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Abstract5

We examine the initial returns volatility of initial public offering by determining: (1) whether6

mispricing actually takes place during and after IPOs in Nigeria and Sri Lanka; (2) whether the7

mispricing (overpricing or underpricing) could constitute corporate fraud tendencies since data to8

measure fraud in emerging markets of Nigeria and Sri Lanka is secretive and unattainable. We9

use dummy proxies from 1987-2012 and 1988-2012 for the Nigerian Stock Exchange and the10

Colombo Stock Exchange, respectively. The OLS and GARCH models show that fraud tendency11

via underpricing and overpricing is very prominent and highly pronounced in the Nigerian12

market and the Sri Lankan market as they seriously cause volatile returns during the first-day,13

monthly and yearly trading of the IPOs probably to satisfy the ego of corporate agents for14

“money left on the table” and/or “promise for future banking business”.15

Key words: IPOs, NSE, CSE, initial return volatility, corporate fraud tendencies, underpricing,16

overpricing, and mispricing.17

18

INITIAL PUBLIC OFFERINGS (hereafter, IPOs) have drawn significant attention by19

researchers in recent years because of uncountable accusations and counter blames in the stocks20

market owing to the frequent bubbles and corporate fall-outs of stocks, thereby rendering the21

capital market vulnerable to aggressive uncertainties and distrust. Of course the traditional22

stock’s valuation asserts that, the value of a firm’s stock is presented by its intrinsic value23

(present value) which is usually determined based on the firm’s performance via its required rate24

of returns and the dividend it declares. In other words, if the market value is at par with the25

intrinsic value, we assert an appropriately valued stock; on the other hand, if the intrinsic value is26

less than or more than the market price, we presume that the stock is mispriced via underpricing27
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or overpricing, respectively. These happenings have being the trend of the stocks market and has28

never portend any ugly meaning to the market participants nor the regulatory bodies until in the29

1980s to date when the capital markets around the world began experiencing extreme bubbles30

and recessions; most of which attracted and still attract severe investigations and enactment of31

serious regulatory laws to combat the artificial creation of these mishaps. Despite these32

measures, the incidents are still at their peaks going by the rates of bubbles and the sudden crash33

of most companies’ stocks around the world.34

Studies have indicated that, these mishaps are created artificially by corporate insiders such as35

the chief executive officers and their co-employees as well as underwriters and corporate36

investors. Ross (1976) assumes in his arbitrage pricing theory that to be able to prevent37

uncompromised exploitation of security mispricing, an assets expected returns must be a linear38

function of its sensitivity to those risk factors thereby debunking the presence of arbitrage39

opportunities present in efficient financial markets. Although the risk of systematic variables40

may not be easily eroded, that of diversifiable (firm-specific) risks along with noise trader1 risk41

create costly obstacle to control as their behaviours are strictly associated to the firm’s42

representatives. Baron (1982), Loughran and Ritter (2002, 2004) and Lowry and Schwert (2004)43

establish that there is a relationship between the underwriter and either managers or shareholders44

45

46

_____________47

1 Noise traders in most cases act together to worsen the mispricing situation of IPOs; they are individual investors48
who are devoid of adequate information relating to the firm and so has little analysis of the firm’s financial49
statements. Such instance could be generated by sentiments to either drive prices higher (bubble) or lower50
(recession).51

of the issuing firms that pursue under-pricing and partial adjustment as a due to bargaining52

power, agency costs, implicit contracting, or issuer non-rationality capabilities. Povel, Singh and53

Winton (2007) on the other hand predict that the incidence of fraud is a function of investor54

believes about business conditions; such that it peaks when investors believe business conditions55

are good, hence relax their motives to monitor intently the trends which in turn affects56
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managerial fraud incentives. Several other assumptions are put forward by other researchers to57

explain these IPO fraud incidents which we critically perused in this paper.58

The results are very robust from the various models adopted in analysing the first-day floating of59

the IPOs, the monthly sequence and the yearly sequence. We understand that the corporate fraud60

tendency variables (underpricing and overpricing) have very significant influence on IPOs initial61

returns in the NSE and CSE and thereby, reporting the expected relationships as their variability62

informs the volatility of the IPOs initial returns. In fact, the rate of volatility clustering is very63

high in the first-day, monthly and yearly results of the IPOs in both markets but the average64

initial returns is higher in the CSE during the first-day trading than NSE owing to the high rate of65

overpricing while it is lower in the NSE because of the high rate of underpricing. It is also very66

interesting to note that, special trends tend to happen immediately after the IPOs first-day such67

that the stocks face some waves of upward adjustment in the NSE while a downward adjustment68

becomes predominant in the CSE. We also discover that, dividends are less important to69

investors in the CSE on the annual basis except for first-day but it’s very important to investors70

in the NSE in the annual trading. However, the result also show consistency with several studies71

and a clear display of stylized facts, likewise confirming that fraud is eminent during and after72

the IPO period running through a long period of more than three years causing persistent73

volatility.74

We organise the remainder of the paper into five sections. We reviewed critical issues on75

underpricing and overpricing in section one. Section two frames out the hypothesis and the76

model specification while section three gives the data source and variables involved.77

Furthermore, section four presents the results and discussions and the conclusion of the paper in78

section five.79

80

I. Underpricing and Overpricing of IPOs as Proxies to Fraud81

As earlier stated above, the intrinsic value of a firm’s stock is a reflection of the value of the firm82

presented in the market. Hence, if it is not appropriately valued, then it must be mispriced and83

such mispricing could be under or above the actual value in which the today’s market could view84
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it in different perspectives such as market strategy for information and patronage for subscription85

or as conceived in this paper – a fraud tendency. This brings us to the obvious need to understand86

the mechanics of IPOs returns volatility and its evidence; Since earnings are products of offer87

and selling prices, so that, a drastic fluctuation in the IPO’s offer and market prices result into88

positive or negative variability of its returns. Consequent upon this understanding, the volatility89

of IPOs returns is engineered by either under/over pricing of the IPOs when consciously or90

unconsciously influenced by corporate fraud tendencies and other insider frauds.  What is IPO91

underpricing and/or overpricing? Several definitions could be used. First, it can refer to ‘issuing92

securities at an offer price set below/above true value of the security’ (Brealey et al, 2001, pp.93

398), meaning that the offer price of the IPO shares is significantly below its intrinsic value94

when there is underpricing and vice-versa. Second, underpricing could also mean the IPO ‘shares95

are sold at a price below their current market price’ (Gitman et al, 2002, pp. 401), which means96

that the market closing Price of the IPO shares on listing date is higher than the offer price.97

Another meaning of underpricing could be ‘a large positive gain to a new issue (relative to its98

offer price) immediately after listing’ (Chan et al, 2003, pp. 2) which is significantly larger than99

the average returns of the other days. The above definitions could be correct since the market100

price always reflects the intrinsic value of the IPO stock hence the first day returns can only be101

generated from underpricing or overpricing the IPO offer price before listing. To illustrate this102

underpricing and overpricing as a relation to the intrinsic value of the IPO stock, Ma (2005)103

gives this illustrative diagram about the Chinese stock market pricing in a study of the Chinese104

first-day IPO returns from 1991-2003.105
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106
Figure 1: Underpricing and Overpricing of IPO Stocks107

108

Ma observe the Chinese situation, going by the regulatory mechanisms for IPO pricing, and109

elaborates that if an IPO offer price is set at its intrinsic value, the first day returns can only be110

generated from overpricing IPO on the listing date. He calls this as IPO on-market overpricing.111

The right hand side of Figure-1 illustrates the first day returns generated by on-market112

overpricing. The first definition of IPO underpricing is explicitly in the category of ex-market113

underpricing. The second and third are ambiguous as they do not assume neither the offer price114

nor the market price as intrinsic value of the IPOs. Actually, an IPO underpricing represents115

either ex-market underpricing or on market overpricing, or a combination of both. Thus, the116

second and third definitions are more generally accepted.117

Ma (2005) suppose that the high first-day returns of China’s IPOs are generated for both ex-118

market underpricing and on-market overpricing, but most likely from on-market overpricing.119

First, the IPO pricing methods are uniformly formulised by the market regulator. Except for the120

regulator’s strategy of underpricing if the regulator intends, there is little space for individual121

firm making a further underpricing. Second, the first-day returns are too large to attribute to the122

regulator’s intention of underpricing.123
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Underpricing, measured by the initial return on the stock between the offer date and the first124

period of trading, varies considerably from one market to another with IPOs in emerging125

financial markets being more heavily underpriced than IPOs in industrialised markets. For126

instance, the average abnormal initial return for new issues in Britain and the U.S. tends to be127

around 15% (Levis, 1993 and Ibbotson  et al, 1994), whereas in Malaysia and China IPOs are128

underpriced on average by an extraordinary 166.60% and 948.59% respectively (Dawson, 1987129

and Su & Fleisher, 1997). Institutional and regulatory constraints and the differences in the130

characteristics of IPOs and parties involved are possible explanations as to the variation of131

underpricing across different markets (Loughran et al, 1994).132

Islam, Ali and Ahmad (2010) study the Bangladesh IPOs and observe that while initial upward133

price movement of underpriced IPOs spreads favourable information, the available supply of134

shares is restricted because underwriters typically discourage initial subscribers from selling their135

allotments in the aftermarket. Investors who were unable to obtain their full subscriptions at the136

offering may seek to buy shares in the aftermarket, resulting in a sequence of daily positive137

returns. In the case of an overpriced issue, the first market price fails to reflect the available138

information because of price stabilization by the underwriting syndicate; such that, as the139

syndicates disband at varying times for the different IPOs, it leads to a gradual downward price140

adjustment on the average and sequential negative daily average cross-sectional returns over the141

short-run for overpriced IPOs. Such effects, they observed however, may be offset by incentives142

provided by the syndicate to induce informed promoters/traders to reveal their private143

information while the offering price is being set. For example, Benveniste and Spindt (1989)144

report that informed traders have an incentive to understate their interest in a new issue in the145

premarket, but underpricing induces them to be truthful in their indications of interest.146

Furthermore, recent studies show that underpricing could be deliberately done by underwriters so147

as to benefit enormously. This is because, underwriters can allocate underpriced IPOs to148

investors in exchange for soft dollar commission business (Reuter, 2006; Loughran and Ritter,149

