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Abstract 

This study examines if the prospectus disclosure of the motives for an initial public offering (IPO) explains the long-
run performance of equity issuers using hand-collected data for 245 IPOs from the Stock Exchange of Thailand (SET), 
and also the Market for Alternative Investments (MAI), in the 12-year period between 2001 and 2012. The stock re-
turns of the IPOs were investigated using cumulative abnormal return (CAR) and buy-and-hold abnormal return 
(BHAR). The authors find a significant impact for the level of use-of-proceeds disclosure on IPO underpricing, and 
further that the ex-ante uncertainty and signalling hypotheses explain the IPO underpricing phenomenon in the Thai 
IPO market. Furthermore, Thai firms citing investment needs show significant positive abnormal returns after the offer-
ing, but issuers that state general corporate purposes and debt payments motives underperform. The authors provide 
evidence that the offering size and bull-market conditions significantly affect the IPO pricing and the strategic disclo-
sure of information in the prospectus. Our results are robust, having been subjected to a wide range of sensitivity checks. 
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Introduction © 

Security regulators in different countries require 
initial public offering (IPO) issuers, in accordance 
with the Securities and Exchange Commission 
(SEC) rules, to disclose the intended uses of proceeds 
in the IPO prospectus. As the prospectus is the primary 
source of information, investors can use it to evaluate 
why firms issue equity and their prospects after the 
offering, it is fundamental to understand its usefulness. 

Existing literature presents extensive empirical evi-
dence from international markets that Initial Public 
Offerings (IPOs) outperform in the short run, especial-
ly on the first day of trading. This effect is commonly 
known as IPO underpricing (Ritter, 1991; Lee et al., 
1996; Kooli and Suret, 2004; Álvarez and González, 
2005; Akhigbe et al., 2006; Mazouz et al., 2008; Su 
and Bangassa, 2011; Thomadakis et al., 2012; Wen 
and Cao, 2013; Agathee et al., 2014).1 However, pre-
vious studies find no evidence that prospectus informa-
tion on the issue motive can help investors predict 
post-issue performance in the developed markets (see 
for example, Dye, 2001; Ljungqvist and Wilhelm, 
2003; Leone et al., 2007; Jenkinson and Ljungquist, 
2001; Wyatt, 2014; Nielsen et al., 2015).  

With regard to IPOs in Thailand, there are a few 
empirical studies investigating IPO performance in 
the long-run in the Thai capital market (e.g. Allen et 
al., 1999; Chorruk and Worthington, 2010), but they 
have only used the Stock Exchange of Thailand 
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1 IPO underpricing is determined by the percentage difference between 
the offer price and the closing price on the first trading day. In general, 
the underpricing is estimated as the percentage difference between the 
share price at which IPO stocks were sold to investors and the stock 
price at which the shares subsequently traded in the market. 

(SET) index as a benchmark. For the level of in-
tended use-of-proceeds disclosures in the IPO pros-
pectus, to the best of our knowledge, this is the first 
time that for the Thai stock market such investiga-
tion has been conducted. Secondly, we formulate the 
intended use-of-proceeds disclosure index for mea-
suring the level of the disclosure and also hand-
collected unique data on IPO subscription rates by 
foreigners and institutional investors as our addi-
tional proxies using electronic documents from the 
SEC library. These represent a shift compared to 
past empirical literature that focuses on the presence 
or absence of forecast disclosure. Importantly, our 
paper provides a more extensive contribution to the 
literature by not only using a more up-to-date data-
set than the data samples used in previous studies on 
the Thai IPO market, but also by analyzing the in-
tended use-of-proceeds and IPO performance in two 
stock market segments, namely, SET and MAI. 

Our findings suggest that Thai firms citing invest-
ment needs show significant positive abnormal per-
formance after the offering, but issuers that state 
general corporate purposes and debt payments mo-
tives underperform. We provide evidence that the 
offering size and bull-market conditions significant-
ly affect the IPO pricing and the strategic disclosure 
of information in the prospectus. 

In terms of the value of investigating the Thai case 
and the contribution of our study, the Thai IPO stock 
market is particularly interesting to analyze for a 
number of reasons. First, compared to other coun-
tries that have established markets, such as the USA, 
the UK, Japan, Hong Kong, Singapore and others, 
the SET is a relatively new stock exchange. As a 
result, there are not yet many public companies 
listed on the Thai market. One of the ambitions of 
SET, therefore, is to stimulate market activity and 
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increase the number of IPOs in Thailand. Second, 
the size of IPOs in Thailand is moderately small and 
the SET requirements to list IPOs differ from those 
in other countries. This may cause different patterns 
in the Thai IPOs’ pricing and thus lead todifferent 
price dynamics over time. Third, Thailand has re-
cently joined the ASEAN exchange. The ASEAN 
trading link system was established in 2012 and is 
designed to enable investors to trade stocks from 
exchange to exchange more easily. There are now 
three exchanges that are connected to the ASEAN 
link system: the Bursa Malaysia, the Singapore Ex-
change and the Stock Exchange of Thailand. As a 
result, through their local brokers, investors in Ma-
laysia and Singapore can, for instance, conveniently 
trade in SET and MAI stocks including Thai IPOs. 
In the future, Indonesia, the Philippines and Vietnam 
will also gain access to the ASEAN link system. 
Fourth, Thailand is a relatively small and thinly 
traded market but it is quite well integrated into the 
global financial system. Hence, our results presented 
in this study may have broader implications for 
many other small and thin emerging markets such as 
Thailand, which are also trying to go global by im-
plementing economic, trade and financial reforms. 
Our findings may be, therefore, useful for investors 
and regulators in many other emerging markets 
beyond Thailand. 

The remainder of this paper is structured as follows. 
Section 1 is a brief literature review of studies that 
have considered the endogenous disclosure of in-
tended use-of-proceeds. Section 2 provides details of 
the data, methodology, and models. Section 3 pre-
sents the empirical results, and final section con-
cludes the paper, stating the significance of the main 
findings and suggesting avenues for future research. 

