.003

(0.058)

	SIZE
	-
	-
	-
	0.038

(0.464)
	0.065

(0.673)
	0.053

(0.557)

	SALESbyINS
	0.054

(0.095)
	0.007

(0.013)
	0.352

(0.616)
	-
	0.660

(0.985)
	0.583

(0.875)

	PROCEEDS
	-
	-
	-
	-0.148

(-1.529)
	-0.208c
(-1.792)
	-0.202c
(-1.763)

	LIQ
	0.107b
(2.158)
	0.097c
(1.950)
	0.106b
(2.212)
	-
	0.140a
(2.830)
	0.131a
(2.646)

	MKTRETN
	-
	-
	-1.470b 

(-2.154)
	-1.605b
(-2.391)
	-
	-

	MKTRETN
	-
	22.622

(1.243)
	-
	-
	-
	25.668

(1.457)

	R2
	0.070
	0.093
	0.135
	0.127
	0.161
	0.189

	F
	1.185
	1.265
	1.931
	1.081
	1.948c
	2.004c

	n
	68
	68
	68
	68
	68
	68



The findings of this research support neither Brennan and Frank (1997) or Stoughton and Zechner (1998). However, I assume that asymmetric information causes the underpricing at IPOs. 
Conclusions and Limitation
Stoughton and Zechner (1998) argue that underpricing arises from managers’ attempts to encourage a block shareholder to undertake monitoring of the firm post the IPO. Brennan and Franks (1997) argue that underpricing can be employed to encourage oversubscription which allows managers to achieve ownership dispersion post the IPO.
This research has undertaken an analysis of the relationship between initial return and block shareholdings in the after-market. It is found that IPO initial return does not play a significant role in determining the proportion of block holdings in the share ownership structure of a firm at the IPO. Although the sign of initial return goes in the direction that both Brennan and Frank, and Stoughton and Zechner suggest, the magnitude of the effect appears to be so small suggesting that monitoring is not a motivation for managers to underprice stocks at IPOs. Controlling variables such as gross proceeds, age of the firm, aftermarket liquidity and market returns prior to IPO are found to be initial return-related.

The results of this research may be bias as I do not separate oversubscribed IPO firms from my sample. In the Brennan and Franks model, underpricing induces oversubscription, which allow the firm to discriminate against large blockholders in the allocation of shares.
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