2002, 2004; Nimalendran, et al, 2007; and Hoberg, 2007). Adding to these findings, Goldstein, et150

al (2011) estimate that an additional $1 excess commission payment to the lead underwriter151

results in IPO share allocations that generate $2.21 in investor gross profits, implying that 45%152

of the money left on the table is captured by the underwriter. Liu and Ritter (2010) add that,153
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underwriters can allocate underpriced IPOs to executives to sway their decision in choosing154

which investment banking firm to hire; this practice is called “IPO spinning”. Such avenue is155

created to help underwriters capture a larger portion of the money left on the table to partly offset156

benefits by using cost of excessive underpricing to lower gross spread revenue, which is157

typically seven cents for every dollar decrease in the offer price for moderate-sized U.S. IPOs158

(Liu & Ritter, 2012).159

Mok and Hui (1998) find that underpricing A-shares in Shanghai is 289%. Su and Fleisher160

(1999) showed that the underpricing could exceed 948% if IPOs from earlier years were included161

in the sample. Much of the theoretical research on IPOs focuses on explaining IPO underpricing.162

Possible reasons for underpricing include self-interested investment bankers (Baron and163

Holmstrom, 1980; Baron, 1982), the “winner’s curse” (Rock, 1986), lawsuit avoidance (Tinic,164

1988), signalling reasons (Allen and Faulhaber, 1989; Grinblatt and Hwang, 1989; Welch, 1989),165

market incompleteness (Mauer and Senbet, 1992), book-building (Benveniste and Spindt, 1989),166

and informational cascades (Welch, 1992). Evidence also suggests that in some countries IPO167

underpricing may be due to the regulatory environment (Loughran, Ritter, and Rydqvist, 1994),168

or because the allocation of IPO shares can be used as a bribe (fraud) (Wang et al, 2010; Ritter,169

2004 etc).170

Mispricing of IPOs exists almost in every capital market and could cause serious volatility over a171

very long period of time. Choi and Nam (1998) report that Australian Public IPOs are more172

volatile and under-priced than private sector IPOs. They found that, in general, over their sample173

of 30 countries, IPOs were more under-priced in public sector IPOs than private-sector IPOs.174

Studies on Malaysian new stock offers (e.g., Dawson, 1987; Yong, 1991, 1996; Sufar, 1987;175

Ismail et al., 1993; Yeap, 2006; Taufil, 2007) indicate significant returns received by investors at176

the time of initial listing. While studies on Bangladesh new stock offers (e.g., Islam, 1999;177

Haque & Musa, 2002), indicate existence of higher degree of underpricing; the analysis of the178

excess returns after trading began also reveals that the price adjusts rapidly to the underpricing of179

the initial offers. This result is consistent regardless of whether the amount of increase registered180

at the opening day is high or low, all things being equal. Another study on the listed securities at181

Shanghai and Shenzhen stock exchanges by Liu & Lie (2000) investigated 781 securities using182

09-year data and found that on average market adjusted short run performance (return) was183
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139.4%. Their analyses reveal that the first day initial return was much higher in 1991, 1992 &184

1993.185

The degree of underpricing in Bangladesh capital market is rather higher compared to that of186

other Asian and advanced stock markets (Islam, Ali and Ahmad, 2010). Islam (1999) documents187

that the average initial returns are 116.01 percent with a standard deviation of 261.94 percent188

during 1994-1999. Consequently, Haque and Musa (2002) find that between 1994 and 2001 the189

IPOs of Dhaka Stock Exchange was largely underpriced at 285.21 percent. For the same time190

period, the degree of underpricing in Malaysia was 46.44% (Yeap, 2006), Singapore and Turkey191

31.4% and 13.6%, respectively (Loughran et al., 2000). Better explained, in examining the192

factors affecting the volatility of IPO initial returns, Lowry, Officer and Schwert (2010) argued193

that the factors identified by Loughran and Ritter (2002, and 2004), and Ljungqvist and Wilhelm194

(2003) are not likely to be the primary drivers of the observed time-series patterns in initial195

returns. Their argument holds that, Loughran and Ritter (2002) argue that prospect theory can196

explain part of the underpricing seen in IPO markets; In effect, equity owners who see their197

wealth increase due to large increases in the secondary market stock price after an IPO do not198

feel too bad about the fact that they could have raised more money in the IPO by setting a higher199

IPO price. Of course, unless the post-IPO market price of the stock is higher than it would be if200

the IPO had not been underpriced, there is no connection between the high value of the stock and201

the loss associated with underpricing, so prospect theory implies irrational behaviour by the202

decision-makers of issuing firms.203

However, Ljungqvist and Wilhelm (2003) argue that lower CEO ownership and smaller204

secondary components of IPOs in the late 1990s led to less sensitivity to IPO underpricing. They205

find some evidence that this factor explains part of the variation in underpricing in the 1999 to206

2000 period. They also argue that directed allocations of underpriced IPOs to “friends and207

family” led to a desire for underpricing by the executives of firms undergoing IPOs. Loughran208

and Ritter (2004) suggest that during the IPO bubble period many issuers had objective functions209

that focused on things other than maximizing the proceeds from the IPO. In particular, they210

argue that decision-makers in the issuing firms sought payoffs from investment bankers in the211

form of allocations in the underpriced IPOs of other firms (“spinning”), so when their own firm212

went public they accepted underpricing as part of the quid pro quo exchange for the private213
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benefits they received as investors in the underpriced IPOs of other firms. They also argue that214

issuing firms became very interested in coverage of their firms by securities analysts during this215

period, and perceived that an underpriced IPO would provide incentives for the underwriting216

firms to provide such analyst coverage. The Economists (2002) made a release of “Spun Gold”217

that back in 1997, Robertson, a Silicon Valley Investment Bank was “spinning” IPO shares to218

executives who rewarded them with banking mandates prompted a SEC probe into the practice.219

In a similar stance, Achua (2011) confirms that equity IPOs in the Nigerian stocks market are220

marginally underpriced by 4.9 percent and that IPOs are more underpriced in a regulated capital221

market; the  ratio  of  IPO  underpricing,  normal  pricing  and  overpricing is  9:5:3  respectively.222

Achua (2010) again asserts that scandals against firms’ executives regarding IPOs fraud is223

becoming the trunk of discussions and research whenever it comes to trading on the stock224

exchange. Peter (2007) in his research paper investigated initial return on IPOs of Sri Lanka and225

found that in emerging market, under-pricing exist in high level as compared to developed226

countries. Fonseka and Tian (2011) while conducting a study on 53 randomly selected listed227

securities on the CSE observe that the market performance indicators of the  return  sort,228

volatility  of  shares  have  a  significant  impact  on  perfect  investment  decision; such that the229

emerging  markets  exhibit  greater  sensitivity  to  abnormal  volume  trading. They also found230

that it is less sensitive to stock analysts’ recommendation in emerging Colombo security231

exchange (CSE) so that the stock analysts’ recommends more concern on firm dividend than232

capital gain.233

Reuters (2012) reports that the Nigerian SEC said the NSE was at the heart of a web of234

fraudulent accounting that saw share prices manipulation, insider trading and millions of dollars235

misspent on a Yacht and Rolex watches coupled with the financial crisis in 2008/2009, such that236

local investors are scared-off. Similar report in Sri Lanka by Daily Mirror (2012) exposes237

various methods of market manipulation, such as insider trading and ‘pump-and-dump’ tactics238

that artificially jostle share prices towards the benefit of individuals; the distortion of the239

structure of the market through these market manipulations seem to go unpunished as investors240

are haltered or fade away from public interest rapidly, ensuring that the perpetrators of these241

white-collar crimes go unpunished. Sri Lankan Stock Picks (2011) reports that a top corporate242
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figure and investor confirmed that almost all investments in the CSE could be insiders; because243

out of the 250 shares, only 100 companies are traded on a daily basis and many of the directors,244

CEOs of these companies are either related or very good friends; so information could move fast245

in this small community of Sri Lanka. These evidences show that mispricing could constitute246

guided fraud which could be detected as quickly as possible because of the back-lash it leaves247

behind as found by Wang et al (2010) that the majority of IPO frauds (frauds that occurred at the248

IPO stage) are detected within the first 3 years following the IPO year.249

Although in a doctoral study by Charalambides (1998) on the underpricing habit and the long-250

run performance of IPOs in the U.K., he reports that newly listed firms generate positive returns251

in the short-run and negative returns in the long-run because they are initially overvalued by252

optimistic investors. These observations indicate that underpricing and overpricing are the253

contributing and propelling mechanics for IPOs return volatility when influenced by volatility254

factors.255

256

II. Hypothesis and Model Specification257

Having considered the mechanics of IPOs mispricing (i.e. underpricing and overpricing) as258

proxies to corporate fraud tendencies, we tentatively state thus:259

Ho: IPOs underpricing or overpricing are not components of information asymmetry and260

so do not constitute corporate fraud tendencies during and after the offer.261

Whether underpricing or overpricing constitutes corporate fraud tendencies, we adopt it as a262

proxy measure to reflected on the works of Modigliani and Miller (1958 and 1961) where the263

price of a common stock is said to be appropriately valued when its intrinsic value is at par with264

its market price, otherwise, there is a mispricing.265 = ∑( ) + ∑( ) 1 +⁄ = (1)266

Where is the intrinsic value of the stock; ∑( ) is the expected dividend at year zero; ∑( )267

is expected price of the stock at year zero; is the market capitalization rate at year zero while268

the is the current market price.269
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In the same vein, the Capital Asset Pricing Model of Sharpe (1964), Lintner (1965) and Treynor270

(1965) also reflects the assumption that stocks prices are at equilibrium levels when the rate that271

investors can expect to earn (required return) on a security is equal to the stock’s expected return.272 = + ∑( ) − (2)273

Where is the expected return on the stock; is the risk-free rate; is the expected market274

returns and beta is the investor’s risk rate (i.e. required or market capitalization rate).275

Using these backgrounds, we draw attention to the IPO markets because of the rate of stock276

crashes and manipulations on the stock market. We then build strong evidence to believe fraud is277

eminent if there is visible information asymmetry in the market depicting a likelihood of278

information leakages to create booms or recession. Given situations where a firm’s IPO stocks279

sell in a “hot issue” but crashes immediately afterwards and so on; calls for questions and system280

necessary to measure the firms’ value.281

We assume that IPOs returns volatility is a product of the underpricing tendencies and the282

overpricing tendencies of corporate frauds. Such that the regression relationship is expressed as:283 = + + + (3)284

