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ABSTRACT

Sarsmistha, Dian (2005). Factors Influence Underpriced level and the Aftermarket
Stock Price Behavior in Jakarta Stock Exchange in year 1999-2003. Yogyakarta.
Faculty of Economics. Islamic University of Indonesia.

This research is aimed to show how the factors influence the underpriced level
and aftermarket price behavior of the initial stock. The factors are underwriter
reputation, firm age, firm size, Price Earning Ratio (PER), Earning Per Share (EPS)
of the Indonesian firms that conducted the Initial Public Offering in Jakarta Stock
Exchange for the period of 1999-2003. This research will reflect the company’s
performance as a result to decide the investment choice by the investor.

This research applies linear regression model of the underwriter reputation,
firm age, firm size, PER, EPS as the independent variables and underpriced as the
dependent variable. The result of this research shows that those five variables do not
have significant influence to the underpriced level in year 1999-2003. It seems that
the investors do not consider about the fundamental aspects of the firms when they
decide to invest their money. Meanwhile, the aftermarket stock price behavior is
conducted with the correlation between day and market-adjusted return. This research
finds that there is no significant alteration to the stock price in 30 days after the Initial
Public Offering. The underwriter and the issuer keep the price in stable condition in
30 days following the initial offerings. Moreover, The investors still get the positive
and negative market adjusted return in first day aftermarket, which means that the
stock price aftermarket has not reflected the semi strong efficient market.

Key Words: Initial Public Offering, Underpriced, Aftermarket, Stock Price Behavior
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ABSTRAK

Sarsmistha, Dian (2005). Faktor-faktor yang Mempengaruhi tingkat underpriced dan
perilaku harga saham setelah Penawaran Saham Perdana di Bursa Efek Jakarta pada
tahun 1999-2003. Yogyakarta. Fakultas Ekonomi. Universitas Islam Indonesia.

Penelitian ini bertujuan untuk menunjukkan bagaimana faktor reputasi
penjamin emisi, umur perusahaan, skala perusahaan, Price Earning Ratio (PER),
Earning Per Share (EPS) dari perusahaan-perusahaan yang melakukan penawaran
saham perdana di Bursa Efek Jakarta pada tahun 1999-2003 dalam mempengaruhi
tingkat underpriced dan perilaku harga saham setelah melakukan penawaran saham
perdana yang mengalami underprice, yang nantinya akan merefleksikan kinerja
perusahaan, dan dapat digunakan sebagai bahan acuan bagi investor untuk mengambil
keputusan dalam investasi.

Penelitian ini dilakukan memakai model regresi linier dengan reputasi
penjamin emisi, umur perusahaan, skala perusahaan, PER, EPS sebagai variabel
independennya dan undepriced sebagai variable dependennya. Hasil penelitian
menunjukkan bahwa kelima variabel tidak berpengaruh secara signifikan terhadap
tingkat underpriced pada tahun 1999-2003. Sepertinya investor tidak memperhatikan
faktor-faktor dasar sebuah perusahaan untuk berinvestasi saat penawaran perdana
pada tahun tersebut. Sedangkan untuk perilaku harga saham setelah penawaran
perdana dilakukan dengan korelasi antara hari dengan return yang disesuaikan pasar.
Peneliti menemukan bahawa tidak ada perubahan yang signitikan terhadap harga
saham setelah 30 hari penawaran perdana. Para penjamin emisi dan emiten menjaga
harga saham supaya stabil dalam 30 hari setelah penawaran perdana. Investor masih
mendapat positif dan negatif return yang telah disesuaikan pasar di hari pertama,
berarti harga saham setelah pasar perdana tidak mencerminkan pasar efisiensi
setengah kuat.

Kata kunci: Penawaran Saham Perdana, Underpriced, Perilaku harga saham.
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CHAPTER |
INTRODUCTION

1.1. Study Background
All firms need to raise the capital to finance the new project or their
operation. If firms need additional capital, they may decide to sell new stock.
Before the stock is traded in the stock market (secondary market) it should be
offered to the public first through Initial Public Offerings (IPO) in the primary
market. In IPOs, the firm wants to receive a high value of the new issues, because
they can achieve their goal in a short time. Meanwhile, the underwriters as
guarantor of the issue try to minimize the risk. Theré are four kinds of underwriter
in giving guarantee which are full commitment, best effort, stand by commitment
and all or none commitment. There is only one type of underwriter in Indonesia
which is full commitment underwriter. It has the highest risk than the others,
because underwriter should buy all of unsold stocks in the initial market (Ghozali,
Mansur, 2002). Therefore, the underwriter and the issuer have negotiated to get
the price of the stock. Since the underwriter is interested to sell all the stock in
order not to lose money, they will prefer a low issue price to keep risk as low as
possible.
The stock is price in the primary market lllas been already fixed and

characterized by asymmetric information. While in the secondary market, the




price of stock is based on the auction supply and demand and also available
information for the participants. It 1s possible if there is a different price in the
same stock between primary and secondary market. If the closing price in the first
trading day in secondary market is higher than the offering price in the primary
market, the stock is considered to be underpriced (Slameta, 2003). Underprice is a
phenomenon in stock market especially in the initial public offering (IPO).

An investor usually finds out the information about a tirm which offers it to
the public before purchasing initial stocks. This step is conducted to make right
decision. In making decision, an investor needs a lot of information which lead
into their consideration to buy stock or not. If therelare a lot of uncertainty factors
happen in secondary market, the underpriced level will be higher in the initial
public offering (IPO). That is the expectation of the investor. Thus, the
uncertainty stock price in secondary market will be influenced by the initial
offerings (IPO). Carter and Manaster (1990) explained that underpriced level is
the result of the uncertainty stock price in secondary market. In this case, the
underwriter will set the price according to the information about the investors
demand (in Ghozali, Mansur, 2002). Peter Klein (1995) has implicitly assumed
that grossly underpriced IPOs are allocated to the l:mderwriter’s favoured clients
(in P.J. Lee et al, 1996).

A lot of researches have been conducted related to the underpriced
phenomenon. Previous researches related to iniitial public offerings (IPOs)

documented the tendency of IPOs to provide abnormal returns to investors who




purchased them at initial offering (Aggarwal; Rivoli, 1991). Several researchers
have tried to explain why the initial stock price is lower than the price in the first
day in secondary market (in Ghozali, Mansur, 2002)

This research examines on the subject of initial pgblic offering. This research
explains more about the factors that influence underpriced level and the
aftermarket price behavior, This research takes sample of the firms that conduct
the IPO from year 1999 to 2003 and 30 days following to examine the price
aftermarket behavior. According to Ghozali and Maﬁsur (2002) there are several
factors that are predicted to influence the [PO, which are:

1. Underwriter Reputation

Underwriter reputation shows the function, as an underwriter can
be acceptable or un-acceptable by the society. If an underwriter is
acceptable by the society, and the service of the underwriter is used by
many firms. It means this underwriter has a good reputation. Otherwise,
the underwriter cannot have a good reputation if the society does not trust
it. Underwriter is a profession to support the capital market where the
function guarantees the stocks in initial public offerings (IPOs) and bonds
between the interest of the investors and the issuers.

2. Firm Age

Firm age is defined as the number of issuing firm’s years of
existence. It is calculated since the firms exist based on the official

document to the firm that has already done the stocks offering. It is




calculated from the different between its incorporated date and its offering

date to the public and it-has-been—done—per-year— the firm-has-been————

operating longer than the other firm, better information will be served to
the investor in decreasing uncertainty level of the firm.
Firm size

The size of the firm shows the total ésset owned by the firm. A
larger asset indicates the larger size of a ﬁrm. A larger size of firm has less
risk in capital market. The data of the total asset is taken from the
Indonesia Capital Market Directory.

Price Earning Ratio (PER)

Price Earning Ratio (PER) is an important part in making
investment decision. The PER reflects investor is expectations concerning
on the company’s future performance. The more optimistic these
expectations, the higher the PER is likely to be. This ratio is computed by
dividing the current market price per share of the company’s stock by
annual earnings per share.

Earning Price per Share (EPS)

Earning price per share (EPS) is perhaps the most widely used in
all accounting ratio. The trend in EPS and the expected earnings in the
future periods are major factors affecting the market value of a company’s

shares. To compute EPS, the average number of common shares



outstanding divides the annual net income applicable to the common

stockholders.