11. Literature review and hypotheses  
development 

Our paper is related to the following four strands of 
literature on the performance of IPOs: (i) intended 
use-of-proceeds disclosure and the long-run Perfor-
mance of Initial Equity Issuers; (ii) use-of-proceeds 
purposes and IPO performance; (iii) ex-ante uncer-
tainty, information disclosure and IPO discount; and 
(vi) signalling and Impresario hypotheses for IPOs. 

1.1 Intended use-of-proceeds disclosure and cost 
of capital. One strand of the existing studies has 
focused on the level of use-of-proceeds disclosures 
on the stock market performance of IPOs. For ex-
ample, Loughran and Ritter (1997) examined the 
role of agency problems and information asymmetry 
between management and investors in explaining 
IPOs long-run underperformance. They argue that 
managers influence investors’ expectations about 
future performance by the level and type of informa-

tion disclosed to investors. Similarly, Walker and 
Yost (2008) investigated investor reaction to an-
nouncements of 438 equity offerings in the US using 
the stated use of the proceeds disclosed on the issu-
ers’ registration statements (S-3 form), and found 
that investors react more favorably to issue an-
nouncements for firms stating investment reasons 
than for firms that are vague and state general corpo-
rate purposes as the issue motive. This implies that 
the intended use of the issue proceeds allows inves-
tors to assess the quality of the offering, and that the 
market perceives firms stating general motives for 
the issue as being more likely to engage in value 
destroying projects. In another study, Jenkinson and 
Ljungquist (2001) claim that information asymmetry 
and disclosure are used as proxies for reducing ex-
ante uncertainty, and suggest that new issuers dis-
closing vague information about the use-of-
proceedshas a higher IPO discount rate. Overall, 
however, literature provides mixed findings focus-
ing on the roles of information disclosure in the use-
of-proceeds section in prospectuses (see, for exam-
ple, Beatty and Ritter, 1986; Beatty and Welch, 
1996; Healey and Palepu, 2001; Schrand and Ver-
recchia, 2002; Schrand and Verrecchia, 2002; Leone 
et al., 2007; Bessler and Bittelmeyer, 2008; Chahine 
and Filatochev, 2008; Nielsen et al., 2015). 

From the above analysis, it can be expected that 
companies that disclose substantial amounts of in-
formation on use-of-proceeds will reduce the cost of 
equity and will be associated with better transparen-
cy and, therefore, also have a better long-term per-
formance. Hence, the first hypothesis can be identi-
fied as follows (see Table 1 in Appendix): 

H1 The level of intended use-of-IPO proceeds dis-
closure has a positive impact on firms’ long-term 
performance of the stock price.  

1.2 Use-of-proceeds purposes and IPO perform-
ance. According to Wyatt (2014), using proceeds to 
pay loans offers a negative signal that may increase the 
ex-ante uncertainty of their offerings and the subse-
quent uncertainty associated with expected future cash 
flows. In this line, Pagano et al. (1998) and Leone et al. 
(2007) showed that firms using the proceeds for repay-
ing debt tend to be large and mature companies with 
growth opportunities, and companies that are going 
public to exploit mispricing. Furthermore, firms stating 
their use-of-proceeds to be for debt repayment may 
take advantage of overvalued stocks by timing IPOs 
during periods of high returns (Autore et al., 2009). As 
a consequence, they are more likely to underperform in 
the long-run. On the other hand, for companies stat-
ing investment as the intended use-of-proceeds, they 
were able to signal their future investment opportun-
ities better (Autore et al., 2009; Hertzel and Li, 
2007). Hence, it should not be expected to be under-
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performing in the long-run. In contrast, Jeanneret 
(2005) examined the relationship between the long-
term performance of French SEOs and their intended 
use-of-proceeds. This study found that firms citing 
investment needs show underperform in the long-run, 
but no abnormal performance for firms that stated 
purpose proceed as recapitalization. In the same 
vein, Ljungqvist and Wilhelm (2003) suggested 
that companies intending to use their proceeds for 
operating expenses rather than for investment and 
debt repayment are potentially riskier. Elsewhere, 
Ngatuni et al. (2007) argue that prospectus disclo-
sure of the intended use of proceeds does not predict 
variation in SEO post-issue performance in the UK. 
This suggests a need to revisit this research question 
using a more recent sample period and alternative 
research design methods. Therefore, the second 
hypothesis is defined as: 

H2 The intended use of IPO proceeds for repaying 
debt (investment) is inversely (positively) related to 
the long-run performance of IPOs. 

1.3. Ex-ante uncertainty, information disclosure 
and IPO under-pricing. In an extension of Rock’s 
(1986)1 model of underpricing, Beatty and Ritter 
(1986), demonstrated that greater ex-ante uncertain-
ty of a new issue is related to greater information 
asymmetry, which, then, resulted in higher under-
pricing. They also suggested that issues that are subject 
to information asymmetry, such as those from a small 
company, will tend to be underpriced. Consequently, 
such companies then have to face the problem of hav-
ing to retain the shares themselves. Similarly, Rock 
(1986), Ritter (1998) and Ritter and Welch (2002) 
suggested that ex-ante uncertainty about future cash 
flows is related to a lower offer price than would 
otherwise be expected, and to more severe IPO un-
derpricing. Thus, company characteristics, including 
age and size, are common proxies of IPO underpric-
ing (Ljungqvist, 2007).  Similarly, Chi and Padgett 
(2005), Cheung et al. (2009), Su and Bangassa 
(2011) and Lin and Tian (2012) found that the 
offering size or the flotation size of an IPO has a 
negative effect on an IPO’s underpricing. For the 
public information, many researchers have used the 
age of a firm at the time of offering as a proxy for 
measuring the ex-ante uncertainty of the IPOs (see 
for example, Diamond and Verrecchia, 1991; Carter 
et al., 1998; Chen et al., 2004; Kirkulak and Davis, 
2005; Yu and Tse, 2006; Sullivan and Unite, 2009). 
                                                   
1 ‘The ‘winner’s curse model’ by Rock (1986) assumes that informed inves-
tors, such as issuing firms and their underwriters, have an informational 
advantage, as compared to general and retail investors about the firms’ 
present value and the risk of the future cash flows. Hence, informed investors 
invest only in attractively priced IPOs, while uninformed investors invest 
randomly. In order to attract less informed investors to preempt the new IPO, 
shares must on average be underpriced. “The uninformed compete with the 
informed, and the issuer must, ultimately, compensate them for their disad-
vantage” (Rock, 1986, p. 207).  