Where is the conditional variance of initial returns of IPO stock s at time t; is the285

intercept of the regression; , and are the coefficients of the regressors; and are286

corporate fraud tendency via underpricing of IPO stock s at time t and corporate fraud tendency287

via overpricing of IPO stock s at time t, respectively, and lastly is the shock or the error term288

absorbing the idiosyncratic risks.289

III. Data Source, Variables and Methods290

The first-day, monthly and yearly data on IPO stocks floated from 1987 to 2012 and 1988 to291

2012 on the Nigerian Stock Exchange (NSE) and the Colombo stock exchange (CSE),292

respectively, are used. The issue prices, market prices and the percent returns were collated from293

the NSE data department and CSE website. Since the prices are not grouped under a given294

sequence for the particular sample period of our study, we prudently picked them from the295
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trading statistics of the exchange for those firms’ trading statistics that fell within the sample.296

NSE had 288 securities out of which 198 are equity stocks and CSE had 287 securities, out of297

which 239 stocks are equity as at December, 2012. However, it must be noted that the choice298

sample reflects all IPOs actively trading as at December, 2012 on the main boards as well as on299

300

the alternative markets/boards2 since the index does not exclude any as long as they meet the301

criteria but excludes all convertibles, corporate and state bonds. The sample size includes one302

hundred and fifty eight (158) IPOs for the NSE and one hundred and thirty-nine (139) for the303

CSE between 1987-2012 and 1988-2012, respectively owing to the fact that some equity stocks304

were delisted within the periods and as at the end of 2012. The sample also excludes government305

stocks and preference stocks of whatsoever kind. Convenience sampling is utilized thereby306

helping to select equity stocks grouped under the indexes without being restricted to all IPO307

stocks listed on the two exchanges (NSE and CSE); it is in the light of this that Asika (1999)308

posit the view that a researcher who is particularly interested in having a feeling or an idea of a309

phenomenon of interest may find convenience sampling very convenient.310

Three important variables are identified. The IPO initial returns volatility being the regressed;311

corporate fraud tendencies via underpricing and overpricing eventually form the regressor group.312

However, owing to the fact that, emerging markets such as the NSE and CSE do not evidently313

document and make public all fraudulent data on the stock exchange due to secretive operation314

in a quest to build investor confidence, we resorted to using dummy proxies to justify the fraud315

tendencies by asserting that underpricing fraud tendency occurs when percent returns is greater316

than zero (>0) or otherwise; and overpricing fraud tendency occurs when percent returns is less317

than zero (<0) or otherwise.318

_________319
2 we use only active IPOs because delisted IPOs will only create vacuums of missing data. Hence, a future study on320
only the delisted IPOs can also throw more light on why they were delisted after the offer.321

322

323
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So that if R =0, then the IPO is appropriately valued and priced, but if R>0 or R<0, then we324

assume underpricing and overpricing, respectively (i.e. mispricing with fraud tendencies). Hence325

there is tendency of fraud relating to expected “money left on the table” (Ritter, 2002, 2004;326

Ljunqvist & Wilhelm, 2003; Burns & Kedia, 2006; Wang, et al, 2010; Achua, 2010; Liu and327

Ritter, 2010; etc) or “promise for future banking business and or as a reward to underwriters”328

(Ljungqvist & Wilhelm, 2003; Shiller, 1990; Loughran &Ritter, 2002; Hoberg, 2005; etc)329

amounting to creating artificial boom or recession in the market as long as the value of the firm330

remains unchanged.331

Table 1: shows the independent variables’ description, sources and the expected signs to depict the fraud tendency in332
the light of the market manipulations for booms or recession at the expense of the issuer and the investors. Although333
a negative result for fraud tendency via underpricing could mean a situation of no tendency for fraud and a positive334
result for fraud tendency via overpricing will depict a condition of no fraud involvement; which in other words335
indicates that the mispricing is as a result of industry growth and/or vice-versa.336

Regression

Symbols

Variable name Variable

class

Source of data for variable Expected Sign of

Relationship

IRσ2
st IPO initial Return

volatility @ time t

Dependent Conditional Variance of IPO

returns where returns is market

price less offer price divided by

offer price multiplied by 100.

Plus or Minus

FrTUst Corporate Fraud

tendency via

Underpricing of

an IPO @ time t

Regressor Returns>0, i.e., Dummy fraud

tendency via     underpricing

(FrTUst);

Positive

FrTOst Corporate Fraud

tendency via

Overpricing of an

IPO @ time t

Regressor Returns<0, i.e., Dummy fraud

tendency via overpricing

(FrTOst).

Negative

337
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We believe that the tendency for a fraud to occur is where underpricing or overpricing exerts338

positive or negative influence, respectively; such that the corporate representatives and the339

underwriting firms are at the gain of it now or in a future time. Other than that, the general340

assertion of fraud fails to be substantiated but regard the price fluctuation as an act of industry341

growth. At such instance, we propose that the IPOs price surge or decline is a product of firm342

appreciation or depreciation in value and business. Moreover, since the IPOs returns volatility is343

a continuous phenomenon in most capital markets, a more composite method (s) is required to344

capture all characteristic of underpricing and overpricing that could indicate their potential fraud345

composition at a given time. Hence the Generalised Autoregressive Conditional346

Heteroskedasticity (GARCH) models such as EGARCH and TGARCH are used. GARCH (1, 1)347

model of Bollerslev (1986) captures the thick tailed returns; volatility clustering and can readily348

modify to allow for several other stylized facts such as non-trading periods (lags) and predictable349

information releases (Bollerslev, et al, 1994:2969).350 = + 1 −12 + 2 −12 (4)351

Where α is constant of the regression; and are estimates or coefficients from past data;352

is the most recent variance forecast; is most recent squared prediction error in market353

return. However, for the sake of capturing information asymmetry and other stylized facts, the354

modified GARCH models conveyed our interest to the logical conclusion on this IPO fraud355

proposition because of varying timing and lagged-period performance.356

Nelson (1991) Exponential GARCH (1, 1) model takes the form of natural logarithm of the357

conditional variance so that it is allowed to vary over time as a function of the lagged error terms358

rather than the lagged squared errors. The EGARCH (1, 1) is writhen as:359

ℎ = + ℎ + ℎ + ℎ (5)
360

The γ captures the asymmetric effect so that the conditional variance is always positive even if361

the parameter values are negative.362

UNDER PEER REVIEW



15

We also use the Glosten et al (1993), Threshold GARCH to accommodate asymmetric effects of363

bad and good information (news) which has probability of influencing stocks’ returns either364

negatively or positively. It base its assumptions on the fact that the conditional variance of the365

stock returns (σ2
t) is differently affected by the unexpected changes in the market returns (Rm),366

so that since bad news is believed to be associated with sharp volatility of return, it is presented367

as α + γ (i.e. if γ ≠ 0, there is indication that the effect of the news is asymmetry; and if γ > 0,368

then the leverage effect is eminent); whereas the beta (β) coefficient contributes to the effect of369

good news.370 = μ + ∅ +371

Where: ̸ ∅ ~ (0, ), but372 = + + + (6)
The model allows a quadratic response of volatility to news with different coefficients for good373

and bad news, but maintains the assertion that the minimum volatility will result when there is no374

news (Bollerslev et al, 1994).375

IV. Results and Discussions376

The OLS is purposely used here to complement on the other models in establishing the377

relationship between the dependent and independent variables as well as the rate of the378

dependent variable variability accounted by the independent variables. The OLS result for the379

NSE 158 and CSE 139 IPO stocks show encouraging impacts of the independent variables on the380

first-day IPOs trading as the variables carry the presumed signs even though most of them show381

non-significance going by the T-statistics. We observe in table 2 that fraud tendency via382

underpricing is highly significant during the first-day, monthly and yearly trading of the IPOs in383

the NSE at 0.01 levels but only significant on the monthly and yearly trading in the CSE.3384

Although, the coefficients of overpricing fraud tendency is not significant in all the sequence-385

___________386
3 Even though the coefficients of the overpricing component tend to be insignificant, they still report fraudulent387
tendency owing to the negative sign displayed.388

389

UNDER PEER REVIEW



16

period of the NSE and the CSE, yet the joint probability given by the F-statistic are all significant390

except for the first-day trading of the IPOs in the CSE.  However, we observe that all the391

coefficients indicate fraud tendency via the positive and negative signs exhibited by the392

underpricing and overpricing, respectively; for the NSE and CSE. It is evident to also observe393

here that, underpricing is higher during the monthly trading than during the first-day and the394

yearly trading but the effect during the first-day is higher than the yearly trade in the NSE. On395

the other hand, it is more pronounced in the monthly trading than in the first-day and yearly396

trades on the CSE.397

Table 2: OLS result for the NSE and CSE IPOs Returns and the fraud tendency dummy factors. The table presents398
First-Day, Monthly and Yearly Sequence as 1, 2, and 3 respectively399
Variable NSE CSE400

1 2 3 1 2 3401

FrTut .663768* 5.668753* .382080* 2.817457 3.872949*** 1.47960*402
(.128068) (.070644) (.856851) (5.797187) (2.22829) (.36166)403
[5.182911] [5.408547] [6.61580] [.486004] [1.73808] [4.0911]404

FrTot -.134391 -.113458 -.309742 -.378281 -.263538 -.30104405
(.129459) (.108588) (.903016) (6.25017) (2.19627) (.36538)406
[-1.038093] [-.044850] [-.34301] [-.060523] [-.11999] [-.82389]407

R-Square .351336 .078663 .011473 .008632 .030603 .026266408
Adj. R .342966 .074751 .011111 -.005947 .025920 .025876409
F-Stat. 41.97625* 20.1069* 31.6221* .592080 6.53477* 67.4493*410
AIC 1.567425 2.167679 9.374070 8.254128 7.71667 6.18679411
H-Q 1.591041 2.178037 9.375338 8.279865 7.72815 6.18817412
D-W 1.722173 2.010187 1.900982 2.019396 1.35708 1.66697413
Observation 158 5452 469 139 4944 385414

