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Initial Public Offerings on the UK when-issued market

Abstract

We examine théeterminants of an IPO firm’s decision to trade on a when-issued market and
find that better quality firms are more likely to tradetbis market. Our‘what-if” analysis
shows that for companies that choose to have when-issagidg, the actual offer price is
almost 26% higher than it would have been had these filmasea not to trade on this
market. We interpret this higher offer price asemt’ that investors payo acquire shares of
such companies. We also show that the informational acguof the UK when-issued
market is better than that of continental European wésred markets.

Key words: IPOs, when-issued market, grey market, rent, netastors, London Stock
Exchange
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1. Introduction

Benveniste and Spindt (1989) argue that IPO underwriters pay ‘informational rents’ to
potential investors who provide them with truthful private iinfation about the value of the
IPO stock. These rents are paid in the form of allocat@mnunderpriced shares. However,
Aussenegg, Pichler and Stomper (2006) show that, in the peesé@ when-issued market
that takes place simultaneously with the bookbuilding ps¢d®e German when-issued
market), underwriters do not pay such rents to investors. This is due to investors’ private
information being revealed to the underwriters throughr ttrades in the when-issued
market, as the prices within this market are publicly olad#ev In this paper, we show that
in a when-issued market with a setting fundamentallfigiint to that of Germany, rents are
paid and interestingly, the direction of payment is contta that predicted by Benveniste
and Spindt (1989)Iln the UK when-issued market, ig the investors who pay rents to the
underwriters of issuing firms. These rents are in then fof higher offer prices that investors

pay to acquire shares of companies that choose to trade aém-issued market.

A when-issued market is a market in which trading in a@ t8mpany’s shares
commences a few days prior to the security’s official admission to the stock exchangde.
While the Securities and Exchange Commission (SEC) efédgtprohibits such a market for
IPOs in the US, many European countries have an active-isteed market (Cornelli
Goldreich and Ljungqvist 2006). Surprisingly, despite the lasgerof the ‘Main Market’ of
the London Stock Exchange (LSE) relative to other Europesnkets, there is nm-depth

study that focuses ondhwhen-issued trading on the LSHhough it is not mandatory, there

The when-issued market is also referred to as thergeeiet or conditional trading. In what follows, we use
these terms interchangeably.

2Most of the literature on IPO when-issued markets focasegSermanyFor example, Léffler et al. (2005) find
that German grey market quotes are highly informative aod gudicators of the first trading dayclosing
price. Aussenegg et al. (2006) find that when-issued trading rmabg reveals relevant information for the
pricing of IPOs and that, once when-issued trading begoa&blilding is no longer a source of information for
doing so. Dorn (2009) finds that retail buyers pay a hefty prermuime German when-issued market relative
to the immediate aftermarket. For a sample of IPOs mfasm 12 European when-issued markets, Cornelli et
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has been a substantial increase in the number of coegpehoosing to traden the LSE’s
when-issued market. In the mid to late 1990s, less than 208é ¢?©s chose to trade on the
LSE’s when-issued market. However, since the early 20@0wost 70% have oetlto trade
on this market.

For a sample of LSE IPOs from 1996 to June 2017, we ficsisfona firm’s decision
to trade on the when-issued mark&f investigate which types of firms are likely to choose
to deal in such a market. Our results suggest that good quatity &ire likely to do sdn
particulat firms that are larger, less risky, have higher futuremnoopportunities and are
underwritten by reputable underwriters are more likely tof@ptrading on the when-issued
market.

One of the most important aspects of the IPO procedbeisssuer’s decision
regarding the setting @n appropriate offer price. dihg a ‘what-if” analysis, we investigate
whether or not the decision of an IPO firm to have &mwissued market is related to the
pricing o its sharesWe find that firms that choose to trade on the when-issuws#tet offer
their shares at a higher offer price. More specificdtly companies that trade on the when-
issued market, the actual average offer price is abouttg8er than it would have been had
these firms chosen not to have a when-issued markistevidence is robust when IPOs that
choose to trade on the when-issued market are matchedhegb thatlon’t. We interpret
this higher offer pricess a ‘rent’ that investors pay to the issuing firm in order to acquire its
shares. We argue that there are two potential reasoriavestors willingness to pay this
rent. First, investors perceive when-issued trading firmsetdoditer quality IPOs and are

willing to pay a premium for these firmisSecond, when-issued trading has informational

al. (2006) find that high whetssued market prices are a very good predictor of the first trading day’s price.
However, most of the observations (75%) in their sampteectsom Germany. Less than 5% of their sample
relates to the UK’s when-issued market.