In this paper, we argue that disclosing information 
on the offer size and age of the firm has a negative 
impact on uncertainties and reducing initial returns. 
Hence, the hypotheses can be stated as follows: 

H3 The information on offer size and age of the firm 
is negatively related to level of uncertainty and IPO 
underpricing. 

It was documented in the previous studies that the 
time gap between the offer date and the first day of 
trading may affect the level of ex-ante uncertainty and 
IPO underpricing. For example, the firms that have an 
extended period of time (from the establishment date 
to the IPO offer date) have less information asymme-
try. This argument has been theoretically developed by 
Chowdhry and Sherman (1996) and Su and Fleisher 
(1999). Indeed, the time-lag represents a return for the 
marketability risk of equity. For example, Chen et al. 
(2004) indicate that a long time-lag increases the risk 
to IPO subscribers because investors are not informed 
on the share value. Similarly, Yu and Tse (2006) and 
Uddin (2008) demonstrated that an extended time-lagis 
associated with the IPO underpricing and high ex-
ante uncertainty. Hence, H4 is stated as: 

H4 The information disclosure on time-lag between the 
IPO date and the first trading date is positively related 
to IPO underpricing. 

1.4. Signalling and impresario hypotheses for IPOs. 
Another strand of literature has placed emphasis on the 
relationship between signalling and the Impresario 
hypotheses and the information disclosure of initial 
public offering (IPO). For example, Allen and Faulha-
ber (1989), Grinblatt and Hwang (1989) and Welch 
(1989) proposed the IPO ‘signaling’ hypotheses stating 
that through ‘signalling’ good-quality firms are able to 
distinguish themselves from bad-quality ones by un-
derpricing their new issues2. Consequently, a vast body 
of literaturehas extended the ‘signalling’ model and 
indicated that government affiliation has an impact on 
IPO underpricing (Chen et al., 20043; Yu and Tse, 
2006; Gao, 2010; Marisetty and Marti, 2010). Nota-
bly, the ‘signalling’ hypothesis assumes that the 
underpricing is a deliberate attempt by the issuer to 
signal its quality to the market’ (Chi and Padgett 
2005, p. 85). According to Welch’s model (1989), a 
higher-quality firm would be more underpriced. In 
another study, Chen et al. (2004) suggested that 
firms with high profitability and growth rate are of 
interest to investors. This implies that the IPO un-

                                                   
2 A good firm can leave a good impression with investors or use high 
underpricing in order to attract investors who will then subsequently 
subscribe to seasoned equity offerings (SEO). 
3 Chen et al. (2004) indicated that high government ownership is per-
ceived as an increasing agency cost for private stockholders. There are 
marketability and liquidity problems when IPOs start trading if many 
shares are held by the state. The same researchers also found that gov-
ernment ownership is positively related to the initial return. 
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derpricing should is greater when there is higher 
investor demand. Similarly, Cheung et al. (2009) 
and Su and Bangassa (2011) found a positive rela-
tionship between a firm’s performance and IPOs 
underpricing. Thus, we favour the arguments for a 
positive relationship between the shares owned by 
the government and the firm’s performance and IPO 
underpricing:  

H5 The percentage of shares owned by the govern-
ment is positively related to IPO underpricing and 
to the long-run performance. 

Moreover, Ritter (1998) found that only 26% of 
individual investors analyzed fundamental discre-
pancies between the intrinsic value and the offer 
price of IPOs.  For edxample, Eng and Aw (2000) 
reported that retail investors do not pay attention to 
the fundamental aspects of IPOs. We can therefore 
conclude that individual and foreign investors are 
uninformed investors. In contrast, Lonkani and Firth 
(2005) and Marisetty and Subrahmanyam (2010) 
suggested that institutional investors are better in-
formed about IPO quality. Similarly, Rock (1986) 
and Beatty and Ritter (1986) demonstrated that in-
formed investors always subscribe to the issues that 
are underpriced, whereas uninformed investorstend 
to receive a larger proportion of the overpriced is-
sues. Hence, hypothesis (H6) can be stated as fol-
lows: 

H6 The proportion of issues subscribed by foreign-
ers (institutions) is negatively (positively) related to 
the initial return. 

22. Data and methodology 

2.1. Data. Our database consists of all IPOs listed 
on the Stock Exchange of Thailand (SET) and Mar-
ket for Alternative Investments (MAI) during the 
period from January 2001 to April 2012. Notably, 
the listing criteria and regulations are more flexible 
in the MAI market compared to the SET market. We 
start our sample from 2001 because the annual vo-
lume of the IPO issues in the earlier years was very 
low, in particular, in the years from 1997 to 1999 
when there were no IPOs issued at all in Thailand.  

The sources of information about the issued IPOs 
are the official prospectus filing forms (Form 69-1) 
available from the IPO filing database provided by 
the Securities and Exchange Commission (SEC) in 
Thailand.1 The information concerning IPO compa-
                                                   
1 The listed companies are obliged to publish a prospectus detailing to 
all investors their company profiles, including the history of the firm, 
the organizational structure, the offer size, the proportion of sharehold-
ers, the financial statements covering 5-year periods and the risks in-
volved in their operations etc. We obtained the prospectuses for all the 
IPOs in our sample from the SEC (http://sec.or.th). Additional informa-
tion about the IPOs in our database was obtained from the SET website 
(http://set.or.th). Further data was obtained from the SET SMART 
website (http://www.setsmart.com).  

nies listed on the SET and MAI during the period 
2001 to 2012 was obtained from several other 
sources such as SEC, Thailand database, SET data-
base and SETSMART. We obtain stock prices and 
stock market indices from DataStream.  