415
Note: *, **, *** (1%, 5% & 10%); ( ) (std error); and [ ] (T-Stat)416

417
418

The correlation between the fraud tendency factors and the IPOs initial returns volatility depict419

the initial proposition that fraud is eminent in the two markets during the first-day trading even420

though the individual and joint coefficients for the CSE are not significant. This could be as a421

result of autocorrelation problem as reported by the Durbin-Watson statistics. However, we422

observe in the same table above that underpricing tendency of the NSE is more present in the423

monthly and first-day of the offer; meaning that more money is left on the table during the offer.424

On the first-day trading of IPOs in the NSE, corporate fraud tendency via underpricing is highly425
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significant and account for 35.13% variability of the initial returns compared to all the other426

sequences and those of the CSE. More so, table 2 reports the ideal and expected sign for the427

corporate fraud via overpricing as negatively related to the IPO returns.4 this means that, an428

increase in overpricing in anticipation for future banking business could result in a decrease in429

returns because of the likelihood that the IPO stocks price could crash in the close of the market.430

431
Table 3: GARCH Models Results for the First-Day IPOs Trading Returns and Corporate Fraud Tendency432
Variables in the NSE and the CSE from 1987 to 2012 and 1988 to 2012, respectively, showing in specific, the433
influence of the dummy corporate fraud tendency factors on the IPOs initial returns volatility.434
Variables NSE CSE435

GARCH          TGARCH EGARCH GARCH TGARCH EGARCH436
Fraud via underpricing 0.462596* 0.569395* 0.381986* 3.226966 2.941687 0.707444*437

(0.040693)        (0.081859) (0.057226) (2.527518) (2.671223) (0.068360)438
[11.36805]        [6.955764] [6.675082] [0.014501] [0.013832] [10.34881]439

440
Fraud via Overpricing -0.029920 -0.190725 -0.055556 -0.807423 0.037093 -6.824120441

(0.883658)       (9.787123) (0.173580) (6.383698) (0.888021) (5.930816)442
[-0.000116]     [-0.000125] [-0.320058] [-0.001265]    [4.21E-05] [-1.150621]443

444
Fraud via overpricing (-1) 0.016982** -0.150642* -0.608572* -112.4159 -68.85712 -3.520109*445

(0.007267) (0.035637) (0.095688) (6.310410) (4.299341) (0.251977)446
[2.336990]       [-4.227161]     [-6.359938] [-1.057431] [-0.512714] [-13.96998]447

448
Constant (c) -0.055338* -0.116050** -0.095026** -0.384550 -0.605218 -0.326380*449

(0.017477)       (0.059215)       (0.044882) (0.27920) (205.6244)     (0.081276)450
[-3.166356] [-1.959828]     [-2.117257] [-0.001726]     [-0.002943] [-4.015692]451

452
Alpha (α) -0.026875* -0.028705         0.120913 -0.015830 -0.016737*       2.448532*453

(0.002182)        (0.036097)       (0.075327) (0.023971)      (0.000906) (0.540235)454
[-12.31716]      [-0.795214]      [1.605166] [-0.660397] [-18.47445] [4.532343]455

456
Beta (β) 0.976114*         0.592612*         0.937727* 0.578221 0.580030 0.814832*457

(0.003665)       (0.094316) (0.021149) (0.430201) (0.493827) (0.025422)458
[266.3637]        [6.283258]        [44.33825] [1.344071] [1.174560] [32.05215]459

460
Gama (γ) -0.033237 -0.280393* -0.145770 -3.238254*461

(0.270456)       (0.047916) (34.37661) (0.524252)462
[-0.122892] [-5.851785] [-0.004240] [-6.176905]463

464
R2 0.273043 0.298716          0.193552 0.008720 0.007753 0.011741465
R-2 0.248971 0.270664          0.161295 -0.028828 -0.037694 0.058080466
S.E. of regression 0.562880 0.554691          0.594829 15.06354 15.12831 15.27619467
Log likelihood -61.36553 -90.11808 -63.63862 -568.5565 -574.8556 -401.9386468
F-statistic 11.34303 10.64889 6.000157 0.232240 0.170589 5.785231469
Prob(F-statistic) 0.000000 0.000000          0.000012 0.947798 0.984249 0.00000470
AIC 0.858160 1.237173           0.899855 8.326905 8.432689 5.926647471
H-Q 0.905596 1.292515           0.955197 8.378625 8.493029 5.986987472
D-W 1.476407 1.521941          1.351555 2.020342 2.016895 1.974611473

Observations 157 157 157 138 138 138474
Note: *, **, *** are significance @ 1%, 5% and 10% levels; () are standard errors and [] are Z-Stat.475
__________476
4 The OLS result shows expected correlation between IPOs initial returns and the corporate fraud dummy factors477
(underpricing and overpricing) asserting the presence of fraud tendencies during and after the offer.478

479
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We run the fraud tendency dummy variables on the IPOs initial returns during the first-day480

trading in table 3 and observed that, only underpricing tendency is significant for both NSE and481

CSE as predicated by the result on table 2. The three models reports are highly significant at 1%482

each for the NSE and highly significant at 1% on the EGARCH for the CSE. Their coefficients483

are highly significant as well reporting 46.26%, 56.94% and 38.20% for GARCH, TGARCH and484

EGARCH, respectively, on the NSE and 70.74% for CSE according to the EGARCH. We also485

observe that, the overpricing tendency is very insignificant in the two markets but highly486

significant when used as a variance regressor at 1- lagged period. This is why it is significant for487

all the models on the NSE and the EGARCH on the CSE. This means that, overpricing tend to488

reveal itself in subsequent periods and not the first-day of trading. This happens because the489

issuing firms at this point after the initial trading will be seeking to redress its investment490

positions and so investors will begin to know the weakness and that will cause the firm to hide491

some vital information in order to beat the market.  The joint test result of the F-statistic492

however, is significant at 1% and so accepts that both underpricing and overpricing tendencies493

are fraud proxy factors. Therefore, as evidence for the best-fit model, the H-Q and the AIC494

information criteria show EGARCH as the best model with stylized facts for both the NSE and495

CSE but for ideal model, the GARCH is the best for the NSE without stylized facts.496

The stylized facts of the IPOs initial returns volatility to the fraud tendency variables for the first-497

day trading are glaring and robust. Here the first best-fit model for the NSE (i.e., the GARCH)498

show that volatility clustering is high (0.9492<1, i.e. 94.92%) and highly significant, while the499

second best-fit model with more stylized facts (i.e., EGARCH) shows high volatility clustering500

caused by the fraud variables (1.059>1, i.e. 106%) and significant. Even though the TGARCH501

reports as the GARCH, it is not significant. For the CSE, the best-fit model (EGARCH) volatility502

clustering is robust (3.263>1, i.e. 326%) with high significance while the other models report503

low volatility clustering. We also discover that, there is leverage effect such that the little bad504

news have more effect than the quantum good news impact on volatility of returns in the NSE505

indicated by the EGARCH (-0.1595<1, i.e. 15.95% misinformation), similarly, in the CSE, the506

EGARCH shows also that there is leverage effect with high level misinformation ((-0.78971, i.e.507

78.97%).508

509
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Table 4: GARCH Models Results for the End-Monthly IPOs Returns and Corporate Fraud Tendency510
Variables in the NSE and the CSE from 1987 to 2012 and 1988-2012, respectively, indicating the degree of IPOs511
initial returns volatility cause by the Corporate fraud tendency dummy variables of underpricing and overpricing.512
Variables NSE CSE513

GARCH       TGARCH EGARCH GARCH TGARCH      EGARCH514
Fraud via underpricing 3.07161 6.09593* 9.21928* 1.60515 3.83706* 2.20673515

(123.339)     (0.17531)    (0.18018) (12.0942)    (0.02423)     (1.92695)516
[0.02490]     [34.7726]     [51.1673] [0.13272]    [158.341]      [1.14519]517

518
Fraud via Overpricing -0.46134 3.82567 -0.09612 -0.49407 - 2.3497*        0.60428519

(134.547)     (0.16360)     (0.10260) (12.3695)    (0.02449) (2.64469)520
[-0.00343]     [23.3841]     [-0.93688] [-0.03994]   [95.9341] [0.22849]521

522
Constant (c) 428.532*     439.586* 4.37687* 17.1636* 1.91533* 3.33839*523

(18.6564)    (12.0543)      (0.00914) (0.72556)    (0.00868) (0.18904)524
[22.9697]    [36.4671] [478.936] [23.6556]     [220.643] [17.659]525

526
Alpha (α) 0.25083*      0.15319* 2.34187* 0.12989* 15.0362* 0.01321527

(0.02978)     (0.01315)     (0.03634) (0.00499)    (0.31822) (0.02021)528
[8.42339] [11.6517]      [64.4352] [26.0139]    [47.2504] [0.65398]529

530
Beta (β) 0.58372*        0.63022* 0.11320* 0.54856*      0.09831* 0.00573531

(0.01749)       (0.01076)    (0.00076) (0.01859)     (0.00069) (0.05499)532
[33.3726]       [58.56974]    [149.044] [29.5110]     [143.539] [0.10423]533

534
Gama (γ) -9.52613* -0.53505* 0.41750 0.01405535

(0.50856)      (0.04237) (0.43954) (0.01959)536
[-18.7316]     [-12.6274] [0.94987]     [0.71757]537

538
R2 0.00723 -0.00065 0.00459 0.02556 0.01396 0.02514539
R-2 0.006316 -0.00175 0.00349 0.02457 0.01276 0.02395540
S.E. of regression 26.3177 26.4242 26.3549 5.36970 5.40213 5.37141541
Log likelihood -25501.8 -24329.3 -24230.7 -14928.6 12672.1 -15120.9542
F-statistic 7.92959        4.19682       4.18782 25.9058 11.6463 21.2166543
Prob(F-statistic) 0.00000 0.00000       0.00000 0.00000 0.00000 0.00000544
AIC                                                9.35724 8.92746 8.89131 6.04149 5.12908 6.11970545
H-Q 9.35977 8.93042 8.89427 6.044264 5.13231 6.12293546
D-W 1.89036 1.88651 1.90236 1.66597 1.65889 1.66566547

Observations 5,452              5,452 5,452 4,944 4,944 4,944548
Note: *, **, *** are significance @ 1%, 5% and 10% levels; ( ) are standard errors and [ ] are Z-Stat.549