1.2. Problem Identification

There is an opportunity to continue research for disclosure the underpriced
phenomenon in the initial offering in Jakarta Stock Exchange. So this research
intends to conduct a research about the factors that are expected to influence the
underpriced level in Jakarta Stock Fxchange. This research takes sample the 1PO
firms from year 1999 until 2003. This period is taken because the economic was
starting to have a stable condition after the financial crises.

This research monitories the price behavior after the tfirms have conducted the
IPO, whether the initial stock price tends to be stable, increased, or decreased
movement after experiences the underpricing. So, the writer is also going to
observe the aftermarket price behavior to see if there is an alteration of the stock
price in 30 days after the [PO.

Hopefully, this research can complete the previous researchers in disclosure
the underpriced phenomenon, especially in the factors that influence the

underpriced level and the 30 days aftermarket price behavior of the [POs firms.

1.3. Problem Formulation
The problems of how those factors can significantly influence towards the

underpriced level in Indonesian firms and the aftermarket price behavior



alteration are the reason of how investor and issuer ability predict their investment

choices in the initial offerings. This research, furthermore, attempts to answer the

following questions:

1. TIs there a significant influence of the independent variables in partial to
the underpriced level in initial public offering (JPO) in Jakarta Stock
Exchange (JSX)?

2. Is there a significant influence of the independent variables in
simultaneously to the underpriced level in initial public offering (IPO) in

Jakarta Stock Exchange (JSX)?

3. Is there any alteration stock price behavior in 30 days aftermarket

following the underpricing of the initial stocks?

1.4. Limitation of Research Area

This research examines factors that influence underpriced level in the initial
offerings in Jakarta Stock Exchange and the aftermarket price behavior of the
firm. The samples are taken from the firms that have done IPOs listed in Jakarta
Stock Exchange from year 1999-2003. The data taken is stock price in the initial
offerings, stock price in the first trading in secondary market and stock price in 30

days following the closing price in the initial public offerings.

1.5. Research Objectives

This research is conducted to analyze whether the underwriter reputation,




firm age, firm size , PER and EPS influence the underpriced level. This research
objectives are based on the problem-formulation-above which can be stated-as—--
follows:

1. To identify whether there is a significant influence of the independent
variables in partial to the underpriced level in initial public offerings in the
Jakarta Stock Exchange.

2. To identify whether there is a signiﬁcant influence of the independent
variables in simultancously to the underpriced level in initial public
offerings in the Jakarta Stock Exchange.

3. To identify whether there is an alteration stock price in 30 days

aftermarket following the under price of the initial stock.

1.6. Research Contribution
This research is expected to give many contributions to:

1. The writer: This research can add the knowledge and information about
some of the symptom in initial public offerings in Indonesia capital
market.

2. The issuer: Investor and underwriter: This research can add the empiric
knowledge about the initial stock behavior in 30 days following the IPOs
and the factors that influence underpriced level can recognizeable. This
research is also expected to provide the infénnation for the investors as a

consideration to invest in the new stocks.




3.

The academic: This research can be used as a reference for the next

research who analyze a same topic.

1.7. Definition of Terms

The key words of this research are Initial Public Offering, Underpriced,

Aftermarket, Stock Price Behavior. This research will elaborate more about these

terms.

1.

Initial Public Offering (IPO) = IPO is an activity in offering stock from
the firms to the public at the first time (Askew, 2003).

Underpricing = Underpricing means the offer price of the stock (or the
price of the stock that is set by the company) is lower than the price of
stock sold in the secondary market (Askew, 2‘003).

Secondary market = Secondary market is the market in which stocks are
traded after being issued in primary market and where investors can buy
shares of stock from other investors rather than directly from the company
that issued the stock (Askew, 2003). Aftermarket = Aftermarket is the
secondary market for stocks after completion of an IPO (Teweles et
al,1992).

Stock price behavior = The movement of stock price in capital market

because of market reaction.




1.8. Research Qutline

" CHAPTER1: INTRODUCTIION

CHAPTER I

This chapter consist of; Study background which gives the
basic explanation related to this research, Problem identification and
formulation identify and elaborate the problems of this research,
Limitation of research area, Research objectives, Research
contribution mention the benefit for the user, Definition of terms and
Research outline guide through this research.

: REVIEW OF RELATED LITERATURE

Review of related literature gives many explanations about the
relevant theories toward this research and to reconsider about the
previous studies. Parts of this chapter elaborate more about the capital
market, Initial Public Offering (IPO), underprice, definition of
underwriter reputation, definition of firm age and size, definition of
PER and EPS. Previous studies and hypothesis will also be explained

in this chapter.

CHAPTER Il : RESEARCH METHOD

This chapter describes the research methods, which maunly
emphasizes on research outlines the procedures used to gather and
analyze the data. In this part, this research translates the conceptual

scope and methodology into application. It covers the research subject,




type and source of the data, research variables, research instruments,

data analysis and the hypotheses test related to thisresearch..

CHAPTER IV : RESEARCH FINDINGS, DISCUSSION AND IMPLICATION
This chapter explains the early process of gathering the data,
the measurement of variables used in this research, the data analysis
and the interpretation of hypothesis testing which includes the
explanations about the research findings, discussions and research
implications.
CHAPTER V : CONCLUSIONS AND RECOMMENDATIONS

This chapter derive some conclusions and recommendations,
based on the research purpose, the statistical test and analysis that have
been described in the earlier chapters. This chapter also highlight

several recommendation that maybe useful for the next research.
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CHAPTER II
REVIEW OF RELATED LITERATURE

2.1. The Capital Market
Capital market refers to the market for long term financial assets having
actual maturities of more than one year (Rose,Kolari, 1995). Based on Law Number 8
Year 1995, capital market defines that public offering is an activity in offering stock
from the firms to the public based on the Law method and rules implementation
(Ronni, 2003). This market is used for trading the securities, whether in the form of
stocks or bonds which is issued by government or private sectors. The capital market
is closely connected to the savings and investments that are vital for the growth of the
cconomy, this market contributes 10 cconomic stability by matching savings and
investment (Rose,Kolari, 19953).
Capital market has a big role for the issuer and the investor. According to
Rose and Kolari (1995), the role of capital market for the issuer is the issuer can
collect the funds to finance the asset of project. The issuer can find the trust from the
public and evaluate the company’s performance throuf;h the level of the expected
return. The investors can have a chance to own the firms if they have a lot proportion

for stock investment, beside acquires an income from dividends or interest.

2.2, Initial Public Offering (1PO)

IPO is one of the alternative source in funding the firm’s equity with offer the




stock to the public. Going public means selling some of company’s stock to outside

investors and then letting the stock trade in public market (Askew, 2003). One of

requirements for a firm to go public is to get the pronouncement from BAPEPAM.

The whole information about the firm has to be reported to BAPEPAM and various

documents will be checked. Beside that, the firm should fulfill the requirements of

the stock exchange.
There are several results gained by the firms after they have conducted IPO as
follows:

a. The firm will get the additional fund that can be uéed to pay debt, funding fixed
asset and broader the working capital.

b. The firm will become a public firm where the stock is traded in capital market and
the company can offer the stocks again if it is needed.

c. The public firm is easier to be noticed and evaluated their potential synergies by
another firms. If there is an established market price, this helps when a firm is
either being acquired or seeking to acquire another firm where it will pay for the
acquisition stock (Welch, 2000).

d. Public firms tend to have higher profiles than priv%tte firms. Many firms report
that it is easter to sell their products and services to pdtential customers after they
become publicly traded firms (Welch, 2000).

The initial stock price in IPO is very difficult to de.termine. It is because there is
not previous stock price from the last market price observed in determining the

offering stock price. Beside that, a lot of firms that go public have no experience to



determine the stock price. It makes the issuer has a relationship with the underwriter
to determine the stock price. The underwriters have a function to give an advice to the
issuer about the offering stock and the exact time to do the offering. Both investor
and issuer should stay away from best-efforts offering, where the underwriter is only
an agent on behalf of the firm. It is not because the contract is intrinsically bad,
instead, it is because no other reputable firms and underwriter seem to use it
especially in USA (Welch, 2000). It is similar in Indones;a where there is only a full
commitment underwriter type which guarantees all the stock will be sold (Ghozali,
Mansur, 2002).
These are disadvantages of going public based on Ivo Welch (2000), which are:

a. Profit-sharing; the profit of the firm has to be shared with outsiders. But if the
price is right, this is worth for it.

b. Loss of Confidentiality; a major reason why firms may not receive the right price
is that firms are unable to convince investors that the firms have a “gold in the
mine”.

c¢. Reporting and Fiduciary Responsibilities; public firms must continuously file
reports with SEC and the exchange they list on. They must comply with certain
state securities laws and exchange guidelines. It costs money and discloses
information to competitors.

d. Loss of control; because of possible tender offers and proxy fights, the managers

of publicly firms who do not have voting control must be concerned about



maintaining control. They can be fired and replaced. The investors pay a high
price and do not want the poor managemént’m’a’nag'eéwhe’ir"investmemj B

e. IPO-Expenses; an [PO is a costly undertaking. A typical firm may spend about
15-25% of the money raised on direct expenses.

f. Immediate Cash-out Usually Not Permitted; typically, [PO entrepreneurs face
various restrictions that do not permit them to cash out for several months after
IPO.

