CHAPTER 1: INTRODUCTION TO THE STUDY

From the beginning of the first Islamic banking in Malaysia in 1982, the concept of
Islamic finance has been raised®. On May 2013, the market capitalization of shariah-
compliant securities was valued at MYR®1.017tIn or 63% of total market capitalization of
MYRL1.6tIn*. Collectively, 89% of Initial Public Offerings (IPOs) are listed on the shariah
board of the Malaysian Stock Exchange (MSE) (Graph 1). The growth of Islamic finance has

obviously outperformed the growth found in conventional banks.
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The main contribution of this study is the use of shariah-compliant companies, which is
limited in the literature. Hence, this study fills the gap by providing underpricing (short-term)
and long-term performance of IPOs for shariah-compliant and non shariah-compliant
companies. This dissertation also contributes and to understand that some information is
relevant for short-term performance and some information is relevant for long-term

performance of IPOs for shariah-compliant and non shariah-compliant companies.

! Bank Islam Malaysia Berhad (BIMB) is the first Islamic Bank in Malaysia, established in 1982.

2 Other developments of Islamic finance included: Takaful (Insurance), Islamic Capital Market, and Sukuk
(bond), among others.

® MYR is Malaysian Currency

* Shariah Screening Methodology: Adopting Two-tier Quantitative Approach by Malaysian International
Islamic Financial Centre (MIFC), 31 October 2013



While many empirical studies present IPO underpricing in Malaysia, no prior academic
work has investigated the long-term performance of IPO underpricing for shariah-compliant
companies and compares them with non shariah-compliant companies. Therefore, this
dissertation provides new insights into shariah-compliant companies. Lastly, this dissertation

provides additional evidence of the factors affecting IPOs (short-term and long-term

performance) for shariah-compliant companies and non shariah-compliant companies.

CHAPTER 2: LITERATURE REVIEW

This chapter reviews the significant IPO literature. This study observes the IPO

underpricing phenomenon (Table 1) and reviewed some studies for the long-term

performance of IPO companies (Table 2).

Table 1: Summarizing of IPO underpricing over the world

Countries Period of Study | IPO underpricing Authors
China 1996-2000 129.16% Chi and Padgett (2005)
Japan 2001-2006 60.21% Uzaki (2009)
Switzerland 1983-2000 34.97% Drobetz, Kammermann, and
Walchli (2005)
Thailand 1990-2007 22.99% Ekkayokkaya and Pengniti
(2011)
Indonesia 2003-2011 22.2% Darmadi and  Gunawan
(2012)
Singapore 1993-2005 16.5% Zhang, C. and King, T.H.D.
(2008)

Table 2: Summarizing of long term performance of 1PO over the world

Countries Period of Study | Long term performance Authors
of IPO
United 1991-1995 Underperformed Goergen, et Al. (2007)
Kingdom
China 1993-1998 e A-shares: Chan, et Al. (2004)
underperformed
e B-Shares:
outperformed
Japan 1998-2001 Underperformed Kirkulak (2008)




Taiwan 1991-2002 Outperformed Chen, et Al. (2010)

Turkey 1990-1997 Outperformed Durukan (2002)

CHAPTER 3: RESEARCH METHODOLOGY

This chapter explains the methodology applied to this study. The research can be
grouped into four groups: 1. average degree of IPO underpricing for shariah-compliant and
non shariah-compliant companies; 2. the impact of determinant factors on the average degree
of IPO underpricing for shariah-compliant and non shariah-compliant companies; 3. the
impact of shareholder analysis on the average degree of IPO underpricing for shariah-
compliant-companies and non shariah-compliant companies; and 4. the long-term
performance of IPO for shariah-compliant and non shariah-compliant companies. The

equation used in this study is presented in the thesis.

CHAPTER 4: RESULTS

The results are divided into 2 parts. Part 1 discusses underpricing (short-term)

performance of IPO and Part 2 discusses long-term performance of IPO.

1. IPO underpricing (short-term) for shariah-compliant and non shariah-compliant

companies

The preliminary results show that the average degree of IPO underpricing for shariah-
compliant companies is 28.94% and 27.18% for non shariah-compliant companies. The
average degree of IPO underpricing reported in this study is more similar to mature markets
when compared to the average degree of IPO underpricing of 166.7% (Dowson, 1987), 99%
(Jelic et al., 2001), 94.91% (Yong and lIsa, 2003), and 81% (Murugesu and Santhanpparaj,
2009). A possible reason to explain the decline in percentages of IPO underpricing is due to

the decision of Securities Commission of Malaysian regarding the IPO pricing mechanism.