3 This is consistent with our earlier results, which stioat firms choosing to trade on the when-issued market
are larger, carry lower risk, have higher future growth dppdfes and are underwritten by reputable
underwriters.



value for investors in that it offers them an opporturatplbserve price discovery prior to the
commencement of the unconditional/aftermarket tigadin

Our analysis of the pricing of IPOs that do not go to the wsred market shows
that their offer prices would have been substantialijnén (44.6806) than their actual offer
prices had they decided to trade on the when-issued Markét result further shows that in
the UK setting, the decision to trade on the when-issw#etresults in a higher offer price.
This is in contrast to th®EC’s argument, according to which a when-issued market for IPOs
is not permitted in the US because it would lead to lower gifices>

Apart from higher offer prices, there are other besefittrading in the when-issued
market. For example, firms that choose to do so have tiggding volumes than firms that
do not This result holds after controlling for company-speciéictbrs and market conditions
Another benefit is that the prices in the when-issuadkat tend to be unbiased predictors of
the closing price on the first day of unconditionatling.

The remainder othis paper is organised as follows: In Section 2 we discuss our
research questions. In Section 3 we provide a detailed dmeugsthe UK’s when-issued
market and compare it to the when-issued markets ofneotél Europeln Section 4 we
provide details of our data and methodology while in Sechbiowe present our results.
Section 6 concludes.

2. Research questions

The focus of our paper is to seek answers to three importarioggea®lating to the

use of the when-issued market by firms conducting an IP&, kihat types of firms choose

to trade in the when-issued market? Second, does the decisiinso have any impact on

4For some of the IPOs that do not use the when-issued miard@ild be that they apply to trade on the market
but their applications are turned down by the LSE. Weudssthis in greater detail in Section 3. Our request for
anonymised information on failed when-issued market agitawas turned down by the UK regulator.

5 Paragraph II.F of the Securities and Exchange Act Rel@asg8067 (20 December 1996).



the setting of the offer price? Third, are there any fitsrfer firms that decide to trade on the
when-issued market? We discuss these research questgresiier detail below.

Firms conducting an IPO on the LSE can choose whethastdo trade on the when-
issued market. Our first research question relates toypas tof firms which are likely to
choose to trade in such a market. The LSE prescribesrcarnimum requirements for IPO
companies to be allowed to trade on the when-issued market. f@ine i@quirements is for
the securityto be sufficiently liquid, taking into consideration theesof the issue. Another
requirement is that there should be sufficient demandhi® security during the period of
when-issued dealingWhile the LSE does not precisely define ‘sufficient liquidity’ or
‘sufficient demand’, it is reasonable to expect that large, better quality firms will opt for
trading in a when-issued market.

Our second research question relates to the impact (ifodinilge decision to trade on
the when-issued market on the pricing of the IPO. When-issaddhg in the UK has two
important characteristics. First, the decision to havehan-issued market precedes the
setting of the offer price. Second, when-issued tradingigee benefits to investors in terms
of price discovery before the start of the secondading and an earlier opportunity to enter
or exit IPO investment. We are interested in analysing hendirms that plan when-issued
trading extract a ‘rent’ from their new investors for providing these benefits to them. This
rent could be in the form of a higher offer price.histis indeed the case, we should observe
higher offer prices for IPO companies that have wheamesnarkets than would have been
observed had these companies not had conditional trading.

Our final research question relates to the benefitsetdéR® firms of choosing to trade
on the when-issued market. Of all the likely benefits, waudoon one: the aftermarket
liquidity of shares. We seek to answer the following qaestdo firms with when-issued

trading have higher market liquidity than those that dt® rControlling for the size of the



IPO firm, we compare the volumes on the first day afling for firms with and without
when-issued markets
3. When-issued dealing on the LSE

The UK has an active when-issued IPO market. AccordindgngoL8E, the when-
issued market allows investihe ability to trade a new issue ahead of its full listihglso
facilitates price formation ahead of unconditional admission to figaé@ind allows investors
the earliest opportunity to agree an entry or exit pricenofPO according to their investment
requirements.