2.2. Use-of-proceeds disclosure index2. The focus 
of this study is on the effect of all types of informa-
tion contained in the narrative use-of-proceeds sec-
tion of the IPO prospectus. However, for the SEC, 
Thailand Database, the IPO prospectus is provided 
in the Thai language version only. Therefore, we 
construct a disclosure index for measuring the levels 
of use-of-proceeds information reported in the 
unique Thai prospectuses. Firstly, we extend disclo-
sure of non-accounting information by classifying 
the intended use-of-proceeds into six major different 
issues, namely, working capital, general operation 
issues, research and development, service improve-
ment, expanding businesses and paying down loans. 
Furthermore, we place importance on the magnitude 
of use-of-proceeds disclosure. We also subdivide the 
information level related to working capital and loan 
repayment to 2 levels (high and low) and investment 
to 3 levels (high, moderate and low) of disclosures 
(see more details in Table 2).  

The contents of each use-of-proceeds were com-
pared to the items on the disclosure scoreboard and 
coded as 1 or 0, depending on whether the IPO 
prospectus contains the voluntary disclosure. For 
example, if a company revealed the use-of-proceeds 
to be for a specific investment project and an 
amount of money to be for expanding their business 
as well, we give 3 scores for the level of disclosure. 
The intended use-of-proceeds index quantified as 
the percentage of recorded information items re-
ported on the prospectus. The following formula is 
then used to calculate the index score of each IPO 
company.  ܷܫܦ௜ = ቀଵ௡ ∑ ௜௡௜ୀଵܦ ቁ × 100                                  (1) 

where ܦ௜ expresses item i with the value found in 
the IPO prospectus in use-of-proceeds section, oth-
erwise 0. ݊is the maximum number of a uses-of-
proceed total score in the IPO, which could be 10 
scores (see Table 2 in Appendix). 

Table 3 (see in Appendix) Panel A summarises the 
sample by exchange and by year of listing. We find 
about 65% (159 out of 245 total IPOs) of IPO list-
ings are on the SET market, whereas only 35% are 
listed on the MAI market. Next, we report the num-
                                                   
2 Details about how the disclosure instrument was developed and scored 
and the steps that were taken to ensure the validity and reliability of the 
scoring are available from authors upon request.  In particular we pro-
vide 3 examples translated from Thai into English of how the disclosure 
have been derived. 
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ber of IPOs by industry category in Panel B, and 
most of the IPOs in our sample pertained to the 
property & construction sector (47 firms). For the 
SET market, we exhibit that about 19% is dominated 
by firms from the service sector, 14% by financial 
sector, and 11.95% and 11.32% by industrial and 
technological sectors respectively.  For the MAI, the 
majority of IPOs are dominated by service and in-
dustrial sectors.  

In addition, we divide our full sample into two cate-
gories according to the purposes of the use-of-
proceeds; namely, investment (153 IPOs) and debt 
repayment (92 IPOs). While the firms in the ‘In-
vestment’ sample explicitly state that their main 

motives to issue equity are expanding their factories 
or subsidiaries including working capital and gen-
eral operation issues, the main motives for ‘Debt 
repayment’ use of proceed are stated to be paying 
loans. Figure 1 (see in Appendix) plots the composi-
tion of the use of IPO proceeds each year.  

2.3 Research Methodology. 2.3.1 Measuring the 
Intended Use-of-Proceeds on Under-pricing. In 
order to measure the intended use-of-proceeds and 
factors affecting IPOs issue discount, a panel linear 
regression model was used to test the ex-ante uncer-
tainty, signalling and impresario hypotheses as well 
as the factors known to affect under-pricing. The 
model takes the following form: 

0 1 2 3 4 5 6 7

8 9 10 11 12 13 14
21 32

15 22

ln lni i i i i i i i

i i i i i i i

j j j j i
j j

MAIR DEBT INV UDI SIZE AGE LAG EPS
ROA ROE DE PFS INS GOV BULL

Industry Year

β β β β β β β β
β β β β β β β

β β ε
= =

= + + + + + + +
+ + + + + + +

+ + +∑ ∑
                                (2),

where ܴܫܣܯ௜  is the market-adjusted initial return ܴܫܣܯ௜  or the IPO underpricing calculated 
by[( ௜ܲ,ଵ − ௜ܲ,଴)/ ௜ܲ,଴] – ܴ௜,௠ or percentage change 
between offer price and IPO closing price on the 
first trading day;Pi,1is the closing price on the first 
day of trading, ௜ܲ,଴ is the IPO offering price, 
andܴ௜,௠is the stock market index return from the 
IPO date to the first trading date1. ܤܧܦ ௜ܶ(ܰܫ ௜ܸ) is a 
dummy variable equal to 1 if the IPOreported use-
of-proceeds for repaying debt (investment) and 0 
otherwise.ܷܫܦ௜ is the use-of-proceeds disclosure 
index. 

The proxies for ex-ante uncertainty are ܵܧܼܫ௜ and ܧܩܣ௜, where ܵܧܼܫ௜ is the number of shares offered 
at the IPO multiplied by the IPO offer price, 
andܧܩܣ௜is the age of a firm in years from the estab-
lishment date to the date of the IPO. ܩܣܮ௜ is the 
time-lag between the IPO date and the first trading 
date or; ܱܩ ௜ܸ is the government ownership;ܲܧ ௜ܵ, ܴܱܣ௜, ܴܱܧ௜ and ܧܦ௜ are firm performance meas-
ures; ܲܨ ௜ܵ and ܰܫ ௜ܵ are percentages of foreign and 
institution investors subscribing for the IPOs respec-
tively. ܤܧܦ ௜ܶ and ܰܫ ௜ܸ are the types of intended 
use-of-proceeds. Other variables include ܮܮܷܤ௜, 

jIndustry  and jYear are control variables for bull 
market conditions, industry and year effects; and εi  
is the regression error term. 

