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PERFORMANCE OF PHILIPPINE INITIAL
PUBLIC OFFERINGS: CRITIQUE OF
CURRENT STUDIES AND UPDATE

Angelo A. Unite and Michael J. Sullivan*

This paper investigates the short- and long-run performance of Philippine
Il’uillul Public Offerings (IPOs) from 1987 to 1997. We compare our results to those in
pipers  published in Philippine journals and discuss the shortcomings of these pre-
|ﬂnu.~z studies. Based on our results, we find that past researchers may have inade-
ljintely studied market price reactions to IPOs, and that IPOs earn, on average,
|Uu|ums of 22.69 percent on the initial trading day. Over a three-year aftermarket
Irm'lml, returns total 48.33 percent or 5.44 percent less than a matched set of publicly-
fided firms. This suggests that although investors in Philippine IPOs make signifi-
Uint returns on the initial trading day, if they hold stock of IPOs for a long period, they
Hnrn slightly lower average returns than if they had held other comparable stocks. We
Iink that our estimates are derived in a manner consistent with international finan-
1nl market studies and that these results may be a more accurate depiction of actual
Jurformance of Philippine IPOs.

1. Introduction

! There has been an abundance of research in recent years docu-
Ihenting the returns earned by shareholders investing in initial public
‘hi'l'm'ings (IPOs) of various countries. However, there has been little re-
lunrch investigating IPOs in the Philippines and no research published in
International academic journals. The purpose of this paper is twofold. First,
Wo offer our critique of current studies of Philippine IPOs. We do this as a

leans of advancing the study of this and similar issues and to highlight
|
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the importance of conducting a carefully designed scientific study. In this
vein, we hope our criticisms are taken as constructive, and we recogniza
that the authors of these previous studies have made important contribus
tions. Second, we will present the results of our study of the short- an
long-run performance of Philippine IPOs. We use methodology that has
been standardized in international journals, not because we believe the
is only one “best” methodology, but instead to provide results that a
comparable to those found for IPOs in other countries. .
i il
We found that during the 11-year period, 1987 to 1997, first da i
initial returns for 104 IPOs averaged 22.69 percent.! Other authox_j‘
reported initial returns ranging from 29.09 percent to 42.10 percenl
(see Ybanez, 1993; Mangaran and Ranit, 1995; Perez and Velasco, 1998
and Velasco and Perez, 1996). Our findings differ because of severil
possible reasons. The variation may be due, in part, to the time periof
analyzed or to minor differences in sample construction. However, 0
portion of the difference may be traced to methodological shortcomingh
present in some of these studies.

For the 65 IPOs having the necessary data, we computed threg
year returns averaging 48.33 percent. When this performance is co_
pared to that of a matched set of publicly-traded firms, we find thato "
sample of IPO firms underperformed in the aftermarket, yielding 1 i
turns that are on average 5.44 percent less than the returns of t
matched set of firms. Among the previous studies, only Ybatiez (1994
measured long-run performance of IPOs, finding an average one-yel
return of 38.30 percent. We used a three-year aftermarket performan
measure since three years is the standard time period used in the i
erature (see, for example, Ibbotson, 1975; Ritter, 1991; Ibbotsqf
Sindelar, and Ritter, 1994; and Loughran, Ritter, and Rydqvist, 1994

We conclude from our review of other studies thata critique may li
helpful in assisting researchers of this topic and of similar areas. In on

opinion, shortcomings in methodology and sample design of previous Phi
ippine IPO studies produced biased results in varying degrees. Therefor

| Initial returns are calculated as the stock’s return from the offer price to (i
closing price of the first day it publicly trades.
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we do not feel the results of these previous works can be relied upon with
anecessary degree of certainty. We do feel that the estimates of the short-
and long-run IPO performance reported in this paper have been derived in
a manner consistent with international financial market studies and that
these results can be relied upon as an accurate depiction of actual IPO
performance in the Philippines.