Under Rules 1530-1532 of the LSE, whesued dealing is a ‘period of dealing with
deferred settlement’ (London Stock Exchange, 2012, 2017). All transactions that take place
during the when-issued period are conditional on the sgdweihg admitted to trading on the
stock exchange. The settlement of these transactionsavilbke place until the listing of the
security on the exchange has occurred. If the seasritpt listed then all the when-issued
trades will be void.

The when-issued trading in thiK is anon-exchange activity conducted either under
the LSE’s electronic order book or off-book, bilaterally between the LSE’s member firms. If
whenissued transactions are executed off the LSE’s order book then they have to be reported
to the stock exchange. This allows investorsbserve the when-issued prices on the ’kSE
website.

Companies have to satisfy a number of requiremerdpeequisite for admission to
the when-issued markefor example, the requirements state that there must fag and
orderly market for the securities; the newly issued seesirmust be sufficiently liquid
taking into account the size of the offer; the settletrmust be in electronic form; and there
must also be sufficient demand for the security duringvitien- issued period.

Figure 1 shows the timeline before, during and after the idsed period on the

LSE. The LSE requirements stipulate that a draft appdicatorm for the when-issued
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dealing and a draft prospectus must be submitted at leasty®prlar to the first day of the
when-issued trading period. The form for the when-issuetihtyehas to be finalised at least
two business days before the trading starts on tleiglsued market. The deadline date for
subscription to the IPO shares is usually the day bef@ecdmmencement of the when-
issued trading. This is also the date the LSE expectsrmanibn that the prospectus has
been approved by the UK Listing Authority (UKLA). This iset point the LSE informs
market participants of the proposed timetable for the wémred and unconditional trading.
These events are shown in Stage 1 of the figarthe second stage, the IPO firm announces
the final offer price and share allocation just befdwe start (usually the morning of the first
day) of trading on the when-issued market. The UK when-dsstaeling usually lasts for
three days, but the LSE has the discretion to considetestor longer periods on a case-by-
case basis (Stage.3)nce the when-issued trading ends, unconditional trading eooes
This is shown in Stage 4 of the figure. The above timadiherhen-issued dealing is best
explained with the example of the Royal Mail, which iearout an IPO on the 15of
October 2013. The deadline for subscription for shares wa'theOctober. The offer price
and allocation details were announced at 7:00am on theflQctober. When-issued trading
in Royal Mail shares began at 8:00am on the same day and earriedan extra day (until

the 14" of October) Unconditional dealing began on thé™d October.

[FIGURE 1 HERE]
3.1. When-issued dealing in the UK and in other European markets
The UK’s institutional setup for when-issued dealing is different from thadther European
markets We primarily focus on the key differences between the Uid &erman when-

issued markets.

This is mainly due to three important reasons: fi@&many has the most active European grey market;
second, almost all existing academic literature isged on German conditional trading; third, the grey markets
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Table 1 highlights the main regulatory differences betwden UK (LSE) and
German (Frankfurt Stock Exchange, FSEhen-issued markets. One major difference
between the two when-issued markatghat the former has to follow the LSE’s rules,
whereas the latter is conducted over the counter, by indepebrokers who quote bid-ask
spreads.

In the UK, investors can subscribe for the IPO shares up to thddsgsand, in some
cases, up to an hour before conditional trading stertsontrast, in Germany, investors can
subscribe for the IPO shares until the last day of tmelibonal trading (Aussenegg et al.,
2006, Loffler et al., 2005). In addition, in the UK, the firdfer price is determined just
before the when-issued dealing commences, whereas in Germmarsgi on the last day of
when-issued dealing

Another difference between the two markets is related t@a¢heal allocation of the
IPO shares. In the UK, investors are notified of thédarcation just before the when-issued
dealing starts (usually a few hours before the start ding®, whereas in Germany this takes
place m the last day of the grey market (Aussenegg et al., 2006, L&tfflal., 2005). This
difference between the two markets highlights that investoithe LSE know the number of
shares they have been allocated before the start ofisdeed trading. In contrast, investors
in Germany conduct trades on the grey market in the exmectaat they will be allocated
some shares. In certain cases, German investors nthyhmselves as short sellers if they
are allocated fewer shares than they have appliedrfdrno shares are allocated to them
Finally, the two markets differ in the length of the dional trading period. When-issued

trading in theUK usually lasts three days whereas in Germany it lagtdi seven days.