2.3.2 Measuring the intended use of proceeds on the 
long-run performance of IPOs. The literature pro-
vides mixed suggestions on whether to use cumula-
                                                   
1 Ri,mis calculated by (SET1-SET0)/SET0 or (MAI1-MAI0)/MAI0. SET1 
(MAI1) is the closing price of the Stock Exchange of Thailand (Market 
for Alternative Investment) index on the first trading date and SET0 
(MAI0) is the closing price of the Stock Exchange of Thailand (Market 
for Alternative Investment) index on the IPO date. 

tive abnormal returns ( )tiCAR ,  or buy-and-hold ab-
normal return ( )tiBHAR ,  to measure the IPO per-
formance in the long-run. For example, Barber and 
Lyon (1997), Lyon et al. (1999) indicated that to 
compare the ݏܴܣܥ against market performance may 
result in misspecification. However, by contrast, 
Fama (1998) in particular argues in favour of the use 
of ݏܴܣܥ rather thanݏܴܣܪܤ. Hence, we consider 
both and our model is identified as follows: 

0 1

2 3
4

( )i i i

k

i i j ij i
j

BHAR CAR DEBT

INV UDI X

δ δ

δ δ δ ξ
=

= + +

+ + + +∑
                               (3)

 

where ܴܣܪܤ௜and ܴܣܥ௜  are measures of 3-year post 
abnormal IPOs returns, respectively; UDIi is the use-
of-proceeds disclosure index; ܤܧܦ ௜ܶ (ܰܫ ௜ܸ) is a 
dummy variable equal to 1 if the IPOstated use of 
proceed for repaying debt (investment) and 0 other-
wise. ܺ௜,௝  is a vector of factors including IPO under-
pricing known to define the long-run performance 
of IPOs; we also use a range of dummy variables 
to control the market movement and industry ef-
fects as seen in equation (2).  

The dependent variable in (3) has been calculated as 
follows:  

T T

i,t i,t m,t
t=1 t=1

BHAR = (1+ R ) - (1+ R )∏ ∏                (4) 

where Ri,t and Rm,t are the monthly returns on stock i 
and the market index in the event month t respectively. 

The market-adjusted abnormal returns of company i 
in event month t(ܴܣi,t)are calculated for each event 
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month t as follows: ܴܣ௜,௧ =  ܴ௜,௧ – ܴ௠,௧. Thus, ܴ௜,௧ =  ( ௜ܲ,௧ − ௜ܲ,௧ିଵ)/ ௜ܲ,௧ିଵ, where ௜ܲ,௧  is the last 
traded price of the company in event month t and ௜ܲ,௧ିଵis the last traded price of the company in event 
month t-1. ܴ௠,௧is the return on the market index (SET 
or MAI indices) in month t and is calculated asܴ௠,௧ = (ܲ௠,௧ − ௜ܲ,௠ିଵ)/ܲ௠,௧ିଵ where ܲ௠,௧  is the last closed 
stock market index in month t and ܲ௠,௧ିଵis the last 
closed market index in event month t-1. 

The average market-adjusted return for a sample of 
n firms in month t is defined as follows: 

 
                                         (5) 

The cumulative average abnormal return of compa-
ny i from event month 1 to event month T is defined 
as follows: 

                              (6)
 

We use the ‘Robust Standard Errors’ in finite samples 
to overcome the heteroscedasticity problem referred to 
as Huber/White estimators. For the robust standard 
errors, an apparent improvement is possible. For ex-
ample, Davidson and MacKinnon (1993) report two 
variance-covariance estimation methods that seem, at 
least in their Monte Carlo simulations, to converge 
more quickly, as sample size n increases, to the correct 
variance/covariance estimates. Thustheir methods 
seem valid, although they require more computational 
time problems. Overall, the use of robust S.E. does not 
change the coefficient estimates, but it makes changes 
in the standard errors and provides reasonably accurate 
p-values.1 

33. Empirical results and discussion 

3.1. Descriptive statistic. We start our analysis by 
reporting the descriptive statistics. Table 4 (see in 
Appendix) presents the IPO transactions disaggre-
gated by stock market and by the IPO offering year 
and provides a snapshot of the annual variation in 
issuing firm characteristics between 2001 and 2012. 
We also test the significance of changes over time 
by using the non-parametric test for trend across 
different groupings. As seen from Table 4, the aver-
age SET issuer was approximately 11 to 28 years 
old versus 7 to 28 years for MAI issuer. The mean 
offering size closely tripled over the period (328 
million Baht in 2001 versus 1,110 million Baht in 
2012). It can clearly be seen in the MAI IPOs that 
use the IPO proceeds for investment (about 70% of 

                                                   
1 For more details onHuber/White estimators see White, H. (1980) 

IPOs exceeds the use of debt repayment (30%). The 
use-of-proceeds disclosure indices are on average at 
31.57%, 31.38% and 31.92% for the entire, SET and 
MAI samples respectively.  

Furthermore, the IPO underpricing is evident across 
almost all the years in our sample period and across 
both stock markets. We find that the means of IPOs 
underpricing are about 25.36%, 20.61% and 34.16% 
for entire, SET and MAI samples respectively. 
These findings indicate that the underpricing is more 
intense in the MAI compared to the other market. 
The lower proportion of institution and foreign in-
vestors subscribing for IPOs indicate that there are 
many uninformed investors, both retail and individ-
ual, in the sub-market. This indeed requires a higher 
degree of underpricing in order to attract uninformed 
investors to subscribe for MAI IPOs.  We believe 
that the lower underpricing in SET is justified, as the 
size of firms in the SET is larger than those in the 
MAI. In line with the previous literature, a higher 
offer size was related to lower IPO underpricing as a 
result of asymmetric information (Carter et al., 
1998; Chen et al., 2004; Chi and Padgett, 2005; Yu 
and Tse, 2006; Cheung et al., 2009; Sullivan and 
Unite, 2009; Su and Bangassa, 2011). For the Thai 
IPO market trend across different time periods, we 
found that the initial return was, on average, nega-
tive or as low as -1.01% only in 2006, whereas it is 
positive for the other year-periods, in particular the 
average IPO underpricing turns to be significantly 
higher in 2011 and 2012 (73.82%). This is clearly an 
indication of the impact of information disclosure 
(amount and type) on underpricing.  