550

Table 4 further presents the monthly sequence and ascertain the influence of corporate fraud551

tendency on IPOs initial returns volatility. In this case, the fraud tendency via underpricing has552

significant coefficient based on the TGARCH and EGARCH for the NSE and TGARCH for the553

CSE where both demonstrate positive relationship with the IPOs initial returns volatility but on554

the part of the fraud tendency via overpricing, we observe that the coefficient is not significant in555

the NSE; the TGARCH shows a positive relationship with the IPOs returns volatility which556

means a likelihood that the true value of the firm is beginning to unveil. The same instance is557

found in the CSE where the EGARCH reports positive relationship for the fraud tendency via558

overpricing however, only the coefficient in the TGARCH is significant.  The result presented559
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by the EGARCH in the NSE is the best-fit model while the TGARCH is the best-fit model for560

the CSE. In these models, the joint test given by the F-statistic show that the corporate fraud561

tendency via underpricing and over pricing are factors that influence the volatility of IPOs initial562

returns in both the NSE and CSE. The display of the stylized facts given by the best-fit model563

(EGARCH) for the NSE shows 245.5% (2.455065) volatility clustering while the best-fit564

(TGARCH) model for the CSE reports 151.35% (1.5134535) indicating very high volatility565

clustering that persist for a longer period before it could revert to mean. We also understand, in566

the same table that leverage effect is high in the two stock exchanges for the monthly period. In567

the NSE, bad news account for 180.68% while similar bad news account for 1545.37%568

(15.453732) of news in the CSE.569

570
Table 5 also report explicitly on the singular cause-effect relationship between IPOs initial571

returns volatility and the corporate fraud tendency factors (underpricing and overpricing). We572

observe that, on their own, the duo are responsible for 7.22% and 2.79% of the IPOs initial573

returns volatility after the issue for the yearly trading in the NSE and CSE, respectively.574

Although only the coefficient of fraud tendency via underpricing in the NSE is significant at 1%575

level, the joint tests of F-statistic affirms that both factors are significant at 1% and 10% for the576

NSE and CSE, respectively. These are outcomes from the EGARCH for the NSE and the577

TGARCH for the CSE being the best-fit models according to the AIC and H-Q information578

criteria and the log likelihood ratios. But we still observe that the residuals of series of the CSE579

is still suffering from positive serial correlation given the D-W statistic, however, the NSE still580

maintains no serial correlation.581

It is also expedient to state here that, the IPOs returns volatility in the CSE indicates a positive582

correlation with overpricing practically defying our proposition for fraud tendency and thereby583

asserting that the overpricing is not fraud-oriented but a sort of reversal to industry growth and584

value addition. Again, in table 5, the stylized facts are robust. Here we observe that volatility585

clustering is very high for the EGARCH ( being the best-fit model) rounding to 101%586

(1.005867) and highly significant while the GARCH and TGARCH reports low volatility587

clustering of 43% (0.430354) and 60% (0.595148), respectively, but not significant. In the same588

manner, the CSE best-fit model (TGARCH) in this case, reports 28.32% (0.283246) being589

highly significant and indicating very low volatility clustering. However, the EGARCH reports590
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similar value 1.93% (0.019324) but not significant while the GARCH shows 54.3% (0.542960)591

volatility clustering but not also significant.592

Information asymmetry measured from table 5 also shows that the best-fit EGARCH model for593

the NSE has a value of 34.59% (0.345944) bad news effects on IPOs initial returns volatility594

while the TGARCH shows a 2.06% (0.020556) bad news effect but not significant. On the other595

hand, bad news on IPOs regarding underpricing and overpricing amounts to 98.48% in the CSE596

which is nearly unity (from the TGARCH) and is highly significant but the value of the597

EGARCH (0.055553) is not significant.598

599

Table 5: GARCH Models Results for the Yearly IPOs Returns and Corporate Fraud Tendency Variables in600
the NSE and the CSE from 1987 to 2012 and 1988-2012, respectively, showing the degree of IPOs initial returns601
volatility cause by the Corporate fraud tendency dummy variables of underpricing and overpricing.602
Variables NSE CSE603

GARCH TGARCH EGARCH GARCH TGARCH         EGARCH604
Fraud via underpricing 0.41252 0.39956 0.51481* 4.99295 3.59835 3.98686605

(3.35602)       (7.34729)   (0.09562) (7.7739) (9.73104)         (0.66839)606
[0.12292]        [0.05438]    [5.38423] [0.10451]      [0.36978]          [0.05979]607

608
Fraud via Overpricing -0.13889 0.04705 -0.09721 0.60049        0.55788           0.25483609

(3.38343)       (7.38844)    (0.09393) (0.91771) (10.2374)        (0.94994)610
[-0.04105] [0.00637] [-1.03488] [-0.01015] [0.05449] [0.00366]611

612
Constant (c) 0.34014           0.33075 -0.71048* 83.5075** 41.2508*        4.84869*613

(1.57007)       (0.43584)    (0.10435) (3.1562) (3.10768)        (1.86354)614
[0.21664]       [0.75889]     [-6.80844] [2.30963] [13.2738] [2.60188]615

616
Alpha (α) -0.00335 -0.00399* -1.12264* 0.13542* 0.28746* 0.02735617

(0.00188)       (2.9E-07)     (0.09333) (0.01148) (0.02389)        (0.13002)618
[-1.78309] [-13903.9] [-12.0286] [11.7931] [12.0335]        [0.21035]619

620
Beta (β) 0.43370          0.59915 0.11677** 0.40754 -0.00421* -0.00803621

(6.73988)       (0.52797)    (0.09204) (0.60286) (0.00030)        (0.390676)622
[0.06435]       [1.13482]     [1.96892] [0.67602] [-13.8968]        [-0.02054]623

624
Gama (γ) -0.01656 0.77669* 0.69737* 0.02820625

(1.00859)     (0.12340) (0.84228) (0.11909)626
[-0.01642]    [6.29410] [6.82795]        [0.23683]627

628
R2 0.07865 0.07248 0.07216 0.03152 0.02785 0.03379629
R-2 0.06263 0.06043 0.06011 0.01354 0.01242 0.01846630
S.E. of regression 0.72121 0.72206 0.72218 11.9605 11.9673 11.9306631
Log likelihood -511.714 -529.603 -427.779 -1390.47 -1265.25 -1457.47632
F-statistic 4.90859 6.01667 5.98882 1.75294 1.80484 2.20377633
Prob (F-statistic) 0.00001 0.00000         0.00001 0.09558 0.09698 0.04201634
AIC 2.22053           2.28829 1.85407 7.26476 6.60907 7.60762635
H-Q 2.25187 2.31266 1.87845 7.29734         6.63758 7.63612636
D-W 2.25187 2.03365         2.00375 1.35744 1.35801 1.36202637

Observations 469 469 469 385 385 385638
Note: *, **, *** are significance @ 1%, 5% and 10% levels; ( ) are standard errors and [ ] are Z-Stat.639

640
641
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In terms of the dummy fraud factors, our finding is consistent with Wang et al (2010) that642

majority of IPO frauds can be detected within the first three (3) years following the IPO year,643

however, with extension, we assert that the frauds can be detected within the first few days644

through the first year of the IPOs using the approach we employed. Fraud inherent in IPOs can645

make small investors averse to investing in them purposely because their fears for loss if their646

investment to large investors may not be doubtful. We further understand that, since almost all647

of the IPOs in these markets are marketed by underwriters or a syndicate, the probability is that648

these intermediaries are the negotiators of the mispricing as evidenced by the high rate of649

underpricing and overpricing via information asymmetry which tend to be consistent with Beatty650

and Welch (1996), Ritter (2002), the Economists (2002), Ljungqvist and Wilhelm (2003),651

Armstrong et al (2009),Achua (2010), Ross et al (2010), Wang (2010) and several others. In the652

same vein, we discover that, the fraud happens during the IPOs, and after the IPOs which is653

demonstrated in the First-day, monthly and yearly sequence and very consistent with the reports654

of Ekineh (2000), KPMG (2011), Sri Lankan Stock Picks (2011), Reuters (2012), Sahara655

Reporters (2012), Daily Mirror (2012), Chandrasekera (2012), Indian Express (2012), TISL656

(2012), Gunasekera (2012), Rhaman (2012) and others. Underpricing and over pricing are657

interchangeably presnt in the emerging markets of Nigeria and Sri Lanka as supported by658

Samarakoon (2009).659

On the other hand, we discover very higher information asymmetry due to disclosure problems660

in the two emerging markets which of course tend not to be in consonant with the findings of661

LeRoy and Porter (1981) who asserts that more information disclosure leads to less volatility.662

This is because they could not define what is “more information disclosure”, reason being that,663

disclosure could be positive or negative and having known that no matter how little a negative664

information may be, its impact on initial return volatility is more felt than large tones of good665

news. Hence, with this meaning at heart, we equate our findings with that of Jin and Myers666

(2007) who assert that more information disclosure leads to more volatility because insiders667

concerns about private benefits make stocks less volatile and which is again in line with Bartran668

et al (20012) report of noise traders-cause volatility. In essence, we suggest in totality that good669

or bad news disclosure engineers the direction for the uncertainty in the IPO stocks which is670

supported by Teoh et al (2008) on high stocks price volatility caused by poor disclosure. This is671
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partly why the IPOs in the NSE and CSE are continuously mispriced basically owing to672

information asymmetry as supported by Rock (1986), Lowry et al (2010) and Girard and Biswas673

(2007).674

675

V. Conclusion676

The behaviour of IPOs initial returns is such a complex phenomena in the finance literature677

because of the inconclusiveness of its nature in emerging markets and even the developed678

markets. However, with the in-depth approach in recent times, there is a very great breakthrough679

like this piece of work presented here; specifically the issue of corporate fraud tendency factors680

which on their own, create volatility rate of 106% for the NSE and 326% for the CSE with well681

rooted information asymmetry rate of 15.95% and 78.97%, respectively, on the first-day of IPOs682

trading. These confirm our aspirations that volatility in the first-day is very high for IPOs initial683

returns and persist for a very long period of time which is usually caused by any little bad news684

released into the market. However, because underpricing is more pronounced in the NSE, the685

average initial returns for the IPOs is 24.29% while that of CSE is 202.22% because of the686

dominance of overpricing syndrome; the dummy fraud factors account for volatility clustering of687