Limitations of our research design that may have an impact on
results center on the calculation of common stock returns and the for-
mulation of a matched set of companies. There are three inherent diffi-
culties in calculating common stock returns. First, when calculating
returns of thinly traded stocks there is diminished certainty that the
stock price is an economic equilibrium clearing price. Thin markets
become especially problematic when the stock analyzed does not trade
on the date specified for analysis. Second, by using closing stock prices,
there is no way to ascertain whether the return calculation is based on
a bid or ask price (in other words, was the last trade originated by sell
or buy order?). Third, we do not consider the effects of transactions costs.
Another limitation of our study is our formulation of a matched set of
firms, which we used to compare long-run stock return performance. Due
to a limited set of publicly traded firms, a formation of a matched set of
firms will have approximately similar characteristics at best.

In section 2, we critique the previous research that report on IPO
returns in the Philippines. Section 3 presents our sample, and discusses
how we formulated this sample, collected data, and conducted our ana-
lysis. Section 4 presents our results for Philippine IPOs and discusses
how these results compare to other studies. Section 5 concludes the
paper.

2. Review of Previous Research: Findings and Shortcomings

We identified four recently published articles that report on the
performance of Philippine IPOs. These are Ybanez (1993), Mangaran and
Ranit (1995), Perez and Velasco (1995), and Velasco and Perez (1996).
I'ollowing is a review of the findings of each, and a critique of their meth-
ndology and sample design. Our purpose is not to call attention to any
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flaws in these works, but instead, to highlight the importance of a caref}
well-thought out research and to promote an exchange ofideas as amea
of enhancing future research. .

Ybaiiez (1993) |

In the most carefully constructed and rigorous of these previoud
studies, Ybafiez (1993) reported initial returns of 42.1 percent for 32
IPOs over the period 1989 to 1993.2 He concluded that these high initial
returns are due to underpricing and to a liquidity premium, rather tha '
merely a premium for risk. Total one-year excess returns were reporte
to be a statistically insignificant 38.3 percent for a sample of 18 IPO
This paper, in particular, was carefully designed, and provided conclus
sions supported by evidence. However, based on a careful review of th
paper and investigation of the data, we believe the following commen
are relevant, and we present them here as a means of advancing futu

research on this and related topics. |

|

Ybatez (1993) documented information for 43 IPOs in his Annex 1

Our calculation of initial day return for all 43 IPOs is 31.05 percent base
on our price data and is comparable to the 31.00 percent calculated base
on the data given in the paper.® However, Ybanez reported average rés
turns of 42. 1percent calculated on a subsample of 32 IPOs. The reason for
this difference is that Ybafiez eliminated 11 firms based on a liquidity
constraint, which requires that a stock trades in at least 70 percent of the
first 22 trading days and of the first 12 months. We feel this liquidity
constraint is unnecessary for the calculation of initial returns, since ini
tial returns depend on only a single public trade on the first day of listing
and because, a priori, we cannot assume the market will know that
stock will be thinly traded in the future. In fact, since initial return
increased from 31.0 percent to 42.1 percent when the liquidity constrain

2 Yhafiez (1993) reports a total of 44 TPOs during the period or 33 with necet
sary data. However, United Paragon Mining Corporation, while included in Ybafie#
list, was not included as an TPO in Philippine Stock Exchange (PSE) records.

3 For individual companies' TPO returns, we calculated different initial return
in 22 out of 43 cases. However, in all cases, these differences are small and may be du
to our sources of price data. Ybafiez (1993) collected price data from the busines
publications Business Day and Business World, while we collected ours from the Ph
lippine Stock Exchange (PSE) archives.
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was applied, this constraint evidently eliminated lower return IPOs. These
eliminated illiquid firms produced lower, not higher, initial returns. This
evidence is contrary to the expected conclusion that high IPO returns are
related to a liquidity premium.