Therefore, the decision of going public should be considered carefuily. Public
offering means the management of the issuer should increase their professionalism

because the disclosure of the firm.

2.3. Underpriced

Initial stock price in IPO tends underpriced. Underpriced means that initial stock
price 1s lower than the closing price at the end of the initial market (http://www.e-
bursa.com/[PO/kinerja saham/). Almost all of theoretical models are developed in the
literature to explain the underpricing phenomenon in IPO.

These are several theories which support the underpriced according to Ronni’s
research (2003):
2.3.1. Asymmetric Information

Several theories of underpriced in IPO have explained that there is a different

information between the participants about the initial stocks.
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Baron (1982) developed a model assuming that the underwriter has more
information about the capital market than the issuer. Further, he argued that the
reputation of the underwriter indicates the quality of an IPO and can therefore
generate more demand for new stocks. In using the underwriter service (pricing,
selling effort) is better than bringing the new issue to the market itself, although the
issuer can not monitor it completely (in Kunz, Aggrawal, 1994). The underwriter can
get the profit from its advantages by setting too low issue price (Kunz, Aggrawal,
1994).

Because of underwriter has more information, the underwriter is able to
convince the issue that lower price is better if there is uncertainty of the stock value.
The underwriter comprehends more the market price because the underwriter does
the survey, investigation, has information from the issuer and more experience in
new stock, while the issuer focuses on their business characteristics (in Ronni, 2003;
in ibbotson, Sindelar, Ritter, 1988). |
2.3.2.Winner’s Curse

One of scholar, Rock (1986) also investigated the issue of underpricing,
which is then known as “winner curse’ (in P.J. Lee et all, 1996).

Rock argued that the majority of IPOs investors (i.e the uninformed) face an
information disadvantage relative to those acquiring costly information about the
market value of the offering (in P.J. Lee et all, 1996). It indicated uninformed

investors face a winner’s curse.
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Underwriter and issuer make a random error in determining the stock price.
Several of the stocks are determined overvalued and the others are undervatued.
Informed investors will buy the undervalued stock and avoid the overvalued stock
because the return is smaller. The issuer should attract the uninformed investor,
thereby the price of the new stock should be underpriced in order that uninformed
investor greceive the equal return.

A consequence of this model is that the size of underpricing depends on the
uncertainty of the future market price; the higher it is, the higher are the information
costs that have to be compensated by the underpricing. The advantage of the
informed investors is large, if the described uncertainty is particularly high (Kunz,
Aggrawal, 1994).

2.3.3.Traditional
There are traditional explanations about the underpricing from Ibbotson
(1975) in Sautma Ronni, which are:

1) Law makes underwriter determine initial price lower than the expectation price
(although there are not all countries implemented it).

2) There is an agreement among the underwriters in determining the underpriced
condition. This should not happen because it seems underwriter has exploitated
the unexperience issuer and given the benefit for the investors.

3) Underpriced stocks have a good impression to the investors, so the price of the

next new stock can be sold more attractive. .
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4)

6)

Firm commitment has made underwriter try to decrease their risk with
underpricing the initial stock price. In this situation, investor can get profit in
buying the stocks.

Underwriting process usually implements the underprice method in doing IPO.
The custom and agreement between the issuer and underwriter influence that
method.

The issuer and underwriter consider that underprice’is a guarantee toward the
claim of Law SEC Act of 1993 prevail Civil Liability Act in the mis-information
case where it is done between the issuer and the underwriter. In the US the
securities Act of 1993 requires disclosure of information to protect investors in
the new issue market. Ibbotson (1975) viewed a possible explanation for the
underpricing that the issuer and the underwriter agree to protect themselves

against legal pursuits by setting the issue price low enough to avoid losses to

ivestors (in Kunz, Aggrawal, 1994),

2.3.4. Signaling Equilibrium Phenomenon

In this model, investors cannot distinguish between high-quality and low-

quality firms. High-quality firms might have better managers, business plans or

specific business outlooks that make them more valuable than low-quality firms

(Askew, 2003). It is assumed that low-quality firms can invest money like high-

quality firms (Welch, 1989 in Askew, 2003). These imitations are costly and not

always effective since the truth may be revealed resulting in the loss of part of the

investment in imitation. Telling the truth would result in a lower priced 1PO and
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lower returns on later stock offerings (Askew, 2003). High-quality firms are able to
have smaler initial offerings because their quality will be detected between the 1PO
and later offerings such that they can charge more during later ofterings and make up
the difference (Welch, 1989 in Askew, 2003).

Allen and Faulhaber (1989), Grimblatt and Hwang (1989) have suggested that
issuers use underpricing as a mechanism to signal their| quality to the market. These
models posit that high-quality firms underprice their stocks at the [PO and
subsequently conduct a seasoned offering when market prices are established and
there has been an opportunity for information revelation (in Jain, Kini___ ). The cost
of underpricing and a positive probability of their type being revealed between the
two offerings prevent the low quality firms from following suit. Thus, signaling
models of underpricing predict the firms should exhibit superior operating
performance in comparison to those that do not. The absence of a positive relation
between the change in operating performance and underpricing is consistent with the

signaling explanation for underpricing.

2.4. Theoretical Framework and Formulation Hypothesis

2.4.1. Underwriter Reputation

The underwriter as an outside party facilitates investor and the issuer. As a
full commitment underwriter, they have responsibility to guarantee all the unsold

initial stock (Ghozali, Mansur, 2002). So, they have an agreement to determine the
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stock price with the issuer, they tend to make underpriced the initial stock in order to
avoid 1oss. A good underwriter will set the proper price to avoid the decreasing stock
price in the secondary market because of high price (Majalah Uang dan Efek,
Desember 1997:43). The asymmetry condition can cause the higher underpriced
level, because the underwriter has more information than the issuer, they take an
advantage from that condition to decreases their risk (Husnan 1991; Cheung et al
1994; in Ghozali, Mansur, 2002). A good reputation of the underwriter can decrease
the uncertainty of the information which are not stated in the firms prospectus ( in Ria
Nurmalia, 2004). If a good underwriter guarantees the initial stock, the investor will
be confident to invest their money on it and the prospectus of the firm is not mislead
the investor. Ghozali and Mansur (2002) mentioned that the role of underwriter is
very important in giving guarantee of the initial stock, because they have more
experience in capital market than the issuer. Hence, the underwriter is assumed that
they influence the underpriced level. The hypothesis can be formulated as follows:

H1 = Underwriter reputation has a significant influence (o the underpriced

level.

2.4.2. Firm Age

Firm age exhibits the information that can be achieved by the investors. It can
be a main consideration to the investor to have an investment. In the normal
condition, the firm that has existed for a long time has Imore publication than the new
firm. Therefore, the investor is not necessary to spend more expense to get the

information from the IPOs firms. It indicates that the long-standing firms have a
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lower underpriced level than the new-standing firms (Nur Indriantoro and

Nurhidayati, 1997 in Nurmalia, 2004). The hypothesis can be formulated as follows:
H2 = Firm Age has a significant influence to the underpriced level.