Table 5 reports the estimates associated with the 
type of disclosure (investment and loan as the in-
tended use of proceeds. It is worth noting that 152 of 
Thai IPOs (62.04%) have disclosed information in 
the intended use-of-proceeds section for investment 
including working capital and general corporate 
purposes and 38% for the use of debt repayment. 
Based on the disclosureindex (UDI), the IPOs stated 
use-of-proceeds for investment disclose more infor-
mation (38.71%) than debt repayment IPOs 
(20.35%). For the average issue size, we found that 
the size of IPOs firms that use disclosure for repay-
ing debt as the use-of-proceeds is smaller than those 
associated with investment use-of-proceeds. The 
subscription details for IPOs for foreign and institu-
tional investors are also reported in Tables 4 and 5 
for each individual market and for the full sample 
respectively. However, based on the average fo-
reigner and institution participation percentage, it 
clearly indicates that such investors prefer to 
preempt the IPOs in the SET rather than in the MAI. 
The average foreigner and institution investors’ 
subscriptions for SET are 9.82% and 20.52%, but it 
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n
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is only 4.83% and 7.99% in the MAI respectively. 
Notably, there is a significant increase in the number 
of investors that subscribed for new issues between 
2005 and 2006. In contrast, the proportion of fo-
reigner (institution) investors subscribing for IPOs 
immediately decreased over time, from 9.42% 
(16.16%) in 2007 to 2.63% (4.15%) in 2012.  

Moving on to the underpricing and long-run IPOs 
returns, the first two columns of Table 5 (see in Ap-
pendix) show the means and medians of both sub-
samples. The findings show that the average market-
adjusted initial return of IPOs stated use of proceeds 
for investment (25.79%) is slightly higher than those 
for debt repayment (24.67%). We also found that 6-
month, 1-, 2- and 3-year BHARs of IPOs stated us-
ing IPO proceeds for investment are 5.41%, 16.51%, 
14.58% and 13.70% respectively and all are statisti-
cally significant at 1% higher than BHARs of IPOs 
stated using IPO proceeds for repaying debt (-
10.55%, -11.64%, -36.15% and -45.04% respective-
ly). For CARs the same pattern of results holds. It 
can be clearly seen that the initial return and the 
long-run returns of the ‘Investment’ IPOs are higher 
than those of the ‘Debt repayment’ IPOs. These 
findings are in line with Autore et al. (2009) who 
reported that issuers stated use-of- proceeds for in-
vestments perform are better than those for recapita-
lization in the long-run. For firms’ characteristic, we 
found insignificant differences between the two 
types of intended use-of-proceeds. 

Overall, we found no convincing evidence or statis-
tical difference between intended use-of-proceeds 
for ‘Investment’ and ‘Debt repayment’ IPOs based 
on the magnitudes of IPO underpricing.  However, 
we found evidence supporting the claim that ‘In-
vestment’ IPO firms perform better than ‘Debt re-
payment’ IPO firms in the long-run.  

3.2 Determinants of IPO Underpricing. The re-
sults from Equation (2) for the full sample are pre-
sented in Table 6. Overall, we find that the models 
(1)-(9) with a representative profile of IPO under-
pricing in the stock market of Thailand explain 
about 38.5% to 50.99% of variations in the IPO 
underpricing1. The Robuststandard error is further 
employed to ensure that all regression models do not 
suffer from the heteroskedasticity problem and to 
improve the small-sample robust estimators for 
OLS. In order to detect the potential influence of 
multicollinearity in the regression, we used the 
Variance Inflation Factors (VIFs)2, and found that 
                                                   
1 We further use a simple regression of initial returns on intended use-
of-proceed dummy variables for ‘Investment’ and ‘Debt repayment’ 
IPOs. The univariate results are not reported on this paper. However, we 
find that there is no statistically significant between use of proceeds 
disclosure and the IPO underpricing. 
2 VIF is calculated as 1/(1 - R2) where R2 is obtained from the regression 
of the variable on all other regressors specified in the model. 

none of the estimates exceed the accepted threshold 
of 10 (Neter et al., 1985). Thus, there is no clear 
evidence of multicollinearity in our data.  

We first examined the relationship between the lev-
els of intended use-of-proceeds disclosures and IPO 
pricing. Our findings support H1 and imply that firm 
managers can indeed reduce underpricing (cost of 
equity capital) by disclosing more information. To 
confirm this finding, we construct the use-of-
proceeds disclosure index (ܷܫܦ) for Thai data and 
insert it into our model. The results show that the 
UDI has a statistical negative impact on the IPO 
underpricing. This is consistent with the results from 
prior empirical studies (e.g., Schrand and Verrec-
chia, 2002; Healey and Palepu, 2001; Leone et al., 
2007; Chahine and Filatochev, 2008). Our study also 
considered the types of use-of-proceeds affecting the 
cost of equity. We therefore examined the relation-
ship between ‘Investment’ use-of-proceeds and IPO 
underpricing. Our findings show that INV has a 
negative effect on the IPO underpricing. Further-
more, in line with Leone et al. (2007) we found that 
the use-of-proceeds disclosure assists investors in 
evaluating IPOs by narrowing their estimate of the 
dispersion of the stock’s secondary value. This im-
plies a reduction in ex-ante uncertainty, and IPOs 
with such disclosures go public at offering prices 
closer to ‘intrinsic’ values and, as a result, are re-
lated to less IPO underpricing at the first trading day 
(Beatty and Ritter, 1986; Leone et al., 2007).   

Our findings also support H2 that when issuers dis-
close investment information, operating expenses, 
expanding factories and subsidiaries or working 
capital, there is lower ex-ante uncertainty. In con-
trast, for the use-of-proceeds for debt repayment, ܶܤܧܦ, we found that ܶܤܧܦ is positively related to 
the underpricing and is significant. Once issuers 
intend to use the IPO proceeds for recapitalization 
(repaying their debts), there is greater uncertainty 
about the financial sustainability of their business 
model. A possible justification for the difference 
between ‘Investment’ and ‘Debt repayment’ IPOs in 
terms of underpricing is that the Thai IPO compa-
nies which intend to use the proceeds for investment 
disclose more information on their future operation 
proposals than the ‘debt repayment’ IPO companies 
that merely provide information on their use of pro-
ceeds for repaying short-term or long-term debts. 
Consequently, the equity capital is costly (leaving 
more money on the table with discount IPO issues at 
the higher rate) for the latter. 