Ybafiez (1993) reported excess returns, defined as the IPO return
less the return on the PSE Composite Index, for both the initial return
and for the monthly returns that accumulated over the subsequent 12
months. We have questions about both this technique and how it was
applied. First, the inherent assumption of comparing IPO returns to those
of a market index is that both samples have similar risk characteristics.
lack of a prior trading history, incomplete financial information about
IPO firms, and differences in firm size, industry groupings and the length
of time the firm has been in operation, lead us to believe these samples
may have very different risk characteristics. Second, the author reported
a raw IPO initial return of 42.1 percent and an excess initial return of
40.0 percent. This means the market index returned 2.1 percent over
. these randomly selected 32 single trading days that correspond to the 32
[POs, which appears inordinately high for a one-day return.* It is also
important to note that in IPO studies for 10 other countries, long-run
- excess returns are found to be negative in 7 cases and only marginally
positive in the other three (Ibbotson, Sindelar, and Ritter, 1994). How-
ever, Ybanez (1993) reported excess returns over one-year to be 38.3 per-
cent.

Mangaran and Ranit (1995)

Mangaran and Ranit (1995) analyzed 70 IPOs from January 1987
to March 1994. They reported average initial returns of 36.73 percent,
which are earned almost entirely over the period covering the offer price to
the first day’s opening price. However, questions arise regarding their
sample selection. From January 1987 to March 1994, there were a total of
only 53 IPOs, not the 87 reported by Mangaran and Ranit (1995). This

1 For example, the PSE index increased at an average rate of 16.27 percent per
year over the nine year period from January 1, 1988 to December 31, 1996. Using this
nverage annual return, the average daily return, based on a 250 day trading year is
0.06 percent. This is calculated using the formula for interest compounded at some
nverage rate: (1 + £)*" — 1 = 16.27 percent, where % is solved to equal 0.06 percent.
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difference is partly due to the authors’ counting an IPO of both Clagi/
and B shares from a single company as two IPOs, which increased (lf
initial sample size to 73.° The remainder may be due to confusion steil
ming from misinterpretation of PSE records or the reliance on inaccury
sources that can only be cleared by careful examination of the PSE list
IPOs.¢ In addition, they retained one IPO for which they cannot find
offer price, evidently using some point-estimate technique to estimate th
IPO offer price from the remaining sample. This technique is based on i
erroneous assumption that this IPO provides a return that is the exag
average of the remaining sample. '

computation of the standard deviation based on the Parkinson (19
technique appears inappropriate because one must assume that thy
logarithm of price follows a random walk. This is not the case with firl
day prices of IPOs, since we expect that, in most cases, prices will suli
stantially increase from offer to the first day, not a pure random event

the mean standard deviation. This statistic is meaningless.

The authors also regress the offer-to-open return on the offer-ta
close return, presumably to find out how much of offer-to-close returns ax
explained by offer-to-open returns. This regression is an exercise of r@)
gressing a part of the whole, and since the part is a significant portion
the whole, the authors are essentially regressing something on itself. Thi
high R? of 91.72 percent is, therefore, not unexpected and, in fact, a tauto

logy. |
|
i
5 Shares can be issued as Class A and Class B by a company as a means
monitoring foreign ownership to assure statutory limits are not violated. Class;{
shares can only be purchased by domestic investors, while Class B shares can by
purchased by both domestic and foreign investors. However, the issue of varyin
classes is not mandatory and a company can instead opt to issue only one class an
limit the amount of shares a foreign investor can purchase. It is also important to not
that Class A and B shares do not give the holder differential rights to voting o
dividends. With this in mind, when averaging initial day returns across a sample ¢
IPOs, inclusion of both a company’s Class A and B share returns as separate dat
points is essentially double counting and will bias results. In this case, the author
should have either excluded one class of a firm's shares or averaged the return f
Class A and B shares and used this average as one data point.
6 Many IPO lists include new share listings that are not issued to the public ¢
the issue of financial instruments other than common stock.
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| The relevance of many of the authors’ tests must also be questioned.
I'he importance of reporting offer-to-open and offer-to-close IPO returns
fur the initial trading day is logical. However, the remaining return calcu-
Jutions are either redundant or irrelevant. Their equation (3) which calcu-
lutes the open-to-close return is simply the difference between the offer-to-
tlose and offer-to-open returns, and since it is negligible, it need not be
yeported. In addition, since there are no theoretical or empirical reasons to
yeport and dissect returns for day two, these results should be excluded.
Moreover, descriptive statistics listing mean and median offer prices, and
Ihe analysis comparing median returns from their two-day time periods
ilo not add important information to the analysis.