2.4.2. Firm Size

Firm size shows the level of the firm in operating with their asset. If there is a
bigger asset of the firm, it indicates that the firm has a big size. It becomes proxy
uncertainty level because a big scale firm is more popular in the society than a small
scale firm. Because of the increase of its popularity, there is a lot of information about
the firm that can be known by the investor. Thus, the uncertainty level of the firm in
the future will be detected. Therefore, the big scale firms have an underpriced level
lower than the small scale firm. There is a small number of information about the
small scale firm to distribute the outsider firm because of the expense. So the small
scale firms have higher underpriced level (Nur Indriantoro and Nurhidayati, 1997 in
Nurmalia, 2004). The hypothesis can be formulated as follows:

H3 = Firm size has a significant influence to the underpriced level.
2.4.4. PER ( Price Earning Ratio)

PER is computed on the basis of earning which after deducting operating
expenses, depreciation, taxes, and interest from net revenue. It is a ratio to calculate
how much the investment of the investor to get aﬁ earning income. From that
calculation, the investor can use the relationship between the market price with the

EPS in detect the underpriced or overpriced stock price.
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The lower PER exhibits that the stock price is cheaper than the others. When
stock price increases, the investors expect the capital gain from their investment.
Because of that, the investor prefers to choose the lower PER. The larger the current
PER indicates the larger is the stock’s initial expected rate of growth and the smaller
is the stock’s expected rate of return. PER is an important part to make investment
decision. The PER reflects investor is expectations concerning the company’s future
performance. The more optimistic these expectations, the higher the PER is likely to
be. Therefore, the hypothesis can be formulated as follows:

H4 = Price Earning Ratio (PER) has a significant influence to the

underpriced level |
2.4.5. EPS ( Earnings Per Share)

The investors need to know the annual earnings per share in buying or selling
the stock in order to decide whether the price is reasonable. It is because EPS shows
the overall operating results of the current year. If EPS grows in stable condition, it
means that the company is in the stable condition. In reverse, the unstable company
will show fluctuate of EPS growths.

EPS can reflect the high earnings growth in the future. IPO companies are
initially priced at high price earnings multiples, implying that investors have
expectations of high earning growth in the future (Jain, Kini). [f the firms have EPS
in high level, it means that the investors tend to have expectations of high earnings

growth in the future. On the contrary, if there is small amount of EPS, the investor
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has less expectation of high earning and it makes the higher the underpriced level.
The hypothesis of EPS can be formulated as follows:
H5 = Earning Per Share (IEPS) hus a significant influence (o the underpriced

level.

2.5. Aftermarket Stock Price Behavior

Aftermarket stock price is decided by its market and influenced by the
information in the market. When the stock price fully reflects all available
information, thus condition shows that the market is efficient. The alteration of the
stock price follows the alteration of the information happens in the market. According
to Elton and Gruber (1991), the efficient market hypothesis has been subdivided into
three categories, each dealing with a different type of information. . In weak form
tests of the efficient market hypothesis, the information, tested is the past sequence of
security movements. Thus, weak form tests are tests of whether all information
contained in historical prices is fully reflected in current prices. Semi strong form
tests of the efficient market hypothesis are tests of whether publicly available
information is fully reflected in current stock prices. Finally, Strong form tests of the
efficient market hypothesis are tests of whether all infoﬁnation (public or private) is
fully reflected in security prices and whether any investor can make an excess return.
Tests of the efficient market hypothesis deal with how fast information is

incorporated, but do not deal with whether it is correctly incorporated in prices.
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The short-term International aftermarket performance shows the short excess
return, it indicates that the long run performance is“not as good as short-term
performance (Kunz, Aggarwal, 1994). The prices decline between 5 months and 1
year following the IPO, meanwhile in day 1, 2, 20 until day 100 exhibits the positive
abnormal return (Aggarwal, Rivoli, 1990). Thirty days aftermarket is expected that
the stock price tends to decline because of long run bad performance. Welch (2000)
confirmed that underwriter supports the aftermarket for 30 days afier the offering, a
good underwriter provides price stabilization. He mentioned that a good underwriter
does a future services. The underwriter often provides post-IPO analyst coverage and
market-making services. Based on that, this research examines the aftermarket price
behavior in 30 days.

Rodani (2002) had done a short term performance research, he had 233 sample of
IPO firm in JSX in year 1990-1998 and used the t-test to examine it. He found that
the highest gain happened on the third day and the lowest gain happened on the sixth
day aftermarket (Rodani, 2002). The gain is determined by the changes of the
percentage stock price from day t-1 closing price until day tin the trading, It is based
on the closing price (daily closing return).

It can be concluded that there is an alteration of the stock price in 30 days
aftermarket following the under price of the initial stock. The hypothesis can be
formulated as follows:

H6 = There is an alteration of the stock price in 30 days dfiermarket

following the under price of the initial stock.




~ 2.6. Previous Studies

A lot of rescarches have been conducted regarding on the underpriced
phenomenon. Kunz and Aggrawal (1994) had done a rgsearch about “why initial
public offerings are underpriced: Evidence from Switzerland™. They took 42 stocks of
the sample issued in the market between 1983-1989. A 35.8% was obtained average
initial return between the offering price and the closing price on the first trading day.
They found that the high average underpricing in Switzerland compared to other
countries might possibly be explained by the reserved disclosure policy of Swiss
companies. They also concluded that the uncertainty about the future market price of
the new stocks is an important explanation for underpricing. The issuer’s argument
that they intentionally underprice their stocks in order to invest into their reputation
by getting “free” publicity is another reason for underpricing (Kunz, Aggrawal;
1994).

The research about the underpriced phenomenon in Indonesia firstly had been
done by Husnan (1991). He took the sample from the year 1987-1990 in Jakarta
Stock Exchange and found that the initial stock price was setting in underpriced in
generally (in Ghozali, Mansur, 2002). Ghozali and Mansur (2002) also conducted a
research to analyze the factors that influence the underpriced level in Jakarta Stock
Exchange. They took sample from year 1997-2000 and had the reputation

underwriter, retained stock, firm size, firm age, ROA, and financial leverage of the
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firm as the factors that are expected toinfluence the underpriced level. They found the

multiple regression equation as follow:

UP1 = 85.443 - 22.690 Under + 0.335 Kepem — 0.00000141 Skala — 0.0696 Umur —
-62.105 Fin lev — 4.686 ROA

Those independent variables have influenced to the dependent variable which is
underpriced level with p value 0.064 and level of significance 10%, but only 31.2%
of those variables that can explain the underpriced level in TPO for year 1997-2000.
Ghozali and Mansur (2002) stated that ROA has a negative significant influence to
the underpriced level in level of significance 5%, whereas the underwriter reputation
and financial leverage variables have the negative significant influence to the
underpriced level in level of significance 10%. Moreover, firm size and firm age have
no significant influence to the underpriced level. But it is similar with their
expectation, it has negative relationship with the underﬁriced level. It means that the
increasing amount of firm size and the old of the firm indicate the lower level of the
underpriced. The investors tend to invest their money to the firms that have bigger
asset and the long standing company.

Slameta (2003) examined twelve variables that are expected to influence the
underpriced level after financial crises from August 1997 to December 2001, Those
variables are, market (return adjusted the market), firm age, firm size, profit margin,
number, proceeds, the risk of issuing stock, underwriter and auditor reputation,
market value, retain and SEO. He found that the siz"e of the issuing firm have

significantly influenced the level of IPO underpricing and had a negative relationship
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with the underpriced. On the other hand, the age of the firm and the underwriter
reputation had not significant influenced in level of significance 5% to the tevet of the
underpricing (Slameta, 2003).

Slameta (2003) supported his findings by mentioning that the investors in
Indonesia did not perceive the longer firm’s years of existence as less risky
investment at the time of [PO from August 1997 to December 2001. In addition, he
stated that before financial crises, the investors perceived that subscribing to an 1IPO
underwritten by a good reputation underwriter entailed less risk, and consequently the
initial return demanded for the stock was low. According to Slameta, the investors do
no longer believe that investing in a new issue underwrite by a good reputation

underwriter entails less risky investment after financial crises.
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CHAPTER 11
RESEARCH METHOD

3.1. Research Method

The method used in this research is purposive sampling method. In this method,
the sample is taken based on the core variable repl"‘esenting this research. This
research emphasizes the relationship between underpriced level with its” affecting
factors, the factors are underwriter reputation, firm age, firm size, PER and EPS. This
research, furthermore, is also intended to observe wha.t kinds of factors which have
dominant influences to underpriced level. The result ‘of this research will be a

beneficial information for investors to make right investment decision.

3.2. Population and Sample

The population of the data in this research is several firms that have done the
IPOs and are listed in Jakarta Stock Exchange from year 1999 to 2003. The sample of
this research is all the underpriced firms in that period. The underpriced firm means
the firms that have lower offering stock price significantly than the closing price in
secondary market at the first day. Based on the data provided by PT Limas

Stokhomindo, there are 47 underpriced firms (http://www.e-bursa.com/IPO/kinerja

saham/). There are only 35 firms that have fulfilled the perquisites for this research.
The firms taken as a sample are several {irms that have data as follows:

a) Firms which are listed at the JSX in the period of 1999-2003 which have
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single underwriter to guarantee their initial stock. This criteria is to avoid the
double measurement of the underwriter reputation.
b) Firms which have completed financial statement data in order to fulfill the

variables.