For firm characteristics, we found that the offer size 
 of IPO firm is negatively related to the (ܧܼܫ݈ܵ݊)
IPO underpricing and is significant at the 1% and 
5% levels of significance for the entire SET and 
MAI IPOs markets, which support H2 that the coef-
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ficient on ݈݊ܵܧܼܫ is negative and significant. These 
findings are in line with Rock (1986), Beatty and 
Ritter (1986), Vichakorn and Kennedy (2005), Yu 
and Tse (2006), Chin and Padgett (2005), Guo and 
Brooks (2008), Authurs et al. (2009), Su and Ban-
gassa (2011) and Lin and Tian (2012). Other va-
riables (lnAGE and lag LAG) failed to yield reason-
able significant parameters, which does not support 
H3. These results are in contrast to the findings of 
Sullivan and Unite (1999), Chen et al. (2004), Kir-
kulak and Davis (2005), Yu and Tse (2006), Uddin 
(2008) and Ekkayokkaya and Pengniti (2012) 
amongst others. For the signalling hypothesis meas-
ured by ܵܨܲ ,ܧܱܴ ,ܵܲܧ ,ܸܱܩ and ܵܰܫ and the 
degree of underpricing, we found an insignificant 
relationship in the Thai market leading us to reject 
H4-H5. Nevertheless, the ܴܱܣ variable has a signif-
icantly positive coefficient in models (5) and (6), 
confirming that return on asset has a significant 
influence on underpricing in the SET.  

For market sentiments (bull-market dummy variable 
BULL), as seen in Table 6 (see in Appendix) (across 
models (1) through (3)), we find a positive relation-
ship with the IPO underpricing for the entire and 
MAI IPOs. This is in line with the previous litera-
ture that found a correlation between IPO underpric-
ing and market sentiment and movement (Loughran 
and Ritter, 2002; Su, 2004; Yu and Tse, 2006; Kir-
kulak and Davis, 2005; Ekkayokkaya and Pengniti, 
2012)1. Furthermore, we found that DE has a nega-
tive impact on the magnitude of IPO underpricing 
for the entire and the SET IPOs.  

Using bootstrap standard error, the findings in Table 
6 indicate that the bootstrap simulation produces a 
similar pattern of results, where the intended use-of-
proceeds for investment (debt repayment) has a neg-
ative (positive) impact on the IPO underpricing as 
well as insignificant results for the majority of other 
controlling variables. 

3.3. Multivariate analysis of use of the proceeds 
and long-term performance of IPOs. Controlling 
for a fixed set of firm and offer characteristics, Ta-
ble 7 (see in Appendix) presents OLS estimates 
using the three-year buy-and-hold abnormal return 
(BHAR) as the dependent variable. We found that 
the disclosure index (ܷܫܦ) is positively related to 
the three-year aftermarket return and is statistically 
significant apart from the MAI IPOs. Our finding is 
in line with H1 and supports the previous account-
ing studies that intellectual capital disclosure in IPO 
prospectuses are significant factors and have a posi-
tive effect on the long-run financial performance of 

                                                   
1 Furthermore, Lowry and Schwert (2000) suggested that public infor-
mation about market conditions during the register period should be 
predictably related to initial returns. 

firms (see for example, Guo et al., 2004; Bessler and 
Bittelmeyer, 2008; Neilson et al., 2015). This find-
ing implies that a Thai company that discloses sub-
stantial amounts of information on the intended use-
of-proceeds will be associated with better transpar-
ency and thus perform better in the long-run. 

In addition, the findings shown support H2 that ܶܤܧܦ is negatively related to the BHAR and is sta-
tistically significant. This indicates that companies, 
which stated their intended use-of-proceeds to be for 
repaying debt experience long-run underperfor-
mance after going public. These findings are in line 
with Autore et al. (2009) that the issuers stating debt 
repayment (making no mention of investment) as 
their intended use-of-proceeds have underperfor-
mance in the long-run. Hence IPO companies bene-
fit from overvalued stocks by timing IPOs for peri-
ods of high returns to pay debt. As a consequence, 
they are more likely to underperform in the long-run.  

We found that while the ܸܰܫ is positively related to 
the three-year aftermarket return and strongly statis-
tically significant, the intended use-of-proceeds for 
debt repayment is ambiguous or without any clear 
specification. This implies that the increased in-
vestment expenditures should be viewed favourably 
as they are associated with higher investment oppor-
tunities. These findings are in line with Autore et al. 
(2009) that underperformance is stronger when debt 
repayment is the intended purpose.   

In addition, we found that ݈݊ܵܧܼܫ and ݈݊ܧܩܣ are 
not statistically significant for the performance of 
SET IPOs in the long-run. These findings are in line 
with Su and Bangassa (2011) who found no rela-
tionship between offer size and three-year BHAR 
based on an event-time approach. For MAI IPOs, we 
found that the offering size of IPOs had an inverse 
relationship with long-run IPO performance. How-
ever, we argue that IPO underpricing is negatively 
and significantly related to 3-year BHAR for the 
entire sample and for the SET sample, but insignifi-
cant for MAI. This suggests that the larger initial 
return of IPOs is, the lower its accumulated after-
market return is during the first three years after 
going public. In particular, a 1% increase in MAIR 
leads to a decrease of about 0.54% and 0.57% for 
the Thai IPOs in the 3-year after-market return. This 
finding supports the studies by Ritter (1991, 1998) 
and Bradley et al. (2009). Thus, our findings lead us 
to accept H7 as well as the impresario hypothesis. 
These results are in contrast to the findings of Su 
(2004), who found that the degree of IPO underpric-
ing is positively related to the after-market return for 
250 trading days.  

For models (10) - (15), we found that the informa-
tion of government ownership reported in the pro-
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spectus is significantly positive, a 1% increase in 
government ownership leads to an increase of about 
1.50% and 1% in 3-year buy-and-hold abnormal 
returns for the entire sample and for the SET sample 
respectively. This finding implies that issuers with 
higher government ownership have, on average, a 
higher performance in the long-run. Thus the gov-
ernment ownership at the IPO time can be a signal 
of long-run performance for SET IPOs. As can be-
seen in Table 7, there is an evidence indicating that 
the proportions of Thai IPOs subscribed to by for-
eigners (ܲܵܨ) and institutionalinvestors (ܵܰܫ) have 
no effect on the long-run performance of IPOs. For 
CAR, the same patterns of results hold1. 