Mangaran and Ranit’s (1995) Table 5 reports results of IPO re-
furns over the two days, segmenting the sample between those IPOs
with positive and those with negative offer-to-open returns. However,
the authors only have results for 4 negative return IPOs, which is cer-
tainly too small a sample size on which to perform a test of differences
or from which to draw any inferences.” Again, these results should be
- excluded. In addition, if we trust that Table 5 reports all positive (n=50)
nnd negative (n=4) IPO returns, we can assume that of the total 70
firms for which the authors report returns in Table 2, 16 must have
zero returns. If this is the case, we calculate mean returns of 39.26
percent for the 70 IPOs, which does not correspond to the mean return
reported in their Table 2 of 36.72 percent.

Results of Mangaran and Ranit’s (1995) Table 6 are puzzling and
the inferences they draw from these results are illogical. They claim to
find that offer-to-open and offer-to-close returns are highly correlated with
the returns on the Philippine Stock Exchange Index (PHISIX), while intra-
day returns are not. This is puzzling, since we expect PHISIX returns to
vary around zero percent for any particular day with perhaps a slight
positive bias. IPO offer-to-open and offer-to-close returns have been shown
to be highly significant, both on average and in the majority of cases.
Logically, we therefore expect little correlation between PHISIX returns
and initial IPO returns. Since the authors show that [PO underpricing is
realized almost entirely by the opening price, it can be logically assumed

" Note that the body of the paper states there are five but Table 5 reports only
four TPOs with negative offer-to-open returns.
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that intra-day returns should vary only according to market conditio )
and news specific to the company. Therefore, when comparing PHISI 1
returns to intra-day IPO returns, we expect a high degree of correlatlo -

We also disagree with some of the authors’ conclusions. They statl
that their finding of significant IPO returnsis indicative of market inefl
ciency and of the presence of a speculative bubble. We believe that the ].
statements are unfounded. Most international studies attribute first-di
IPO returns to intentional underpricing by the company or investmef
banker. This underpricing is due to asymmetric information and is don
so that the company and investment banker can successfully return i
the market in the future to raise funds. Also, we believe the autho ]
misinterpreted the meaning of a speculative bubble. Speculative bubbll
are asset price rises based on overspeculation that eventually burst on

the market realizes the overvaluation. The authors did not show any evi:
dence of IPO stock prices suddenly declining in the future. |

Perez and Velasco (1995)

(presumably 1993 or 1994). They found first month average returns o
30.71 percent, and presented the following as their primary conclusions,
IPO returns are greater than those found for the Philippine stock ma
ket index and this higher return is compensation for higher risk. In ad:
dition, they found evidence of risk diminishing in subsequent month
and related this to decreasing returns. '

However, a careful reading of this article brings these conclusiont
to question. First, reported results of tests that IPO returns are greater
than the market returns were incorrectly interpreted (in their Table 1 "
The authors mistakenly reported the p-value as the t-statistic, and state‘

“(a) 5 percent level of significance analysis shows a t-statistic of 0. 1625-
which concludes that IPO returns are higher than market return 95 peri
cent of the time.” In fact, the ¢{-statisticis 1. 0254 whlch is significant onl

than market returns. It is more appropriate to say that IPO returns aré.
on average, statistically insignificant at conventional levels of s.ignjﬁcanee;,r
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These results are not surprising since the authors compared IPO returns
{0 the market index over the first year, while only the offer month’s IPO
foturns are vastly different than the market index.