3.3. Type and Source of the data

This research is conducted by using all relevant secondary data which could be
collected from the various reliable sources, such as ICMD (Indonesia Capital Market
Directory), the JSX data base at JSX corner FE UII Jogjakarta and http://www.¢-

bursa.com/IPO/kinerja saham/. Data collection and the sources of data are taken from

the company listed at JSX with the considerations that JSX is the biggest stock
market in Indonesia, accessible for gathering the data and provide the complete data.
There are several data taken in this research such as:
1. The stock price from the firms that have done the IPO from year 1999-2003,
at the offering price and the closing price until 30 days followed. This data is
_used to get the initial return to determine the underpriced and analyze 30 days
aftermarket price behavior.
2. The value of the offering stock price that is guaranteed by the underwriter in
[PO of the firm to determine the rank of the underwriter reputation.
3. The financial statement of the go public firms in year 1999-2003 to determine
the independent variables which are underwriter reputation, firm age, firm

size, EPS, PER.
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3.4.Research Variables
3.4.1. The dependent variable

The dependent variable in this research is underprice in the first day closing, It
is determined as a comparison between the differences of the price in the initial
opening day (P,) with the offering price (P,) in the closing price for sell in secondary
market and divided with the offering price (P,). Underpriced is determined in

percentage and calculated as follows:

UP = g)‘————:@—) X100
0
3.4.2. The independent variables
3.4.2.1.Underwriter Reputation
The underwriter reputation 1s an independent variable that shows the
reputation level of the underwriter. This variable is measured with the dummy
variable. The dummy variable is applied because there are two different underwriter
reputation, which are point (1) for high underwriter reputation and point (0) is for low
underwriter reputation. According to Ghozali Imam and Mudrik Al Mansur (2002),
the underwriter reputation is determined in the amount of the IPO stock that is
guaranteed by the underwriter. Rank of underwriter reputation is achieved from the
percentage of total value of the offering stocks in IPO that is guaranteed by the
underwriter, the good underwriter reputation (point 1) comes from the big ten of the

rank (Majalah Uang dan Efek, Desember 1997:43).

29




3.4.2.2. Firm Age

Firm age is an independent variable that shows the firm performance based
on how long the activities have persisted in the firm. This variable is defined as the
number of issuing firm’s years of existence. It is calculated since the firms is existed
based on the official document to the firm do the stocks offering. It is calculated from
the different between its incorporated date (Ai) and its offering date (Ao) to the
public, stated annually (Imam Ghozali, Mudrik Al Mansur, 2002).

Iirm age = Ai — Ao
3.4.2.3. Firm size

The size of the firm is measured in total asset of the IPOs firm (Imam
Ghozali, Mudrik Al Mansur, 2002). A larger asset indicates the larger size of a firm.
Firm size is an independent variable that shows how far is the firm operates with the
asset.

Firm size = Assest/ I-quity
3.4.2.4. PER

PER is an independent variable that shows the expectations of the investors
concerning the company’s future performance. It can be used to calculate the earning
of their investment. This ratio 1s computed by dividing the current market price per
share of the company’s stock by annual earnings per share.

PISR = market price/l:-PS
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3.4.2.5. EPS

EPS is an independent variable that shows the company performance in real
value. To compute EPS, the annual net income applicable to the common
stockholders is divided by the average number of common shares outstanding.

LPS = Net Larning/Number of outstanding share

3.5. The Aftermarket Price Behavior in 30 days following the IPO

The behavior of stock price is shown by the stock return calculation of 30
trading days aftermarket in secondary market. The dech:ning of stock performance
will be shown by negative return. On the other hand, the increasing stock
performance will be shown with positive return (MG Kentris Indarti, Andi Katika,
yohanes, 2004).

According to Kunz and Aggarwal (1993), in ordef to evaluate return in days

following TPQ is calculated:

SYRI ) F
m=| LB L=l 0o
Iy !,

Where P, = the closing price of the stock on the first trading days in secondary market
P, = the closing price of the stock on the t trading days in secondary market
I, = the value of IHSG on the first day in secondary market

I, = the value of THSG on day t in secondary market
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The aftermarket behavior in 30 days will be examined with the Pearson

Correlation between the stock return and the day. This Pearson correlation is used to

gxamine the correlation between ratio and interval (Santoso, 2004).

3.6.Research Model

X1

X3

X4

X1 represents underwriter reputation variable.
X2 represents Firm age variable.

X3 represents Firm size variable.

X4 represents Price Earning Ratio (PER) variable.

X5 represents Earning Per Share (EPS) variable.

3.7. Formulated Hypothesis

Underpriced [ ™

Price
Behavior in
30 days
aftermarket

1) Ha = Underwriter reputation has a significant influence to the underpriced

level.
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2)

3)

4)

5)

6)

7)

Ho = Underwriter reputation has no a significant influence to the underpriced
level.

Ha = Firm Age has a significant influence to the underpriced level.

Ho = Firm Age has no a significant influence to the underpriced level.

Ha = Firm size has a significant influence to the underpriced level.

Ho = Firm size has no a significant influence to the underpriced level

Ha = Price Earning Ratio has a significant influence to the underpriced level.
Ho = = Price Earning Ratio has no a significant influence to the underpriced
level.

Ha = Earning Per Share has a significant influence to the underpriced level.

Ho = Earning Per Share has no a significant influence to the underpriced
level.

Ha = All variables have a significant influence to the underpriced level or
there is simultaneously significant influences to the underpriced level

Ho = All independent variable partially do not influence dependent variable
significantly.

Ha = There is an alteration of the stock behavior in 30 days aftermarket
following the under price of the initial stock.

Ho = There is no an alteration of the stock behavior in 30 days attermarket

following the under price of the initial stock.
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3.8. Assumption Classical analysis
3.8.1. Auto Correlation
The Durbin-Watson test statistic is used to identify the auto correlation.

Durbin and Watson have suggested a test which is applicable to small samples. As a
rule of thumb, values close to 0 indicate extreme positive auto correlation; close to 4
indicates extreme negative auto correlation; and close to 2 indicates no serial auto
correlation.
3.8.2. Heteroscedasticity

The explanatory variables are not all normally distributed and they have
different population. Possibly, the error terms associated with small going publics
have greater variances than those associated with large firms. If it is so, it can
contribute to heteroscedasticity problem where the variance of error terms are not
constant. The detection of presence of heterocedasticity can be conducted by
analyzing Scatterplot graphic from the regression analysis. If the dots spread
randomly and do not form any clear pattern. It can be concluded that
heterocedasticity does not exist. Moreover, it will prove that the data is valid and it is
free from the bias.

3.8.3. Normality

This test is used to know whether the data has normal distribution or not.
Normality test is shown by a normality graph in an output test. This test can be
conducted by analyzing Scatterplot graphic from the regression analysis. If the dots

spread is close or to the normal axis, so the data has normal distribution.
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3.8.4. Multicolinearity

In order to analyze the independent variables power in explaining the
dependent variable, it is possible that two or more of the independent variables
correlate each other. It causes the problem of multicolinearity when they are included
together in the regression equation. The multicolinearity test is conducted with
Variance Inflation Factor (VIF), the tolerance value is 0.9 and VIF boundaries is 10.
If the analysis result shows VIF value is under 10 and the tolerance value is upper

0.9, it means that there is no multicollinearity. So the model reliable to be based in

doing analysis.

3.9.Data Analysis
Multiple Regression
The Method employed to examine the explanatory power of different hypothesis
is ordinary least square regression. The initial return for IPO is regressed on variable
that is proxy for different hypotheses suggested in the literature
UP = a +B1X1+ $2X2+ B3X3+ B4X4+ B5X5 |
Note: UP represents undeprice variable
X1 represents underwriter reputation variable.
X2 represents Firm age variable.
X3 represents Firm size variable.
X4 represents PER variable.