245.5% and a leverage effect of 180.68% which indicates that, volatility tends to be higher in the688

monthly sequence than in the first-day so that fraud continue to thrive even higher during the689

period. The opposite is the CSE where volatility caused by fraud tendency factors amount to690

151.35% which is less than the first-day but extremely high leverage effect of 1545.37%691

confirming the general leverage effect caused during the first-day.692

This event also prove in the NSE that, on yearly basis, the fraud tendency factors continued693

impact on IPOs return volatility amounts to 100.59% with leverage effect of 34.59% depicting694

that bad news is mostly felt than good news possibly because of much regard for dividends in an695

annual basis compared to capital gains during the monthly trading while in the CSE, the fraud696

tendency factors accounts for 28.32% volatility of initial returns and leverage effect of 98.48%697

indicating a state of dying out and mean reverting trend in subsequent years; an indication also698

that dividends do not really count much even on the annual basis but capital gains. These699

elaborates confirm that mispricing of IPOs (i.e. underpricing/or overpricing) could constitute700

fraud if it is not commensurate with the firm growth or otherwise. It is however, pertinent to state701
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that, the use of the dummy proxies for the fraud determination during and after the IPOs is most702

appropriate and empirically substantive and most relevant for stock markets where frauds are703

concealed and pretended to be absent; however, enough investigations are expected in this regard704

when studying small and large firms separately. This is because, our study utilized both small705

and large firms in unison, consequently ignoring the nature of finances each firm is capable of706

raising and the financial structure of the firms. Furthermore, though a change in the presumed707

signs of positive and negative for underpricing and overpricing, respectively, could mean no708

likely fraud tendencies, we still believe that the assumption may not be enough prior to given709

very serious attention to issues bothering on the internal manipulations and management of the710

firm.711

712

References713

714

Achua, J.K., (2010) The Dynamics of Initial Price Offerings in Deregulated Emerging African715

Capital Markets, African Journal of Accounting, Economics, Finance and Banking Research, 7716

(7), 14-35.717

Aggarwal, R., Krigman, L., and Womack, K. (2002) Strategic IPO Underpricing, Information718

Momentum and Lock-up Expiration Selling, Journal of Financial Economics 66, 105-137.719

Agrawal, A., and Chadha, S.,(2005) Corporate Governance and Accounting Scandals. Journal720

of Law and Economics 48, 371–406.721

Allen, F., and Faulhaber, G.R., (1989) Signalling by Underpricing in the IPO Market, Journal of722

Financial Economics 23, 303-323723

Armstrong, C.S., Jagolinzer, A.D and Larcker, D.F (2009) Chief Executive Officer Equity724

Incentives and Accounting Irregularities, Working paper, University of Pennsylvania.725

Bannock, G., and Manser, W., (2004) International Dictionary of Finance, 4th ed., Profile Books726

Ltd, London.727

UNDER PEER REVIEW



25

Baron, D. (1982) A Model of the Demand for Investment Banking Advising and Distribution728

Services for New Issues, Journal of Finance 37, 955–976.729

_______, and Holmstrom, B., (1980) The Investment Banking Contract for New Issues Under730

Asymmetric Information: Delegation and the Incentive Problem, Journal of Finance 35, 1115–731

1138.732

Barry, C. B., and Jennings, R. H., (1993) The Opening Price Performance of Initial Public733

Offerings of Common Stock, Financial Management (Spring), 54-63.734

BBC News Africa (2012) Nigeria’s Financial Regulator Arunmah Oteh Suspended, Retrieved:735

bbcnews.com/Africa/2012/11/Nigeria-financial-regulator-arunmah-oteh-suspended.html736

Beasley, M.S., (1996) An Empirical Analysis of the Relation Between the Board of Director737

Composition and Financial Statement Fraud, The Accounting Review 71, 443–465.738

Beatty, R.P, and Welch, I., (1996) Issue Expenses and Legal Liability in Initial Public Offerings,739

Journal of Law and Economics 39, 545-602.740

__________, and Ritter, J.R.,(1986) Investment Banking, Reputation, and the Underpricing of741

Initial Public Offerings, Journal of Financial Economics 15, 213–232.742

Beaver, W., Lambert, R. and Morse, D. (1980) The Information Content of Security Prices,743

Journal of Accounting and Economics, March744

Benita, G., and Lauterbach, B., (2004) Policy Factors and Exchange Rate Volatility: Panel Data745

Verses a Specific Country Analysis, Research Unit, Foreign Exchange Activity Department,746

Bank of Israel, Jerusalem.747

Benveniste, L.M., and Wilhelm, W.J., (1990) A Comparative Analysis of IPO Proceeds under748

Alternative Regulatory Environments, Journal of Financial Economics 28, 173-207.749

______________, and Spindt, P. A., (1989) How investment Bankers Determine the Offer Price750

and Allocation of New Issues, Journal of Financial Economics 24, 343–362.751

UNDER PEER REVIEW



26

Bodie, Z., Kane, A., Marcus, A. J., and Mohanty, P (2005) Investments, 6th ed. New Delhi, Tata752

McGraw-Hill Publishing Company.753

Bollerslev, T. (1986) Generalized Autoregressive Conditional Heteroskedasticity, Journal of754

Econometrics, 31(3), 307-27.755

Bollerslev, Tim, and Hao Zhou, (2002) Estimating Stochastic Volatility Diffusion Using756

Conditional Moments of Integrated Volatility, Journal of Econometrics 109, 33–65.757

Bollerslev, Tim, and Hao Zhou, (2006) Volatility Puzzles: A Simple Framework for Gauging758

Return-Volatility Regressions, Journal of Econometrics131, 123 –150.759

Booth, J., and Chua, L, (1995) Ownership Dispersion, Costly Information, and IPO760

Underpricing, Journal of Financial Economics 41, 291-310761

Bradley, D. J., and Jordan, B. D., (2002) Partial Adjustment to Public Information and IPO762

Underpricing, Journal of Financial and Quantitative Analysis 37, 595–616.763

Brealey, R.A., Myers, S.C., and Marcus, A.J. (2001) Fundamentals of Corporate Finance, 3rd764

edition, McGraw-Hill.765

Brennan, M., and Franks, J., (1995) Underpricing, Ownership and Control in Initial Public766

Offerings of Equity Securities in the U.K., Journal of Financial Economics 45, 391-413.767

Burns, N., and Kedia, S., (2006) The Impact of Performance-Based Compensation on768

Misreporting, Journal of Financial Economics 79, 35–67.769

Carter, R., and Manaster, S. (1990) Initial Public Offerings and Underwriter Reputation, Journal770

of Finance 45, 1045-1067.771

________, Frederick H. Dark, and Ajay K. Singh, (1998) Underwriter Reputation, Initial772

Returns, and the Long-run Performance of IPO Stocks, Journal of Finance 53, 285–311.773

Chan, K., Wang, J., Wei, K.C.J.,( 2003) Underpricing and Long-term Performance of IPOs in774

China, Journal of Corporate Finance 10(3), 409-430.775

UNDER PEER REVIEW



27

Chandrasekera, D.E.,(2012) Fraud on the Rise - KPMG Study Shows, The Sunday Times,776

Retrieved: sundaytimes.lk/2012/11/kpmg-study-show.html777

Charalambides, M., (1998) Underpricing and the Long-run Performance of Initial Public778

Offering (IPOs) in the U.K., Unpublished PhD Thesis, Department of Economics and Finance,779

Brunel University, October.780

Chartered Institute of Bankers (1993) Study Text: Marketing, London, Dacosta Print, P.19781

Chen, N., Roll, R., and Ross, S.A., (1986) Economic Force and the Stock Market, Journal of782

Business 59, 383-403.783

Cheung, C.S. and Krinsky, I., (1994) Information Asymmetry and the Underpricing of Initial784

Public Offerings: Further Empirical Evidence, Journal of Business Finance and Accounting,785

21(5), 739-747.786

Chinzara, Z., (2010) Macroeconomic Uncertainty and Emerging market Stock Market Volatility:787

the case for South Africa, working Paper, Rhodes University, August.788

Chowdhry, B., and Nanda, V., (1996) Stabilization, Syndication, and Pricing of IPOs. Journal of789

Financial and Quantitative Analysis 31, 25-42.790

Cornell, B. (1978) Using the Options Pricing Model to Measure the Uncertainty Producing791
Effect of Major Announcements, Financial Management 7, 54-59.792

Cornelli, F., Goldreich, D., Ljungqvist, A., (2006) Investor Sentiment and Pre-IPO Markets,793

Journal of Finance 61, 1187-1216.794

Daily News (2012) Fraud Causes over 5% Turnover Loss on Average Companies, Retrieved:795

dailynews.lk/2012/05/25/bus10.asp796

Daily Mirror (2012) Manipulation in the Sri Lankan Stock Market, Retrieved:797

dailymirror.lk/business/features/20787-manipulation-in-the-sri-lanka-stock-market.html798

Dawson, S.M., (1987) Secondary Stock Market Performance of Initial Public Offers, Hong-799

Kong, Singapore and Malaysia: 1978-1984, Journal of Business Finance and Accounting, 14 (1),800

65-76.801

UNDER PEER REVIEW



28

Dechow, P.M., Sloan, R.G., and Sweeney, A., (1996) Causes and Consequences of Earnings802

Manipulation, Contemporary Accounting Research 13, 1-36.803

Derrien, F., (2005) IPO pricing in “Hot” Market Conditions: who leaves money on the table?804

Journal of Finance 60, 487-521.805

Dunbar, C., (1995) The Use of Warrants as Underwriter Compensation in Initial Public806

Offerings, Journal of Financial Economics 38, 59-78.807

Edelen, R.M., and Kadlec, G.B., (2005) Issuer Surplus and the Partial Adjustment of IPO Prices808

to Public Information, Journal of Financial Economics 77, 347-373.809

Efendi, J., Srivastava, A., and Swanson, E.P., (2007) Why do Corporate Managers Mis-State810

Financial Statements? The Role of Option Compensation and other Factors, Journal of Financial811

Economics 85, 667–708.812

Eisenbeis, R. and McEnally, R. W. (1995) Initial Public Offerings: Findings and Theories,813

University of North Carolina, Chapel Hill, Kluwer Academic Publishers, Norwell.814

Ekineh, D. (2000) The Public Issues Market, Securities Market Journal, 10(1), pp. 51-57.815