Moreover, when testing for differing risks, the authors again mis-
roported the p-value as the t-statistic, although the authors correctly stated
that the standard deviation for the IPO sample is significantly greater
than that for the market index (in their Table 3). Another problem with
the authors’ analysis is the inherent bias in using standard deviation as
the risk measure for the IPO sample. Obviously, high initial month re-
furns for IPOs creates higher variability in returns when comparing this
initial month to subsequent months.

Another flaw is the authors’ interpretation of their test of dimin-
inhing risk (in their Table 5). Here they present a t-statistic of —0.650 and
p-value of 52.91 percent on the coefficient of time, meaning one can assign
i probability of diminishing risk only at a 47.09 percent level. Certainly,
we cannot reject the null hypothesis that risk is the same over time. In
nddition, perhaps a more appropriate technique for testing whether risk is
. lime-varying is the Autoregressive Conditional Heteroscedasticity (ARCH)
method and its variants (see Engle, 1982; and Bollerslev, 1986 for a de-
- heription of these techniques). None of the three primary conclusions of
the authors were supported by the evidence they present.

Velasco and Perez (1996)

Velasco and Perez (1996) reported IPO initial day returns of 29.09
percent for a sample of 84 IPOs covering the period 1987 to 1994. They
concluded that IPOs provide abnormally high first-day returns, that this
return is accompanied by high risk, and that this correspondingly higher
risk supports the Capital Asset Pricing Model (CAPM).

However, some methodological problems caused us to question the
reported results. Upon inspection of IPO initial returns listed in their
Table 1, we uncovered eleven errors. Returns for ABS-CBN Broadcasting
Corporation (reported at 80.56 percent; actual is 55.00 percent) and Kuok
Philippines Properties, Inc. (B) (reported at 33.33 percent; actual is 28.00
percent) appear to be typographical errors. Returns for Unioil Exploration
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and Mineral Development Company, Inc. (A) (reported at 190.00 percon

actual is 100.00 percent), Keppel Philippines Shipyard, Inc. (B) (repor it
at 56.00 percent, actual is 32.00 percent), Metro Drug, Inc. (A) (reporte
at —10.29 percent; actual is —11.42 percent), JG Summit Holdings, Ine
(B) (reported at 47.73 percent; actual is 36.36 percent), and Steniel Man\
facturing Corporation (reported at 151.62 percent; actual is 156.67 pa¥
cent) were either incorrectly calculated or were the results of inaccurni
price information. Summit Minerals, Inc. (B) was reported to have earng
10 percent first day returns when the stock did not trade the first day
Shangri-La Properties, Inc. was reported to have not traded on the firil
day, while it did and earned 0.00 percent initial day returns. Lastly, twi
IPOs for the period were missing. SazteC Philippines, Inc. listed on 9 July
1991, earned initial returns of —10.68 percent and Metro Drug, Inc. (1)
listed on 30 May 1990, earned initial returns of —~13.26 percent. In sums
mary, over this sample period, there were actually 86 IPOs earning initi
returns of 26.64 percent.

Note that the two missing IPOs may explain how the authon
counted 89 total IPOs reported in their Table 2 for the 1987 to 1994 period,
while they reported only 87 in their Table 1. The authors’ Table 3 collahg
rates this view since the missing IPOs must be counted to make the re
ported figures correct. The authors also neglected to report return and
standard deviation statistics for the 22 IPOs in 1994 in their Table 3. |
addition, we uncovered a methodological flaw in their sample composition
Similar to Mangaran and Ranit (1995), the authors incorrectly counte(
the offer of Class A and B shares of a single IPO as two sample observa
tions. Taking the average of Class A and B shares as one data point anc
using the authors data gave average initial returns of 30.36 percent for ¢
sample of 69 IPOs.