[TABLE 1 HERE]

in other European countries, such as France, SpainzeBlaitd and Italy, are similar to thet Germany
(Cornelli et al., 2006). In the Ug,grey market for IPOs is prohibited (Regulation M, Rule 105).



In addition to the institutional differences between the afid other European when-
issued markets, the two also differ in other importapeats. For example, while the LSE
decides on when-issued trading applications on a case-byasse almost every IPO firm
in Germany can be admitted to the grey market. Indeed, @486 of the German IPOs
have a grey market (Aussenegg et al., 2006) whereas at agavenly 4% of the UK IPO
firms do so (as shown in Table 2 later). Further, GerrR@slcan be withdrawn during the
when-issued period (Cornelli et al., 2006) wlasren our sample, we do not have a single
withdrawal during the when-issued period

To summarise, the institutional setup and the charattsrisf the when-issued
market in the UK are quite different to those of otli@rropean marketsUnlike the
continental European when-issued markets which help IPG finnsetting their offer price
and aid potential investors in deciding if they will apply &rares, the UK when-issued
market carries none of these benefits. Why themeneasing number of UK IPOs are opting
to trade in sucta market? The UkKs when-issued market provides an interesting setup for
studyinga firm’s decision to have a when-issued market and the impaaiebision may
have on the pricing of its IPO.

4. Data and methodology

We conduct our study on the Main Market of the LSE andd#ta include all non-financial
IPOs that took place during the period from January 1996 to June\®@lstart our analysis
from 1996 because, prior to this yetire percentage of IPOs with when-issued markets was
very low (less than%). It is common practice for IPO studies (Boulton and Campbells

and Bajo, Chemmanur, Simonyan, and Tehranian, 2016) to exalogeffom the financial
sector. Most of the financial sector firms report thessets and liabilities differently as
compared to non-financial firms. The process of settingffee price may also be different
for some financial firms relative to non-financial firmSor example, UK investment trust

IPOs tend to sell their shares at a fixed offer pricd@d pence per share. Due to these
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reasons we have excluded all financial and investment andrusis (mutual fund) IPOs
from our sample. Furthermore, we exclude IPOs listedAv for three reasons. First,
regulations on AIM admissions are very different frtdvat of the Main Market. Second, the
number of AIM IPOs choosing to trade on the WI market hasohically been quite low.
Third, underwriting arrangements in the AIM market are qifferent from that of the Main
Market. For example, AIM IPOs have a nominated advisor (NOM&ho can also act as an
underwriter, whereas there is no such arrangement in tihe Nerket. We also exclude 78
IPOs that issued Global Depository Receipts, 4 IPOs for wihsitihg documentsvere not
available, 4 IPOs for which stock price data were unavailabte 3h firms that were
categorised as IPOs, but were listedodher stock exchanges previousQur final sample
consists of 432 non-financial IPO firms of which 188/énavhen-issued trading and the

remaining 244 do not.

Information on whether a comparmgs a wlenissued markeis extracted from the
IPO prospectus. The offer price, gross proceeds, marketalsation, secondary shares sold
in the IPO, total assets, date of incorporation, and nuofaanderwriters in the syndicate are
also collected from the prospectuses. The stock price slath as closing, opening, bid and
ask daily prices- including the when-issued market period, the IPO daily volafiteading
and the levels of the FTSE All-Share Indeare extracted from Datastream
4.1. When-issued trading and the offer price

An IPO firm’s decision to have a when-issued market may not be randorih nag
also have an effect on the setting of the offer piicis. reasonable to assume that IPO firms
may self-select their preferred choices such as ganlinthe when-issued market or to use a

placing to list on the stock markeTherefore, the decision to have conditional tradinghinig