XS5 represents EPS variable.
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3.10. Hypotheses Test
3.10.1, F - Test
It is necessary to test all independent variables simultaneously to prove
statistically that all independent variables influence significantly or not in
determining dependent variable value. The F- Test of significant for all independent
variables is used with confidence coefticient or level of significance (a) of 5%.
The hypotheses would be tested:
a) Null hypothesis: Hy:X=X>=... X;=0
This hypothesis states that all independent variables simultaneously do not
influence dependent variable significantly.
b) Alternative hypothesis: Hy: X #X5#... X #0
Alternative hypothesis states that all independent variable simultaneous
influence dependent variable significantly
Since the test statistic F 1s more than the critical value (a=5%) or Fy. >
Fo0s, the inference rejects Ha. It means all independent variables do not influence
against dependent variable significantly. On the othér hand, if the test statistic F is
less than the critical value (0=5%), the decision is accepted. [t means all
independent variables simultanecously have influenced dependent variable
significantly.
3.10.2, T-Test
The purpose of T-Test is to prove whether the independent variables

partially have an influence against underpricing of IPOs in Indonesia. Statisically,
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the test will prove whether a regression coefficient of linear muitiple regression
model is significant or not.

The relationship of each independent variable against the dependent
variable can be seen from the partial regression coefficient value of each
independent variable.

The Hypothesis is tested:

a) Null hypothesis: H,:X;=0;X,=0;... X,=0
Null hypothesis states that all independent variable partially do not
influence dependent variable significantly

b) Alternative hypothesis: H,:X,20X,£0,... X, #0

Alternative hypothesis states that all independent variable partially

influence dependent variable significantly

Test of significance for independence variable partially uses the level of

significant (a)of 5%. If the ty,, is less than the critical value (a)of 5%, it means
that a certain independent variable intfluence the underpriced level. On the
other hand, if ty, is more than the critical value, Ho is accepted and the

independent variable does not influence the underpriced level.

37



CHAPTE
RESEARCH FINDINGS, DISCUSSIONS AND IMPLICATIONS -
4.1.  Research Descriptions
4.1.1. Research Preparation
The data in this research is collected from the Capital Market Data Base and
the Capital Market Directory books and other relevant sources. This several criteria:

a . Firms selected as samples of this research are obtained 35 firms over the
period 1999-2003. These samples of firms are shorted to fulfill the
requirements as a sample in this research with thel complete data based on the
research variables and single underwriter.

b . The data used in this research includes, the underwriter reputation, firm age,
firm size, PER and EPS of each company over the period of 1999-2003.

4.1.2. Research Process

The data used in this research is quantitative data which is gathered from the
Capital Market Data Base and the Capital Market Directory books and other relevant
sources. The objects of this research are 35 firms that have conducted [PO for the
period of 1999-2003 in JSX. The firms are selected because they can fulfill the
requirements of this research. The requirements are the firm has complete data and a
single underwriter to measure the underwriter reputation rank.

The hypothesis testing is done by statistical testing method, for the

measurement of variable. Microsoft Excel is used to calculate the market adjusted
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return for 30 days aftermarket. The data is processed by using SPSS 12.0 for the

statistical calculation.

4.2. Research Findings and Discussions

4.2.1. Descriptive Statistics

Descriptive statistics is applied to observe the sample characteristics that are

used in this research. In detail, the sample characteristics are shown in table 4.1.

Based on the table 4.1, it can be seen that the sample amount of mean and the

standard deviation of each variable used.

TABLE 4.1

Descriptive Statistics

Mean Std. Deviation
upP -22.4944 29.0325281 35
X1 .63 490 35
X2 12.14 7.566 35
X3 321166.66 521390.917 35
X4 30.9511 47.35811 35
X5 31.66 65.643 35

4.2.2. Classical Assumption Test for Regression

The result of the classical assumption will describe the validity of the data

used in this research.

4.2.2.1. Auto Correlation Testing
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TABLE 4.2
THE RESULT OF AUTO CORRELATION TESTING |

Model Summary

Adjusted Std. Error of Durbin-
Model R R Square | R Square | the Estimate Watson
1 .3462 120 -.032 | 29.4905487 1.203

a. Predictors: (Constant), X5, X3, X4, X2, X1
b. Dependent Variable: UP

To test the existence of a first order error auto correlation, the Durbin-Watson
test is used. Durbin and Watson have suggested a test which is applicable to small
samples. A rule of thumb is used to test the auto correlation testing in DW value.
Based on the rule, if the DW value is close to 0, it indicates the extreme positive auto
correlation. If the DW value is close to 4, it indicates the extreme negative auto
correlation. If the DW value is close to 2, it indicates no serial auto correlation. The
value of Durbin-Watson in this research is 1.203, the value is close to 2 and it
indicates no serial auto correlation. Therefore, the data is free error in auto
correlation,

4.2.2.2, Heteroscedasticity Testing

The detection of the presence of heteroscedasticity in this research isv
conducted by analyzing Scatterplot graphic from the regression analysis. As it can be
seen in Scatter plot graphic in figure 1, the dots spread randomly and do not form any
clear patterns. It can be concluded that the result of this test shows that
heterocedasticity does not exist. This result proves thai the data is valid and it will

give a reliable estimated model parameter.
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4.2.2.3. Normality Testing

The detection of the presence of normality in this research is conducted by
analyzing Scatterplot graphic from the regression analysis. As it can be seen in
Scatter plot graphic in figure 2, the dots spread is close or not far from the normal
axis, it means that the data has normal distribution.

4.2.2.4. Multicollinearity Testing

The regression equation in this research has five independent variables in
order to analyze their power in explaining the dependent variable. Multicollinearity
testing among independent variables can be done with VIF tests. This test is based on
VIF test which is provided in the table 4.3. The purpose of this test is to identify
whether the independent variables are significantly correlated. The tolerance value is
0.9 and VIF boundaries is 10. If the analysis result shows VIF value is under 10 and

the tolerance value is upper 0.9, it means that there is no multicollinearity.

TABLE 4.3
THE RESULT OF MULTICOLLINEARITY TESTING
Variables Collinearity Statistics
Tolerance VIF
X1 .856 1.169
X2 .928 1.077
X3 945 : 1.059
X4 047 1056
X5 .836 1.197

Table 4.3 shows that all of VIF are lower than 10, which means that the

Multicollinearity among independent variables does not exist.
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4.2.3. The Hypothesis Testing which Focused on The Significance Level of

Linear Multiple Regression

To observe the significance level of the regression coefficient, this research
applies the probability value approach (p-value approach). The determination of
accepting and rejecting Ho is based on the p-value result. If p-value of the
independent variables are greater than the significant level (a =0.05), so that the Null
Hypothesis (Ho) is failed to reject, it means the independent variable is not si gnificant
to the dependent variable. Meanwhile, if p-value is smaller than the significant level
that is chosen (a =0.05), so that the Null Hypothesis (Ho) is rejected, it means the
independent variable is significant to the dependent variables.

The results of the linear multiple regression for each independent variable are

described in table 4.4 below.

TABLE 4.4
RESULT OF THE MULTIPLE REGRESSION
Independent 3 t- p -valtue of Significance level
Variables ! Statistics

(Constant) [29.387 | -2.290 0.029

X1 7.354 0.659 0.515 Not Significant
X2 0.639 0.920 0.365 Not Significant
X3 0.000 0.30 0.976 Not Significant
X4 -0.016 -0.143 0.887 Not Significant
X5 -0.161 -1.910 0.066 Not Significant
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Table 4.4 shows that all of the independent variables are not significant to the
underpriced level in Jakarta Stock Exchange in year 2000-2003.

UP =-29.387 + 7.354X1 + 0.639X2 + 0.00X3 - 0.016X4 - 0.161X5
Note:  UP represents undeprice variable

X1 represents underwriter reputation variable.

X2 represents Firm age variable.

X3 represents Firm size variable,

X4 represents PER variable.

XS5 represents EPS variable.

The coefficient value of the regression is shown with the positive sign in
underwriter reputation, firm age and firm size variables. It means that those variables
have a line relationship with the dependent variable. The increasing reputation of the
underwriters, the age and size of the firm, indicate the increasing of the undepriced
level of the firm when they have the IPO in year 1999-2003. There are negative signs
in PER and EPS variables. It means that those variables have an opposite line with
the dependent variable. The increasing of PER and EPS indicate the decreasing of the
undepriced level of the firm when they have the IPO in year 1999-2003.

The testing of first hypothesis is to analyze the independent variable which is
underwriter reputation (X1). The table 4.4 shows that the amount of p-value of t is
0.155. It means that underwriter reputation has not a significant influence to the

underpriced level. The findings is not consistent with the Ghozali and Mansur’s
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research finding, but it is consistent with Slameta’s findings. It is probably caused of
the differences of the underwriter rank measurements.

The testing of second hypothesis is to analyze thé independent variable, firm
age (X2). Table 4.4 shows that the amount of p-value of t is 0.658. It means that the
firm age has not significant influence to the underpriced level. This finding is
consistent with Ghozali and Mansur’s research stating that firm age has not a
significant influence with the underpricing, in 1997-2000.