Another methodological problem is the authors’ analysis of risk
They compared the initial day returns and standard deviation of thei
IPO sample to the yearly return on the Philippine Treasury Bill, whicl
they refered to as the risk-free asset. The United States Treasury Billi
often referred to as the risk-free asset since the full faith and credit of th
United States Government backed by the world’s largest economy make
this instrument the closest approximation of a risk-free asset available
The Philippine Treasury Bill does not have these same characteristics
due to the higher political and economic risk present in the Philippine:
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I'herefore, the authors’ assumption that all risk of their PO sample is
nxcess over the risk-free rate is erroneous. The analysis was also incom-
plete since the authors compared one-day returns to yearly returns.

3. Sample

Our sample of IPOs cover the 11-year period, 1987-1997. We
started with 1987 since this was the first full calendar year following
the end of the Marcos regime, and consequently, the beginning of a
more open economy and improved investment climate. We used the fol-
lowing criteria in determining the IPOs to be included in our final sample:
(1) necessary data on offer price and market prices for calculation of
initial returns and long-run returns are available (we allow a window of
up to five trading days for prices); (2) the issue was only for common
stock; and (3) the issuing firm used an investment banker. We collected
our price data directly from PSE archives to ensure accuracy. In addi-
~ tion, we scanned IPO prospectuses or the PSE IPO list to validate each
observation, since some sources listing IPOs included companies that
listed their stock but did not make any public offering. We did not in-
clude these non-public offers in our analysis. Moreover, company IPOs
of both Class A and B shares were considered as one IPO in our analy-
sis.®

We use the standard methodology in the literature and calculated
the initial return for the common stock of an IPO as the period encom-
passing the first day the stock trade on the public exchange. Specifically,
the return was calculated as percentage return from the offer price to the
closing price at the end of the first trading day (see Ritter, 1984; and
Ibbotson, Sindelar, and Ritter, 1994). We calculated the long-run perfor-
mance of an IPO as the holding period return over the three years start-
ing with the first day’s closing price (see Ritter, 1991). To adjust for nor-
mal market returns, we calculated three-year adjusted aftermarket re-

#In computing average returns for companies where both Class A and B shares
were listed, we only considered price data on Class A shares. This technique will not
seriously bias results since in the 17 cases where companies issued both Class A and B
shares, we find average initial returns of 17.81 percent for Class A and 20.86 percent
for Class B shares.
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turns as the difference between the IPOs’ three-year return and the res
turn on a matched set of similar firms that also traded on the PSE.? The
three-year holding period returns for both IPO and matched firms were
adjusted for the effects of cash and stock dividends, stock splits, and stock
rights declaration that occurred during the period. (Refer to Appendix |
for a listing of the matched set of firms.)

Table 1 shows the number of I[POs and the gross proceeds raised
by the 104 IPOs for each year from 1987 to 1997. As seen, the numbel!‘
of IPOs generally rose during this period, peaking in 1994 when 21
firms issued stocks to the public for the first time. Gross proceeds by year
confirms this trend and demonstrates an increasing interest in the Phils
ippine IPO market. Over the period, more than P133 billion of equity
capital was raised through IPOs. This amount peaked in 1994 when over\
P37 billion were raised through IPOs. Overall, this trend confirmed the
rising popularity of the Philippine stock market and the strengthening of
the Philippine economy. Although the number of [POs and the amount of
proceeds raised continued at unusually high levels the next two years, a
collapse of the IPO market occurred in mid-1997. No IPOs occurred in
1997 after May and only one has occurred in the first nine months of 1998,
This drop in IPO activity corresponds to the severe contraction in the
equity markets that began in mid-1997 in sympathy to problems in other
Asian equity markets. i