CConclusions 

This paper examined the impact of endogenous dis-
closure on the stock market performance of initial 
public offering (IPO) firms using hand-collected 
data for 245 IPOs from the main Stock Exchange of 
Thailand (SET) and also the alternative investment 
market (MAI) over the period 2001 and 2012 (see in 
Appendix Table 8). 

Our initial investigation suggests a significant im-
pact for the level of use-of-proceeds disclosure on 
IPO under-pricing,and further that the ex-ante uncer-
tainty and signalling hypotheses explain the IPO 
under-pricing phenomenon in the Thai IPO market. 

Further, we demonstrated that the use of IPOspro-
ceeds to disclose information about investment has a 
positive impact on the performance of Thai listed 
companies in both the main and alternative stock 
markets. In contrast, we found a significant inverse 
relationship with the long-run IPO performance 
when new issuers intend to use the proceeds to repay 
bank loans. In addition, we found that the govern-
ment or state ownership in the IPO filing period has 
a positive impact on the long-run performance of 
SET IPOs. Importantly, we demonstrated that the 
size of the issue, the return on equity and the bull-
market conditions appear to be the significant fac-
tors that influence the Thai IPO under-pricing.  

These findings have important implications for aca-
demic research into the performance of initial public 
offerings and for practical information disclosure 
alike. The Thai stock market is a relatively small 
and thinly traded market but it is relatively well 
integrated into the global financial system. Hence, 
our findings may have broader implications for 
many other small emerging markets, in particular 
when using the endogenous information disclosure 
of ‘Intended Use-of-Proceeds’ as a signalling factor. 
Our findings could also be of interest to policy-
makers who are continually adopting regulations to 
curb possible conflicts of interest. 
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AAppendix 

 
Fig. 1. Initial Public Offerings (IPOs) with intended use of the proceeds in Thailand between 2001 and 2012  

Table 1. Testable hypotheses to explain underpricing and long-run performance 
Hypothesis Explanatory variable Variable name IPO underpricing Long-run performance 

Expected sign Expected sign 
1. Use of IPO Proceeds Use-of-proceed disclosure index UDI (-) (+) 

Intended use of IPO proceeds for repaying debt DEBT (+) (-) 
Intended use of IPO proceeds for working capital and investment INV (-) (+) 

2. Ex-ante uncertainty The offer size of IPO firm SIZE (-)  
 The age of IPO firm AGE (-)  
 The time-lag between the firm establish date and the first trading date LAG (+)  
3. Signalling The proportion of IPO shares owned by government  GOV (+) (+) 
 Change in the earnings per share from the IPO issue date to the date 

just prior to the listing date 
EPS (+)  

 Return on asset ROA (+)  
 The proportion of issues subscribed by foreigner PFS (-)  
 The proportion of issues subscribed by institution INS (+)  
4. Impresario Market-Adjusted Initial Return or IPO underpricing MAIR  (-) 

Notes: The total sample includes 245 IPOs – 152 ‘Investment’ issues and 93 ‘Debt repayment’ issues. The use of the proceeds is 
taken from the IPO prospectuses.  
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Table 2 The percentage of IPO companies disclosing use-of-proceeds information 
 Use-of-Proceed items % 

1. Working capital (WC) without details 72.7 
2. Working capital with details (including the amount money and the proportion of IPO proceeds used for WC) 20.4 
3. General operation issues (e.g. sales and marketing supports and factories and equipment) 48.2 
4. Research and development 13.5 
5. Service improvement 10.6 
6. Expanding business without or low details  64.5 
7. Expanding business with moderate details (e.g. use the IPO proceeds for which projects) 47.3 
8. Expanding business with more details (e.g. use the IPO proceeds for which projects with amount money) 15.5 
9. Paying down loans without details 43.7 
10. Paying down loans with more details (including the amount money and the proportion of IPO proceeds allocated for debt repayment) 11.0 

Note: The variables below are employed in the literature and in this study as explanations for the IPO underpricing in Thailand. 
Sections 3 and 4 of this paper provide further detailed definitions of the explanatory variables. 

Table 3 Sample Size 
Panel A: sample size disaggregated by exchange and by IPO offering year 

Year 
Stock exchange of Thailand 

(SET) 
Market for alternative invest-

ment (MAI) Total 

Number % Number % Number % 
2001 6 3.77 3 3.49 9 3.67 
2002 19 11.95 3 3.49 22 8.98 
2003 21 13.21 6 6.98 27 11.02 
2004 37 23.27 12 13.95 49 20.00 
2005 31 19.50 14 1           6.28 45 18.37 
2006 10 6.29 5 5.81 15 6.12 
2007 6 3.77 6 6.98 12 4.90 
2008 8 5.03 3 3.49 11 4.49 
2009 5 3.14 11 12.79 16 6.53 
2010 4 2.52 7 8.14 11 4.49 
2011 3 1.89 7 8.14 10 4.08 
2012 9 5.66 9 10.46 18 7.35 
Total 159 100.00 86 100.00 245 100.00 

Panel B: sample size disaggregated by exchange and by industry group 

Industry 
Stock exchange of Thailand 

(SET) 
Market for alternative invest-

ment (MAI) Total 

Number      % Number      % Number    % 
      Agro & Food Industry 7 4.40 3   3.49 10 4.08 
      Consumer Products 3 1.89 11 12.79 14 5.71 
      Financial 22 13.84 1  1.16 23 9.39 
      Industrial 19 11.95 25 29.07 44 17.96 
      Property & Construction 46 28.93 10 11.63 56 22.86 
      Resources 14 8.81 2   2.33 16 6.53 
      Services 30 18.87 25 29.07 55 22.45 
      Technology 18 11.32 9 10.46 27 11.02 
Total       159 100.00 86 100.00 245 100.00 
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