The testing of third hypothesis is to analyze the independent variable, firm
size (X3). Table 4.4 shows that the amount of p-value of t is 0.264, It means that the
firm age has not significant influence to the underpriced level, This finding 1s
consistent with Ghozali and Mansur’s research stating that firm size has not a
significant influence with the underpricing, in 1997-2000.

The testing of fourth hypothesis is to analyze the independent variable, Price
Earning Ratio, PER, (X4). Table 4.4 shows that the amount of p-value of t is 0.657. It
means that the Price Earning Ratio of the firm has not significant influence to the
underpriced level.

The testing of fifth hypothesis is to analyze the independent variable, Earning
PerShare, EPS, (XS5). Table 4.4 shows that the amount of p;value of t 15 0.760. It
means that the Price Earning Ratio of the firm has not significant influence to the

underpriced level.
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TABLE 4.5
RESULT OF F-TEST.

ANOVA
Sum of
Model Squares df Mean Square F Sig.
1 Regression | 3437.100 5 687.420 790 .5652
Residual 25221.081 29 869.692
Total 28658.181 34

a. Predictors: (Constant), X5, X3, X4, X2, X1
b. Dependent Variable: UP

The testing of sixth hypothesis is to analyze all of the independent variables,
whether they have a significant influence or not to the underpriced level. It can be
seen from the table 4.5 that the amount of p-value of f is 0.565. It means that all
independent variables simultaneously do not influence = dependent variable
significantly to the underpriced level.

Table 4.2 shows that the amount of adjusted R is in negative sign. It means
that the five variables cannot explain the Initial Public Offering that experienced the
underpricing level in Jakarta Stock Exchange in year 1999-2003. This is because

those variables have not significant influence to the underpriced level.

4.2.4. Analysis the aftermarket price behavior in 30 days after the Initial Public

Offering
The result of the correlation between the days and the market-adjusted stock

return in 30 days aftermarket based on the Pearson Correlation is ~0.170 with p value
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of t = 0.370 (appendix 6). The number of the correlation which is -0.170 is under the
0.5 which means that the correlation between day and return is weak.

The testing of seventh hypothesis is to analyze the alteration of the stock
behavior in 30 days aftermarket following the under price of the initial stock. The P
value of t is 0.370 and the test is used the level of significance 5%. It means that there
is no alteration of the stock behavior in 30 days aftermarket following the
underpricing of the initial stock. This finding is consistent with the Ivo Welch theory
which stated good underwriter will support the new issuer with stabilize the initial

stock price in 30 days.

GRAPH 4.1
THE AVERAGE OF THE STOCK RETURN IN 30 DAYS AF TERMARKET

| /\/\ A ‘

E I N O,

Based on the data sample in graph 4.1, the stock return has calculated in the
average return of the market adjusted. In three days after the firm conducted PO, the
return shows positive sign but after that day the return is negative and starts to have a

fluctuation in the following day. The fluctuation return is still in average until day
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25, the return decreases significantly, and it increases directly in day 27, the
intervention of the issuer is involved to support the stock price. But, the intervention
cannot support for long time, it only takes a day and the stock price drops in the next
day. The return becomes negative in day 28 until day 30. The economic, social
politic condition in Indonesia also have influenced the fluctuation return in that year,

because the return is based on IHSG index.

4.3. Research Implication

The analysis result shows that underwriter reputation, firm age, firm size, PER
and EPS variables are not significant to the IPO underpriced level. This can be seen
through the significant p-value result when all variables are regressed by underpriced.
This research implies that underpriced level in Indonesian firms over period 1999-
2003 is not significantly affected by those independent variables. This evidence
implies that the firm factor cannot be the reference to predict the amount of
underpriced level in IPO. There are other firm factors that could be predicted to
influence the underpriced level in JSX in year 1999-2003, for example ROA,
financial leverage, solvability ratio, auditor reputation. The findings of this research is
not in conformity with the previous research, some independent variables are not
consistent with the previous research.

Underwriter reputation does not influence the underpriced level and it is not
consistent with the Ghozali énd Mansur’s findings. After the financial crises, the

investor does no longer believe that investing in a new issue underwrite by a good
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reputation underwriter entails less risky investment (Slameta, 2003). The issuers tend
to choose the underwriter without consider their reputation as long as the underwriter
set the initial stock price in a proper price. The coefficient value of the regression is
shown with the positive sign in underwriter reputationl which means that the high
reputation of the underwriter causes the increasing of .the underpriced level. This
condition is not appropriate with the expectation, where t};e good underwriter should
decrease the underpriced level. It is caused the high urllderwriterS that still consider
the full commitment guarantee of the stocks, they underprice the initial stock
intentionally in order to avoid losses. There is a monopoiy power has been done by
the underwriter which gives them a strong position 1o negotiate with the issuer who
depend on them (Kunz, Aggrawal, 1994). The issuer as a new comer only can follow
the underwriter that has more experience.

Firm age does not influence the underpriced level and is consistent with the
previous findings. It seems that the issuer is not concerned with the relationship
between the firm’s year existence and the underpriced level from year 1997-2003.
The coefficient value of the regression is shown with the positive sign in firm age
which means that the long standing firm causes the increasing of the underpriced
level and the new standing firms indicate the lower underpriced level. The investor in
Indonesia does not perceive the longer firm’s years of existence as less risky
investment at the time of IPO (Slameta, 2003). The long standing firm can not
guarantee to produce a qualified disclosure of financial information and has better

performance than the new standing firm for decreasi ng the underpriced level.
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Firm size does not influence the underpriced level. Moreover, the coefficient
value of the regression indicates the positive sign. It means that the bigger size of the
firm causes the increasing of the underpriced level and the lower size of the firms
indicates the lower underpriced level. This finding is inconsistent with the previous
findings. It seems the investors tend to such a kind of high-risk taker, so they invest to
the small size firm and it causes the big size firm has a hlgher underpricing to attract
the investor. Beside that, a small size firm does not want to underprice their initjal
stock because of avoiding loss. If they underprice the initial stock, they should have
an effort to keep the performance of the firm in the secondary market

Price Earning Ratio (PER) does not influence the underpriced level. The
coefficient value of the regression is negative which means that the more PER of the
firm causes the decreasing of the underpriced level and the lower PER of the firms
indicate the bigger underpriced level. It is consistent with the expectation of this
research where PER s an indicator considered followed by the investors. The
investor can calculate the earning income by this ratio. Moreover, PER can be the
performance assessment of the firm.

Earning Per Share (EPS) does not influence the underpriced level. The
coefficient value of the regression is negative which means that the more earning per
share of the firm causes the decreasing of the underpriced level and the lower earning
per share of the firms indicate the bigger underpriced level. This findings is consistent
with the expectation of this reseasrch and Jain Kini’s research. EPS can reflect the

high earnings growth in the future. The investors have a high expectation if there is a
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high EPS. The underpriced level will decrease if there is a lot of investors want to
invest their money in the firms which have high PER and EPS.

The 30 days aftermarket stock price behavior is shown with the average of the
market-adjusted retum. 1t indicates that the capital gain can be received in first three
days aftermarket. The behavior of the stock price aftermarket has not reflected the
semi strong efficiency of capital market yet, because the investors still get the
positive and negative market adjusted return in first day aftermarket. The semi strong
efficiency market usually proves with the event study for example stock split,
dividend announcements, initial public offering, and a reaction to the news from the
government and the firm (Jones, 2000; in Ria Nurmalia, 2004). It can be concluded
that the aftermarket stock price behavior tends to decline. This finding is consistent
with the Aggarwal and Rivoli’s research stating that the long term aftermarket will
have a bad performance. Aggarwal and Rivoli (1990) stated that the stock prices

decline between 5 months and 1 year following the IPO.
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CHAPTER YV
CONCLUSIONS AND RECOMMENDATIONS

S.1. Research Conclusions

Based on the research purpose, the statistical test and analysis have been
described in the previous chapters. There are several conclusions are mentioned as
follows:

a. Based on the result of the analysis, it can be concluded that there are not
sufficient evidence to prove the hypotheses. Underwriter reputation, firm age,
firm size, PER and EPS do not influence the underpriced level in level of
significance of 5%. There are many factors that can influence the underpriced
level, like ROA, financial leverage, auditor reputation, etc.

b. The multiple regression used in this research has value of Fea 18 0.565, it
means that all independent variables simultaneously do not influence
dependent variable significantly to the underpriced level. The independent
variables do not give their explanation in underpricing phenomenon in Jakarta
Stock Exchange year 2000-2003. This can be seen through the negative sign
in adjusted R square, which means that the investor in having their investment
does not consider about the fundamental aspects of the firms. They only act
irrational and speculative to invest their money. This finding is consistent with

Ghozali and Mansur’s finding,
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C.