Engle, R. F. (1982) Autoregressive Conditional Heteroskedasticity with Estimates of the816

Variance of UK Inflation. Econometrica 50, 987-1008817

Fama, E. F., (1965) The Behaviour of Stock Market Prices, Journal of Business 38 (1), 34-105.818

_________, (1981) Stock Returns, Real Activity, Inflation and Money, American Economic819

Review, 71, 545-565.820

_________, and French, K.R., (1988) Permanent and Temporary Components of Stock Prices,821

Journal of Political Economy 96, 246-273.822

_________, and __________, (1993) Common Risk Factors in the Returns on Stocks and Bonds,823

Journal of Financial Economics 33, 3–56.824

_________, and ________, (1996) Multifactor Explanations of Asset Pricing Anomalies,825

Journal of Finance 51, 55-84.826

UNDER PEER REVIEW



29

Fisher, I. (1930) The Theory of Interest, New York, Macmillan.827

Fonseka, M.M., and Tian, G-L., (2011) what Factors Motivate Analysts’ Stock Recommendation828

in a Small Emerging Market? Evidence from Sri Lanka, African Journal of Business829

Management 5 (26), 10908-10920.830

Gallagher, D.R., Looi, A., (2006) Trading Behaviour and the Performance of Daily Institutional831

Trades, Journal of Accounting and Finance, 46: 125–147.832

Gerity, M.S., and Mulherin, J.H. (1992) Trading Halts and Market Activity: An Analysis of833

Volume at the Open and Close, Journal of Finance 47, 1765-1784.834

Girard  E.,  Biswas,  R.,  (2007) Trading  Volume  and  Market  Volatility: Developed vs835

Emerging Stock Markets, Financial Review, 42:429-452.836

Gitman, L. J., Juchau, R. and Flanagan, J. (2002) Principles of Managerial Finance, 3rd edition,837

Perason Education, Australia.838

Goldman, E., and Slezak, S., (2006) An Equilibrium Model of Incentive Contracts in the839

Presence of Information Manipulation, Journal of Financial Economics 80, 603–626.840

Goldstein, M., Irvine, P., and Puckett, A., (2011) Purchasing IPOs with Commissions, Journal of841

Financial and Quantitative Analysis, Forthcoming.842

Grinblatt, M., and Hwang, C.Y., (1989) Signalling and the Pricing of New Issues, Journal of843

Finance 44, 393-420.844

Grossman, S., and Hart, O. (1988) One Share-one Vote and the Market for Corporate Control,845

Journal of Financial Economics 20, 175-202.846

Gunasekera, M., (2012) Economic Crime Cost Sri Lanka Billions of Rupees each Year, Lanka847

Business Online, Retrieved: lankabusinessonline.lk/fraud/2012/11/economic-crimes.html848

Habib, M. A., & Ljungqvist, A. P. (2001) Underpricing and Entrepreneurial Wealth Losses in849

IPOs: Theory and Evidence, Review of Financial Studies14, 2, 433-458.850

UNDER PEER REVIEW



30

Hanley, K. W., (1993) The Under-pricing of Initial Public Offerings and the Partial Adjustment851

Phenomenon, Journal of Financial Economics 34, 231–250.852

________, and Wilhelm, W.J., (1995) Evidence on the Strategic Allocation of Initial Public853

Offerings, Journal of Financial Economics 37, 239-257.854

Harris, L. (1986) A transaction Data Study of Weekly and Intra-daily Patterns in Stock855

Returns, Journal of Financial Economics 16, 99-117.856

Harvey, C.R., and Huang, R.D. (1991) Volatility in the Foreign Currency Futures Market,857

Review of Financial Studies 4, 543-569.858

Hensler, D.A., (1995) Litigation Costs and the Underpricing of Initial Public Offerings,859

Managerial and Decision Economics, vol.16, pp.111-128860

Hoberg, G. (2005) Strategies for Underwriting in Initial Public Offers, Yale ICF Working Paper861

No. 04-07, available at SSRN: http://ssrn.com/abstract=667541862

_______, (2007) The Underwriter Persistent Phenomenon, Journal of Finance 62, 1169-1206.863

Hoque, M., and Musa, M. (2002) The Long-run Performance of IPOs in Bangladesh, Journal of864

Business Administration, University of Dhaka 27, 1 & 2.865

Hsu, H., Reed, A.V., and Rochool, J., (2010) The New Game in Town: Competitive Effects of866

IPOs, Journal of Finance LXV (2), 495-527.867

Hughes, P.J., and Thakor, A.V., (1992) Litigation Risk, Intermediation, and the Underpricing of868

Initial Public Offerings, Review of Financial Studies 5, 709-742.869

Ibbotson, Roger G., and Jeffrey F. Jaffe, (1975) “Hot Issue” Markets, Journal of Finance 30,870

1027–1042.871

Ibbotson, R.G., Sindelar J. L., and Ritter, J. R., (1988) Initial public offerings, Journal of Applied872

Corporate Finance 1, 37–45.873

__________, _________, and _________, (1994) The Market’s Problems with the Pricing of874

Initial Public Offerings, Journal of Applied Corporate Finance 7, 66–74.875

UNDER PEER REVIEW



31

Islam, M. S. (1999) The Behaviour of IPO Underpricing in Bangladesh, Journal of Finance and876

Banking, 5(1 & 2).877

Islam, Md.A., Ali, R., and Ahmad, Z., (2010) An Empirical Investigation of the Underpricing of878

Initial Public Offerings in the Chittagong Stock Exchange, International Journal of Economics879

and Finance 2 (4), 36-46.880

Ismail, K.N.I.K., Abidin F.Z. and Zainuddin, N., (1993) Performance of New Stock Issues on the881

KLSE, Capital Market Review 1(1), 81-95.882

Iyiegbuniwe, W., Ezike, J.E., and Amah, P.N., (2012) Heteroskedasticity of Market Return: A883

Look at the All-Share Nigerian Stock Exchange Index Time Series. International Journal of884

Business and Management 7 (16), 13-29.885

Jaleel  FM,  Smarakoon  LP  (2009) Stock  Liberalization  and  Return Volatility:  Evidence886

from  the  Emerging  Market  of  Sri  Lanka, Journal of Multinational Financial Management,887

19: 409-423.888

Johnson, S.A., Ryan, H.E., and Tian, Y.S., (2009) Managerial Incentives and Corporate Fraud:889

The Sources of Incentives Matter, Review of Finance13, 115–145.890

Kendall, M., (1953) the Analysis of Economic Time Series, Part I: Prices, Journal of the Royal891

Statistical Society 96.892

Kenourgios, D. F., (2007) Initial Performance of Greek IPOs, Underwriter's Reputation and893

Oversubscription, Managerial Finance, 33(5), 332–343.894

Kunz, R.M., and Aggarwal, R. (1994) why Initial Public Offerings are underpriced: Evidence895

from Switzerland, Journal of Banking and Finance 18, 705-723.896

Kutsuna, K., Smith, J.K., and Smith, R.L., (2009) Public Information, IPO Price Formation, and897

Long-run Returns: Japanese Evidence, Journal of Finance, LXIV (1), 505-546.898

Lintner, J., (1965) The Valuation of Risk Assets and the Selection of Risky Investments in Stock899

portfolios and Capital Budgets, Review of Economics and Statistics, XLVII, 13-37.900

UNDER PEER REVIEW



32

Liu, X., and Ritter, J.R., (2010) the Economic Consequences of IPO Spinning, Review of901

Financial Studies, 23, 2010-2024.902

_______, and ________, (2012) Local Underwriter Oligopoly and IPO Underpricing, Journal of903

Financial Economics, forthcoming.904

Ljungqvist, A.P., and Wilhelm, W.J., (2003) IPO Pricing and the Dot-com Bubble, Journal of905

Finance 58, 723–752.906

Logue, D. (1973) On the Pricing of Unseasoned Equity Issues: 1965-69, Journal of Financial907

and Quantitative Analysis 8, 91-103.908

Loughran, T. And Ritter, J.R., (2000) uniformly least powerful tests of market efficiency,909
Journal of Financial Economics 55, 361-389.910

__________, and __________, (2002) Why don’t Issuers Get Upset About Leaving Money on911

the Table in IPOs? Review of Financial Studies 15, 413–443.912

__________, and ___________, (2004) Why has IPO Underpricing Changed Over Time?913

Financial Management 33, 5–37.914

_______, _______, and Rydqvist, K., (2013) Initial public offerings: International insights,915

Pacific-Basin Finance Journal 2, 165-199, an update of 1994.916

Lowry, M., and Schwert, G.W., (2004) Is the IPO pricing process efficient? Journal of Financial,917

Economics 71, 3–26.918

________, Officer, M.S., and Schwert, G.W, (2006) The Variability of IPO Initial Returns,919

Working Paper, University of Southern California, Los Angeles, CA 90089.920

________, ___________, and ____________, (2010) The Variability of IPO Initial Returns,921

Journal of Finance LXV (2), 425-465.922

Ma, S. (2005) Why are the First Day Returns of China’s IPOs so High? Proceedings of the 4th923

Global Conference on Business and Economics, Oxford, U.K., 26-28 June.924

UNDER PEER REVIEW



33

Magnus, F.J., and Fosu, O-T.E., (2006) Modelling and Forecasting Volatility of Returns on the925

Ghana Stock Exchange Using GARCH Models, American Journal of Applied Sciences 3 (10),926

2042-2048.927

Malkiel, B. (2003)  The  efficient  markets  hypothesis  and  its  critics. Journal of Economic928

Perspectives 17, 59-82.929

Malkiel, B., (1996) A Random Walk down the Wall Street, 6th ed. W. W Norton, New York.930

Mauer, D.C., and Senbet, L.W., (1992) The Effect of the Secondary Market on the Pricing of931

Initial Public Offerings: Theory and Evidence, Journal of Financial and Quantitative Analysis932

24, 55-79.933

Mok, H.M.K., Hui, Y.V., (1998) Underpricing and aftermarket performance of IPOs in934

Shanghai, China, Pacific-Basin Finance Journal, 6(5), 453-474.935

Money Left on the Table, 2008 greatest Hit: www.hoovers.com936

Modigliani, F., and Miller, M., (1958) the Cost of Capital, Corporate Finance, and the Theory of937

Investment, American Economic Review, June.938

Miller, M., and Modigliani, F., (1961) Dividend Policy, Growth and Valuation of Shares,939