9 This technique is the current norm in international literature (see Ritter,
1991; and Loughran and Ritter, 1994), and using this technique our results can bg
directly compared to those found for other countries. Qur criteria for identifying
matching firm is based on the following firm characteristics given in order of priority:
(1) industry; (2) size, measured by total assets; (3) age, measured as years since
incorporation; and (4) publicly-traded for at least three years. When there are no othet
publicly traded firms available to match within a particular industry or if the IPO firm
is diversified across industries we match by a broader industry classification. In addi:
tion, simply using the market index is an unattractive option because many of the new
IPOs during our period of study were quickly added to the index. The three-yeai
holding period returns for both IPO and matched firms were adjusted for the effects of
cash and stock dividends, stock splits, and stock rights declaration that occurred dur
ing the period.
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Table 1 - Number of Philippines IPOs by Year
for the Period 1987 to 1997*

Gross Proceeds
Year Number of IPOs (N)* (in pesos)®
1987 2 156,500,000
1988 3 952,265,892
1989 6 3,702,241,172
1990 9 4,076,292,224
1991 9 4,878,348,204
1992 8 5,444,631,579
1993 11 8,713,873,500
1994 21 37,415,026,196
1995 16 31,016,281,308
1996 13 27,049,473,204
1997 6 10,073,614,806
Total 104 133,478,548,085

* Represents the number of firms that issued IPOs. Issues with "A"/"B"
share classification are counted only as one IPO.

b Gross Proceeds are computed as Offer Price x Number of Shares Offered
to the Public. Based on the data that includes both "A" and "B" shares.

4. Results

As presented in Table 2, we found initial returns for 104 IPQs is-
sued in the Philippines between 1987 and 1997 to average 22.69 percent.
[nitial returns varied somewhat by year, but in general these initial re-
turns and the relatively large number of IPOs, support the presence of a
“hot issues” market for IPO issuance. “Hot issues” markets for [POs are

~ defined as a time period when general investor sentiment runs high re-

sulting in extraordinarily high IPO initial returns, as well as an increase
in IPO activity. Ritter (1984) confirmed the “hot issues” market in the US

- that was first conjectured by Ibbotson and Jaffe (1975). Our data is consis-
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tent with the presence of a “hot issues” market in Philippine IPOs during
the period June 1993 to December 1994. During this one and one-half ‘
year period, 30 of the 104 IPOs occurred, earning average initial returns
of 44.63 percent. |

Table 2 - Initial Returns and Three-Year Aftermarket I
Performance of Philippines IPOs for the Period 1987 to 1997* “

After Market Performance® ‘ ’E

(%) '

Initial Return |

N (%) N Raw Adjusted i

Overall |

Average 104 22.69 65 48.33 -5.44 '
t-statistic® 5.82 2.63

p-value! 0.0000 0.0137 0.8214 .

» Based on IPO data of Unclassified Shares, "A" shares, and strictly "B" shares. [
b After market performance is measured as (1) average three-year raw return for IPOs
and (2) average three-year return adjusted by the return on a set of matched firms.
Following Loughran, Ritter and Rydqvist (1994), we calculate the overall average ad-
justed aftermarket performance as

100 x [(Z(l + "J‘,:))/(E(l s "T-'")) - 1] ;

where 7, is the three-year holding period return beginning the closing price at the end of
the first day of trading for the IPO and r,., is the three-year holding period return for the
corresponding matched firm over the same period.

¢ f.gtatistic on a test of the null hypothesis that the mean return is zero.

4 p-value on a Student's t-test of the difference in the means of raw 1PO aftermarket
returns and the returns on a set of matched firms, assuming unequal variances.

|

In the aftermarket, our sample of IPOs averaged returns of 48.33
percent over the three years subsequent to the offer date. These three-year
returns appeared quite strong, yielding a compound rate of 14.05 percent
per year. However, after we adjusted these aftermarket returns by the |

200



PERFORMANCE OF PHILIPPINE INITIAL PUBLIC OFFERINGS

returns for a matched set of publicly-traded firms, we found that our sample
of IPO firms earned adjusted, average aftermarket three-year returns of
—b5.44 percent. This adjusted return is not significantly different from zero.