This finding similar with findings reported in Japan. Pettway and Kaneko (1996) found that
removed price limits and introduced public auctions reduced the average degree of IPO

underpricing significantly.

Next, this study found that the times of oversubscription, risks, and economic condition
variables are statistically significant for shariah-compliant companies. The results from the
non shariah-compliant companies show that the times of oversubscription, underwriter
reputation, market type, and technology industry variables are also statistically significant. It
is important to highlight that the information asymmetrical gains by companies and investors
during the initial trading on the stock exchange provide an impact on IPO performance with
underpricing in the Malaysian market. Information regarding the background of the company
doing the IPO during the initial process for listing it on the board can attract investors to buy
IPO shares. Additionally, the roles of the underwriter to advertise IPO shares are affected by
the demand of investors to subscribe to IPO shares. While the results for shareholder analysis
were found to be insignificant on the average degree of IPO underpricing for shariah-
compliant and non shariah-compliant companies, the indication is that shareholder analysis

has insignificant factors in determining the average degree of IPO underpricing.

2. Long-term performance of an IPO for shariah-compliant and non shariah-

compliant companies

Using the FTSE Bursa Malaysia market index as a benchmark, this study found that for
IPOs for shariah-compliant companies outperformed when the CAR equal-weight was used
to measure long-term performance of an IPO for shariah-compliant companies. This result is
in parallel with a previous study regarding long-term performance of an IPO in the Malaysian
market (e.g. How, et Al., 2007; Ahmad-Zaluki and Goodacre, 2007; Paudyal, et Al., 1998).

The results for non shariah-compliant companies also outperformed for CAR equal-weight



and CAR value-weight. The results of this paper suggest that the use of equal-weight and
value-weight returns typically lead to different conclusions. In addition, the results for CAR

equal-weight are statistically significant while for value-weight are statistically insignificant.

An IPO for shariah-compliant companies performed at least as good as their best match.
It is important to highlight that underpricing, oversubscription, type of market, consumer
product industry, and ROE are statistically significant for CAR equal-weight. While, the
results for CAR value-weight indicated that underpricing, offer price, offer size, type of
market, trading/service industry, consumer product industry, property industry, and REIT
industry are statistically significant. The overconfidence of investors during the initial 1IPO
trading affects the long-term performance of the IPO for shariah-compliant companies.
Therefore, investor loyalty to the IPO company is important to determine good performance
in the earliest three-year trading on the stock exchange. The results for non shariah-compliant
companies cannot be discussed because the numbers of non shariah-compliant companies are

low. Only four IPOs for non shariah-complaint companies are available.

IPOs in Malaysia are associated with high underpricing during the initial trading on the
stock exchange (i.e.: Dowson, 1987). However, this study found that high underpricing in the
initial trading is not a determination of poor performance in the first 3 years after the IPO
shares were issued. This study found that IPOs for shariah-compliant companies are
comparable to or possibly performed better than the benchmarks. The results also show that
in 2008, when the sub-prime crisis occurred, the long-term performance of IPOs did not
differ from the performance of the benchmark. Therefore, it seems that even the average
degree of IPO underpricing is high, is not determined poor long-term performance of the IPO

for shariah-compliant companies.



Mixed results are found on the relationship between the determinant factors and IPO
performance for shariah-compliant and non shariah-compliant companies (short-term and
long-term). In the short-term, the impact of the determinant factors generated little evidence
to support our working hypothesis. Nevertheless, the impact becomes more important in the
long-term anyways. As shown, the results for R-square in the short-term with shariah-
compliant companies at 15% and non shariah-compliant companies at 74.9%. While the
results for R-square for long-term shariah-compliant companies, the CAR equal-weight was

59.4% and CAR value-weight was 84.2%.

In summary, this chapter provides a number of explanations as to the research
questions presented in the introduction section. The information gained by investors during
the initial trading of an IPO indicates a significant impact on the short-term and long-term

performance of the IPO on the Malaysian market.

CHAPTER 5: CONCLUSION

This thesis provides a number of contributions to academic research in this field. The
first contribution is to provide empirical evidence for the use of the IPO for shariah-
compliant companies. The IPO companies are widely used in the IPO literature. This study
tries to fill this gap. Next, to some extent, the short-term and long-term performances of the
IPO for shariah-compliant companies are evaluated. It is important to predict the short-term

return as others are more appropriate for longer period returns.

While many IPO studies present multiple linear regression analysis of IPO
underpricing, few have been done for the IPO underpricing for shariah-compliant companies
and no prior academic work investigated the long-term performance of IPOs for shariah-
compliant companies. Therefore, this study provides a new explanation of the factors

affecting the long-term performance of an IPO for shariah-compliant companies.
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