" Firms can choose either a ‘placing’ or a ‘public offer’ to list on the London Stock Exchange. In a placing,
shares are usually not underwritten unblgublic offer and the shares are often offered to institatiand high
net worth investors. For further details see Goergenrdit®d and Mudambi (2006).
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be an endogenous choice made by the IPO firm and its untrwhis is consistent with Li
and Prabhala (2007) and Hamilton and Nickelson (2003) who docuhenfirtms rarely
make decisions that are randofo address the possible endogeneity problem, weause
sample selection model proposed by Dahl (2002)s model extends the classic Heckman
(1979) model in two ways: first, it models various choicesgsosed to a single choice in
the selection equation. Second, the probabilities oktbésices are transformed through a
polynomial function.

The Dahl (2002) selection model proceeds as follows. Contigefollowing two
equations:

R =XB+u, (1)
R =Zrc+m k=12

Where equation (1) is a linear regression model and equ&jas a probability (or
choice) model. Ris the offer price and the variable X contains contasiables, industry and
year dummiesy is the disturbance term of the outcome equation andissitis(p1|X,2)=0
and V(u1]X,Z)=c2. P* is the probability of observing IPOs that have decided not tdhese
when-issued market @placing contract. k is a categorical variable and dessrim choices
(m=1 for when-issued market, m=2 for placing and m=3otbeer listing methods such as
public offer). The variable Z contains control variablestfe joint probability of trading on
the when-issued market and to ws@lacing. nk is the residual of the selection model,
independently and identically distributed (i.i.d.). The offece (R) is observed only when

the IPO firm decides to trade on the when issued-market.cbndition is expressed as

el ®

The conditional probability (R*) is estimated through a multinomial logit using
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exp(Zy;) (4)
D eP(Zx)

P, (IPO listing | when-issuedplacing,otherlisting method) =
where R is the probability of choosing when-issued market and aaegHor listing (i.e.
placing), which are estimated through a multinomial lIoGie correction term for the second

stage is transformed probability from stage one usingyaguoiial approximation:
e ;)= alm,P7) (5)

Where M is a dummy variable that equals one for choice j amul arerwise, n is the
degree of the polynomial function foy. P(P)) is a sample correction term, which depends on
the probability Pand is equivalent to the inverse Mills ratio in the Heaknmodel. The
correction function A() is assumed to have the same form for all listing cg®iThe offer
price is estimated usirgpooled cross-sectional regression and is given by

R =XB, +1(P)+¢, j=

(6)

Where Ris the offer price for method j (j=1 for when-issuedrket and j=2 for other
listing choices A(P;) is the sample correction term and includes first- aedond-order
polynomial approximations of the probability of an IPO firlmosing a specific method.
Equations 5 and 6 are estimated simultaneously.

The independent variables used in the first stage amdynthiawn from the literature
and fromthe LSE’s when-issued dealing requirements. One of these requiremenkatis t
there must be sufficient demand for the security with@énwhen-issued market. As a result,
we expect riskier companies not to have when-issued maskiétere may not be sufficient
demand for their share¥/e include three variables as proxies the ex-ante uncertainty of
the IPO: the money raised from selling existing shareékeriPO as a percentage of the total
gross proceeds, the inverse of the offer price and thefage firm.

In addition, we control for underwriter reputation becauaecording to the

certification hypothesis (Shiller, 1989), investors decide wdreth buy the shares of an IPO
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based on the quality of the underwriter. As a resultjribee reputable the underwriter is, the
higher the demand will be for the IPO shares. The CartdrManaster (1990) measure of
underwriter reputatiorfrequently used for US IPOs isn’t suitable for the European market

(Migliorati and Vismara 2014). We use two different measofamderwriter reputation that

are similar in spirit to those suggested by Miglioratl &ismara (2014) and Goergen et al.
(2006) The first measure is based on the gross proceeds arsg¢d¢bad on the number of
IPOs underwritten by the underwriter during the two years bdfa IPO.