Loughran, Ritter, and Rydqvist (1994) showed average initial re-
turns ranging from 4.2 percent to 80.3 percent across 25 different coun-
tries. However, when compared directly to other Asian countries, initial
Philippine IPO returns may be considered low. Of the more mature mar-
kets, average initial returns were shown to be 82.5 percent in Japan, 17.6
percent in Hong Kong, 45.0 percent in Taiwan, and 27.0 percent in
Singapore. Of the emerging economies, average initial returns were 78.1
percent in Korea, 80.3 percent in Malaysia, and 58.1 percent in Thailand.
Possible explanations of why the initial IPO returns in the Philippines are
found to be lower than those of Korea, Malaysia, and Thailand include
differences in: (1) time period analyzed; (2) rules and regulations govern-
ing the new issue market; (3) the respective economies; (4) domestic and
foreign interest in equity markets; and (5) differences in the type of firms
that raise capital through IPOs.!°

Loughran, Ritter, and Rydqvist (1994) also reported results for
aftermarket performance of IPOs in nine countries over a subsequent
three year period. In six of nine cases, adjusted IPO aftermarket perfor-
mance was negative. In each of the nine studies, the comparison sample
outperforms the IPO sample. These results are consistent with our find-
ings of negative adjusted aftermarket returns averaging 5.44 percent.

5. Conclusions

When undertaking any research project, it is important for research-
ers to accurately define their hypothesis, relate their work to previous
relevant studies, carefully construct their tests, and explain their results
in the context of accepted theory. With these elements, research of a par-
ticular topic can advance, and understanding of the topic will improve.
Without these elements, the research is ineffectual, or worse, may lead to

n

Note that while our sample period began in 1987 and ended in 1997, studies
of these other countries began as early as 1970 and ended at the latest in 1991.
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erroneous inferences. We endeavored in this paper to demonstrate short-
comings of previous research, not to criticize others, but instead present
an example of how to improve future research and advance the under-
standing of Philippine financial markets.

As presented in Section 2, results of previous research may be ques-

tioned due to some inherent weaknesses in research design, data gather:

ing, and statistical analysis. We provided an alternative example of aca-
demic research in Sections 3 and 4. Our results show that IPOs in the
Philippines earn, on average, returns of 22.69 percent on the initial trad-
ing day. Over a three-year aftermarket period, returns total 48.33 per-
cent, or 5.44 percent less than a matched set of publicly-traded firms.
This data suggests that although investors in Philippine IPOs make
significant returns on the initial trading day, if these investors hold
stock of IPOs for a long period, they earn slightly lower average returns
than if they had held other comparable stocks.

It appears that the market for Philippine IPOs behaves in much
the same manner as IPO markets around the world. Differences that
do exist may be due to a variety of reasons. Some reasons for differ-
ences are obvious, such as, differences in the stage of economic develop-
ment and market liquidity. There are also other possible reasons like
those mentioned in section 4.

Many questions remain in the investigation of IPOs in the Philip-
pines. For example, why are IPO initial returns in the Philippines low
relative to comparable countries, especially when considering the high
perceived economic and political risk present during the period studied?
Why does the aftermarket for Philippine IPOs fare poorly? What charac-
teristics in the Philippine market affect IPO returns? Alternatively, one
can address basic issues regarding the mechanism for bringing a stock to

market, such as, does the choice of underwriter affect the degree of |
underpricing? Are disclosure regulations adequate in ensuring that mar- |

ket participants receive necessary information? How available are new
shares to general market participants? The goal of future researchers
may be to answer some of these questions.
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