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Pricing of initial public offerings on OTC market
— Effect of regulatory change on stock pricing —

Keiji ABE

Abstract

A lot of studies have researched and discovered positive returns in initial public
offerings (IPOs) in both Japanese and U.S. market. In 1997, new regulations of making
offer prices were come into Japanese market — from bid system to book-building formula
—. This paper investigated 388 going public companies on Japanese OTC market (JASDAQ)
from April 1996 to September 2000. Before regulatory change, average initial returns are
10.5% and consistent with prior researches, but after regulatory change, initial returns are
increased to 34.3%. Multiple regression test exhibit explanatory power to initial returns decline
in post-regulatory change period. These results suggest that regulatory change have an effect
on the price forecasting ability of underwriting firms. While short run phenomenon of IPOs
appears to be changed, long run phenomenon is not different from pre-regulatory change

period.
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