Another of theLSE’s when-issued dealing requirements states that the securitydshou
be sufficiently liquid, taking into account the size of tb&ue. We use the total assetshe
company in the year before the IPO as a proxy for ideedd the issue. Moreover, the when-
issued dealing requirements also sthiethe company’s underwriter has to submit draft and
final application forms for when-issued dealing at least & two business days
respectively before the commencement of when-issued gradimrder to capture the market
return prior to the start of the when-issued dealing, we leédcthe return on the FTSE All-
Share Index for the two-month period that ends ten dags for the first day of trading on
the when-issued market. In addition, we calculate thetility of the FTSE All-Share Index
during the two-month period ending two days before trst @iy of trading on the when-
issued market. Aussenegg et al. (2006) and Loffler et al. (2005)mig@ measures.

We also control for new-economy companies by including mndy variable that
takes the value of 1 if the company belongs to the teaggaector and zero otherwise. We
have used the likelihood ratio test to examine a variddalehias no impact on the choice of
trading on when-issued market or placing, but has impachemffer price. Based on the
likelihood ratio test, we find that book to market has no impadhe probability of trading
on the when-issued market and placing, but has impact affénegrice. Therefore, we have

included book to market in the second stage and not in thetfige model.
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Finally, we use a ‘what-if’ type of analysis to assess the benefits of a when-issued
market. This is because we can only observe the offee fwica company with a when-
issued market, and not what the price would Haees had the same company chosen not to
trade on the when-issued market (counterfactual).

4.2. Volume on thefirst day of trading

In order to examine whether the when-issued market has f&ay eh the volume on

the first day of tradingcontrolling for size, we run the following OLS regression:

Y. =X+ = (7)
WhereY; is the volume b the first day of trading and is calculated as the totahber of
shares tradedmathe first day of unconditional trading divided by outsting shares, ani;

includes all the independent variables that may afecfwo of the independent variables

are of particular importance. The first is the whesuédl dummy that takes a value of one if
the companyhad a when-issued market and zero otherwise. The secohé wsize of the
company, which is captured by the value of the total aksetise year prior to the IPO.
5. Reaults
5.1. Descriptive statistics

Table 2 reports the distribution of the total number @dRand those that had and did
not have a when-issued market during 1996-20N&arly half (440) of the IPOs had
conditional trading during the sample period. This is nowker than the 94% figure for the
German IPOs that hawegrey market (Aussenegg et al., 2006) and much higher than the
4.1% figure reported by Cornelli et al. (2006) for their UK paf The figures reported in
Table 2 also show that the use of when-issued tradingrs caonmon in recent IPOs than it

has been in the past. For example, between 1996 and 200@redhan 15% of the IPOs

& Cornelli et al. (2006) report a much lower figdioe two reasons: (1) Their UK sample includes both the Main
Market and Alternative Investment Market (AIM) IPOs. Very f&l IPOs have a when-issued market. (2)
Their study covers a period (1997-2002) during which trading on tee-stued market was uncommon.
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chose to trade in the when-issued market. Since 2000, #@ragav proportion of IPOs

choosing to trade in the when-issued market has increasatilgto about 80%.

[TABLE 2 HERE]

Table 3 reports informatioon the characteristics of the IPOs that trade on the when
issued market. The table also provides a comparison bet®REsnwith when-issued market
and those withoutPanel A shows that the average (median) number ohgathys in the
when-issued marke$ 3.57(3.09). This is above the figure given in th8E’s requirements
(London Stock Exchange, 2017), which stipulate that the wdsred dealing period should
typically last for three business days. The LSE hasligwetion to consider shorter or longer
periods. The average return e first day of when-issued trading is 13.26%

The volume of trading (shares traded during the when-issizeklet as a percentage
of the outstanding shares) on the first day of whemeddrading is much higher than the
average volume of trading during the remaining days of wésued market (20.65% vs.
3.01%). This suggests that the vast majority of tradespéace on the first day of the when-
issued market. This is in stark contrast to the low figur8.48% reported by Loéffler et al.
(2005) for the German grey market. One plausible explanatrothit difference is that the
German grey market is dominated by smaller and younger coesp@@ornelli et al., 2006)
These companies are generally less liquid than theirrlargemore established counterparts.
It is the latter type of companies that are admitted t&Jt#& when-issued market.