Journal of Business, October.940

Murray, J.E. (2008) Identifying, Separating, and Managing Asymmetric Information in Early 20c941

Health Insurance,942

http://www.gmu.edu/departments/economics/pboettke/workshop/spring08/Identifying%20and%2943

0managing%20draft%20January%202008.pdf944

Muscarella, C. J., & Vetsuypens, M. R. (1989) A Simple Test of Baron’s Model of IPO945

Underpricing, Journal of Financial Economics 24, 125-135946

Ngugi, R.W., and Kabubo, J.W., (1998) Financial Sector Reforms and Interest Rate947

Liberalization: the Kenya Experience, African Economic Research Consortium 72.948

NSE (2008) Presentation Notes, The Nigerian Stock Exchange Publications, Lagos,949

www.nse.com.ng950

UNDER PEER REVIEW



34

Nwachukwu, I., (2012) Nigerian Stock Market Second Least Performer among Global Bourses,951

Retrieved: www.businessdayonline.com/ng/39610-nigerian-stock-market-second-least-952

performer-among-global-bourses.html953

Oluba, M., (2008) Nigeria: The Equity Market Crisis, Causes, and Solutions,954

http://allafrica.com/stories/200811040483.html955

Olweny, T., and Omondi, K., (2011) The Effects of Macro-Economic Factors on Stock Return956

Volatility in the Nairobi Stock Exchange, Economic and Finance Review 1(10), 34-48.957

Pastor, L., and Veronesi, P., (2005) Rational IPO Waves, Journal of Finance 60, 1713–1757.958

_______, Taylor, L.A., and _______, (2009) Entrepreneurial Learning, the IPO Decision, and the959

Post-IPO Drop in Firm Profitability, Review of Financial Studies 22, 3005–3046.960

Peng, L., and Roell, A., (2008) Executive Pay and Shareholder Litigation, Review of Finance12,961

141–184.962

Peter, S. (2007) Performance of Initial Public Offerings and Privatized Offers: Evidence from a963

Developing Country, Managerial Finance, 33(10), 798–809.964

Pettway, R. H. (2003) The Impacts of Japanese Price-Competitive IPO Auctions versus the U.S.965

Underwriter-Priced IPOs, in The Japanese Finance: Corporate Finance and Capital Markets in966

Changing Japan, International Finance Review 4. edited by Choi, J. J. and Hiraki, T.967

(Amsterdam: Elsevier, JAI, 2003), 35-56.968

Poon, S.H., and Granger, C.W.J., (2003) Forecast of Volatility in Financial Market: A Review,969

Journal of Economic Literature 41, 478-539.970

Povel, P., Singh, R., and Winton, A., (2007) Booms, Busts, and Fraud, Review of Financial971

Studies 20, 1219–1254.972

Purnanandam, A., Swaminathan, B., (2004) Are IPOs really underpriced? Review of973

Financial Studies 17, 811-848.974

UNDER PEER REVIEW



35

Rahman, M.K., (2012) Sri Lanka Stock Market Roiled by Scandal, The News, Retrieved:975

thenews.com.pk/todays-news-3-128552-sri-lanka-stock-market-roiled-by-scandal976

Reuter, J. (2006) Are IPO Allocations for Sale? Evidence from Mutual Funds, Journal of977

Finance 60, 2289-2324.978

Reuters (2012) The Nigerian Stock Exchange Spent Millions on a Yacht and Rolex Watches for979

Some Reason, Retrieved: reuters.com.htm980

Ritter, Jay R., (1984a) The “Hot Issue” Market of 1980, Journal of Business 57, 215–240.981

___________, (1984b) Signalling and the Valuation of Unseasoned New Issues: A Comment,982

Journal of Finance 39, 1231–1237.983

___________, (1991) The Long-run Performance of Initial Public Offerings, Journal of Finance984

46, 3–28985

___________, (2003), Investment Banking and Securities Issuance, in: G.M. Constantinides, M.986

Harris, and R. Stulz (eds.), Handbook of the Economics of Finance, North Holland.987

___________, and Welch, I. (2002) A Review of IPO Activity, Pricing, and Allocations, Journal988

of Finance 57, 1795-1828989

Rock, K. (1986) Why New Issues are Under-Priced, Journal of Financial Economics 15, 187–990

212.991

Ross, S.A., (1976a) The Arbitrage Theory of Capital Asset Pricing, Journal of Economic992

Theory 13 (3): 341–360.993

_______, (1976b) Return, Risk and Arbitrage, in I., Friend and J., Bicksler, eds., Risk and Return994

in Finance, Cambridge, MA: Ballinger.995

_______, Westerfield, R.W., and Jordan, B.D. (2010) Fundamentals of Corporate Finance, Tata996

McGraw Hill Education Inc, New York.997

Sahara Reporters (2012) Nigeria is the Most Fraudulent Country in Africa, KPMG Report Says,998

Retrieved: saharareporters.htm999

UNDER PEER REVIEW



36

Samarakoon, L.P.  (2009) The  Relationship  Between  Trades  of  Domestic and  Foreign1000

Investors  and  Stock  Return  in  Sri  Lanka, Journal of International Finance 19, 850-851.1001

___________, (2010) Asymmetric Investor Behaviour Between Buy-side and Sell-side:1002

Evidence from Investor Classes in the Sri Lankan Stock Market, Journal of Multinational1003

Financial Management 20, 93-113.1004

S.E.C. (2005) Public Offering and Sale of Securities, Nigeria Securities and Exchange1005

Commission Publication.1006

Sharpe, W.F. (1964) Capital Asset Prices: A theory of Market Equilibrium under Conditions of1007

Risk, Journal of Finance, XIX , 425-442.1008

Sherman, A., and Titman, S. (2002) Building the IPO Order Book: Underpricing and1009

Participation Limits with Costly Information, Journal of Financial Economics 65, 3-29.1010

Shiller, R. J. (1990) The Term Structure of Interest Rates, Handbook of Monetary Economics, ed.1011

B. Friedman and F. Hahn. Vol.1, 626-722. Amsterdan: North-Holland.1012

Shleifer, A., and Vishny, R. (1986) Large Shareholders and Corporate Control, Journal of1013

Political Economy 94, 461-488.1014

Spatt, C., and Srivastava, S. (1991). Pre-play Communication, Participation Restrictions, and1015

Efficiency in Initial Public Offerings, Carnegie-Mellon University, Graduate School of1016

Industrial Administration, Reprint NO. 1415.1017

Spiess, D. K., & Pettway, R. H. (1997) The IPO and First Seasoned Equity Sale: Issue Proceeds,1018

Owner/Managers’ Wealth, and the Underpricing Signal, Journal of Banking and Finance 21,1019

967-988.1020

Sri Lanka Stock Picks (2011) Insider Trading Unavoidable, Retrieved:1021

srilankastockpicks.blogspot.com/2011/07/insider-trading-unavoidable.html1022

Stoll, H.R., and Curley, A.J. (1970) Small Business and the New Issues Market for Equities,1023

Journal of Financial and Quantitative Analysis, September, 309-322.1024

UNDER PEER REVIEW



37

Su, D. and Fleisher, B., (1997), Risk, Return and Regulation in Chinese Stock Markets, Journal1025

of Economics and Business 50, 239-256.1026

________, and _________, (1999) An empirical investigation of underpricing in Chinese IPOs,1027

Pacific-Basin Financial Journal 7(2), 173-202.1028

Sufar, S. B., (1987) Performance of New Issues - the Malaysian Case, Understanding the1029

behavioural Patterns of Stock Prices, Leeds Publications, 164-171.1030

Taufil, M.K.N. (2007) The Long-run Performance of Initial Public Offerings in Malaysia,1031

Proceedings of the MFA 9th Conference, 12-13th June, Kuala Lumpur.1032

Taylor, M. C. (2004) Confidence Games, University of Chicago Press.1033

Tinic, S.M., (1988) Anatomy of Initial Public Offerings of Common Stock, Journal of Finance1034

43, 789-8221035

TISL (2012) SEC Head’s Resignation, Retrieved:1036

transparencyinternationalsrilanka.org/2012/11/fraud-sec-head-resignation.html1037

The Economist (2002) Spun Gold: Did Wall Street Firms Bribe Bosses with Shares? September1038

7.1039

The Indian Express (2012) Scam in Sri Lanka Stock Market Deal? Retrieved: indianexpress.htm1040

Treynor, J.L., (1965) How to Rate Management of Investment Funds, Harvard Business Review1041

43, 63-75.1042

Uhlir, H. (1989) Going public in the F.R.G, in: A Reappraisal of the Efficiency of Financial1043

Markets,  R.M. Guimaraes, B. Kingsman and S. Taylor (eds.), Springer, Berlin, 369-393.1044

Walsh, C. E. (2010) Monetary Theory and Policy. 3rd ed. MIT Press, Cambridge, MA, U.S.A.1045

Wang,  J.  (1994) A  Model  of  Competitive  Trading, Journal of Political  Economics,1046

102:127-168.1047

UNDER PEER REVIEW



38

Wang, T. Y, Winton, A. And Yu, X (2010) Corporate Fraud and Business Conditions: Evidence1048

from IPOs, Journal of Finance IXV (6), December.1049

Welch, I. (1989) Seasoned Offerings, Imitation Cost, and the Underpricing of Initial Public1050

Offerings, Journal of Finance 44, 421-448.1051

________, (1992) Sequential sales, Learning, and Cascades, Journal of Finance 47, 695–732.1052

Wikipedia (2012) Raj Rajaratnam, Retrieved: Wikipedia.org/wiki/raj_rajaratnam1053

Yeap, M. (2006) An Empirical Investigation into the Underpricing of IPOs in the New1054

Millennium in Malaysia, an unpublished MBA thesis, Nottingham Trent University, UK.1055

Yong, O. (1991) Performance of New Issues of Securities in Malaysia. Malaysian Accountant,1056

June, 3-6.1057

______, (1996) Who Actually did Gain from the Underpricing of IPOs, Capital Markets Review,1058

4(1). 33-47.1059

Young,  J.E., and Zaima, J.K.,  (1986) Does  it  Pay  to  Invest  in Small  Business  IPOs?1060

Journal of Small Business Management 24, 39-52. Available at www.questia.com1061

1062

1063

UNDER PEER REVIEW