The aftermarket stock price behavior shown with the average of the market-
adjusted return indicates that there is no significant alteration of the stock
price because the underwriter and the issuer keép the price in stable condition
in 30 days following the initial offerings. The behavior of the stock price
aftermarket has not reflected the semi strong efficiency of capital market yet,
because the investors still get the positive and negative market adjusted return

in first day aftermarket.

5.1. Research Recommendations

This following recommendations are provided to give a reference for next

academic research which are stated as follow:

.

For further researches, it is suggested to observe the other fundamental and
additional variables which are predicted to influence the underpriced level in
Indonesian firms.

The measurements of the underwriter can be conducted in many ways, which
are underwriter’s fees, underwriter’s asset, neither number of client that have
been handled. It would be better for the next research to use more reliable
consideration to represent underwriter reputation.

The period of research consideration for future research may have over a
longer period, to get a larger sample, such as 233 samples as what Rodani
(2002) had done. It is important to identify the accurate symptoms of the

initial public offering.
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Appendix 1
Rank of Underwriter Reputation

Number PO % from
No Underwriter of lssuer Volume Value (Rp) total value
| _{PT. Danarcksa Sekuritas 5 10,336,000 3,224,463,000 2033
2_[PT. CLSA Indonesia ] 1,875,000 2,062,500,000 13.00
) i PE Trimegah Sceuritics b 3,604,000 2.036,706.00) 12.8:1
4 [PI' 13ahana Securitics 3 16,488,000 1,733,968,000 10.93
3 _[PT. Dinsmika Usaha Jays 4 2,751,000 3,225,122,000 20.33
6 _|PT. Ciptadana Securitics 7 2,878,000 906,030,000 5.71
7 1. Usuba Bersama Sceuritas 3 930,000 383,135,000 2.41
PT. Danatama Makmur 3 666,000 268,500,000 1.69
PT. Makinta Securituies 2 993,000 242,812,000 1.53
10 [PT. Asjaya Indosurya Secutities | 2,300,000 241,500,000 1.52
11 IPT. Sucorinvest Central Gani k! 02,000 182,490,000 1.15
12 [PT. Ritan Financindo Sekuritas 1,166,000 149,337,000 0.94
13 [PT. Mahanusa Capital 1 720,000 144.000,000 0.91
14 1. Victoria Kapitalindo Intemational 2 630,000 137,550,000 0.87
15 |PT Punin Sekuritas Tbk 2 1,848,000 130,723,000 0.82
16 [PT. Hariia Kencana Securities 2 R31,000 118,920,000 0.75
17 |PT. Andalan Artha Advisindo Sekuritas § 134,000 117,250,000 0.74
18 |PT Millenium Atlantic Securities 2 835,000 107,150,000 0.68
19 IPT. Krisna Graha Sekurindo Thk 2 775,000 102,115,000 0.64
20 (PT. Pridans Futurs Centra Investama (PDFCH) ! 520,000 91,000,000 0.57
21 |PT. General Capital Indonesia [ 164,000 82,000,000 0.52
22 [PT Dhunawibawa Arths Cemerlang | 365,000 78,475,000 0.49
23 [PT. Artha Securitics Thk ] 320,000 72,000,000 0.45
24 [PT. Apung Securities Indonesia 2 348,000 63,600,000 0.40
23 [PT Bhakti Capital Indonesin ‘Thk ! 480,000 60,000,000 (.38
26 |PT. Sinarmas Sekuritas | 394,000 59,100,000 0.7
27 {PT. Asia Kapitalindo Securities Thk | 550,000 55,000,000 0.35
28 |PT, Jukarta Artha Visi Abadi Securities 1 470,000 47,000,000 0.29
TOTAL 64 54,053,000 15,861,196,000 100.00
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STATISTICAL CALCULATION

Descriptive Statistics

APPENDIX 3

Std.
Mean Deviation N

uP -22.494434 | 29.0325281 35

X1 63 490 35

X2 12.14 7.566 35

X3 321166.66 | 521390.917 35

X4 30.9511 47.35811 35

X5 31.66 65.643 35

Correlations
uP x1 L ox2 | xa X4 X5

Pearson upP 1.000 .030 E 079 045 -.013 -282

Correlation x4 030 1,000 | 046 158 -.204 207
X2 079 046 | 1.000 -.088 -.045 ‘ 258
X3 .045 158 | -.088 1.000 -.104 -.086
X4 -.013 -.204 | -.045 -104 | 1.000 -125
X5 -.282 297 258 -.086 -125 1.000

Sig. (1-tailed)  UP A 432 | 326 400 469 051
X1 432 . 306 182 120 042
X2 326 .396 . .307 400 .068
X3 400 182 | 307 . 277 311
X4 469 120 | .400 277 . 238
X5 .051 .042 .068 311 .238 .

N upP 35 35 35 35 35 35
X1 35 35 35 35 35 35
X2 35 35 35 35 35 35
X3 35 35 a5 35 35 35
X4 35 35 | 35 35 35 35
X5 35 35 | 35 35 35 35

Variables Entered/Removed
Variables Variables
Mode! Entered Removed Method
1 ;g: it} X4, Enter

a. All requested variables entared.
b. Dependent Variable: UP




Model Summanf

Adjusted Std. Error of Durbin-
Model R R Square | R Square | the Estimate Watson
1 3463 120 -.032 | 29.4905487 1.203
“&. Predictors: (Constant), X5, X3, X4, X2, X1
b. Dependent Variable: UP
ANOVA
Sum of
Model Squares df Mean Square F Sig.
1 Regression 3437.100 5 687.420 .790 .565%
Residual 25221.081 29 869.692
Total 28658.181 34
a. Predictors: (Constant), X5, X3, X4, X2, X1
b. Dependent Variable: UP
Coefficients’
Unstandardized Standardized
Coefficients Coefficients
Mode! B Std. Error Beta t Sig.
1 (Constant) | -29.387 12.832 -2.290 .029
X1 7.354 11.153 124 .659 515
X2 .639 .694 .166 .820 .365
X3 .000 .000 .005 .030 978
X4 -.016 110 -.026 -.143 .887
X5 -.161 .084 -.364 -1.910 .066

2. Dependent Variable: UP




| Coefficients(a)
, Unstandardized | Standardized ! .
Model Coefficients Coefficients t 7 Sig. Correlations Collinearity Statistics
, B Std. Error Beta “ Zero-order Partial Part Tolerance VIF
1 (Constant) | 20387 | 12832 -2.290 | .029
X1 7.354 |  11.153 124 659 | 515 030 122 115 856 1.169
X2 .639 .694 .166 .920 h .365 079 .168 .160 .928 1.077
X3 .000 .000 .005 .030 | .976 .045 .006 .005 .945 1.059
X4 -.016 110 -.026 -.143 | .887 -.013 -.026 -.025 .947 1.056
X5 -.161 084 | -.364 -1.910 | .066 -282 -.334 -333 836 1.197

a Dependent Variable: UP
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ORIGINAL DATA OF RETURN
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APPENDIX 5§

THE AVERAGE OF THE STOCK RETURN IN 30 DAYS AFTERMARKET

Day

Market-
adjusted
return

2.230484

0.929242

0.70572

-1.05815

-0.07681

0.352475

0.283654

-1.48399

Ol iw o o | |w o |-

0.258262

1.679352

—

1.487269

-1.87445

1.025087

-1.89086

-2.70198

1.663718

-2.46075

2.393388

0.826989

-1.30325

-1.17872

-1.20332

1.413879

-0.11217

-3.51961

1.578147

4.882049

-1.91966

-1.71519

-1.60922
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APPENDIX 6
STATISTICAL CALCULATION OF RETURN

Correlations
l day return
day Pearson .
Correlation 1 70
Sig. (2-tailed) . .370
N 30 30
retumn Pearson -170 1
Correlation :
Sig. (2-tailed) .370 3
N 30 30




FIGURE 1
HETEROSCEDASTICITY TESTING

Scatterplot

Dependent Variable: UP
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FIGURE 2
NORMALITY TESTING

Normal P-P Plot of Regression Standardized Residual

Dependent Variable: UP
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