The bid-ask spread during the when-issued period is very lowt(dbt). This
suggests that the liquidity of the UK IPO when-issued maskgeiy high. This is in stark
contrast to the when-issued markets of other European caunthiere the bid-ask spread is
at least five times higher than thatthe UK. For instance, the bid-ask spreads within the
grey marketsof Germany, France, Spain and Austria are 10.2%, 8.3%, 10.3% 38%

respectively (Cornelli et al., 2006). Therefore, the suggedtiat institutional investors do
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not participate in the grey market because of the higkask spread, may not hold in the
context of thedUK’s when-issued market. Cornelli et al. (2006) report a bid-agadpof 3%
for the LSE. The difference (1.7% vs. 3%) may be dgtdele to the fact that their sample
also includes AIM IPOs, which are typically smaller firms

Panel B of Table 3 compares the two groups of IPOs: tth@ddéad a when-issued
market and those that did ndthe figures show that firms with when-issued trading have
very different characteristics to those that do Mxre specifically, when-issued IPOs are
younger (5.86 vs. 7.55 years), less risky (halewar ‘inverse of issue pricévalue) and of
better quality as they sell their shares at higher I(8.75 vs. £1.32

When-issued IPOs are less underpriced, as the mearafipeeiurn a the first day
of unconditional trading is 15% (8.41%), whereas the eqmtdbr IPOs without conditional
tradingis 18.26% (1.78%) The degree of underpricing for the German grey market IPOs is
more than triple than that for our sample, and rarfigea 40% to 50% (Aussenegg et al.,
2006, Cornelli et al., 2006, Dorn, 2009).

Firms in our when-issued-market sample are much larger (£1234. £38.08
million total assets)When-issued-market IPOs are, on average, underwritten yaydécate
of 4.72 investment banks, whereas the IPOs that do not @avhen-issued market are
underwritten by a syndicate of 1.53 investment banks. TEhiagain different from the
German market in which both samples (grey market/no grayket) of IPOs are
underwritten by approximately the same number of investmemksb(Dorn, 2009). Firms
that have conditional trading in the UK pay a higher corsimis fee to their underwriters

(3.47% vs. 2.21%) and are underwritten by more reputable invesianeks.

° According to Fang (2005), Klein and Leffler (1981), Shapiro (1983)Alleh (1984), higher prices are an
indicator of superior quality. The reasoning behind thisigrent is that, when quality is ex ante unobserved, as
is the case for the IPO companies, a higher price gemaetter quality because the present value of future
income exceeds the short-term profit that could be made $elling low-quality securities at high prices.
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The volume of trading on the first day of unconditiotnading for the when-issued
IPOs is much lower than that for the sample withoutey grarket {.77% vs. 7.45%). This is
not surprising given that most of the trading for the whened-market IPO sample takes
place on the first day of conditional trading (seedP#). For when-issued market IPOs, the
trading volume on the first day of conditional tradif®p.65%) is much higher than the
trading volume of the first day of unconditional traglifor IPOs that do not trade on the
when-issued market (7.45%). The results also show that #reresignificant differences
between the mear(0.80% vs. 0.49%) and between the medians (0.49% vs. 0a@iBb¢
trading volumes for the first montsf unconditional trading (excluding the first day for both
samples), for the samples with and without when-issuatets.

The mean bid-ask spread during the first maritinconditional trading for the when-
issued IPOs sample is almost two thirds of that for IP@sowt when-issued trading (2.93
vs. 3.24%). This suggests that IPOs with conditional topdire more liquid than those
without it. Money raised from the selling of existing shdf@escondary %) is similar for IPOs

traded on the when-issued market and those that are not.

[TABLE 3 HERE]

5.2. Thedecision of whether to trade on the when-issued market or not

In order to examine which types of companies choose to tradkeowhen-issued
market, we use a Dahl (2002) selection model. The result®poeted in Table .4Viodel 1
reports the probability of IPO firms choosing the wheniasismarket (i.e dependent variable
= 1) and Model 2 shows the probability of IPO firms chogsnplacing (i.e dependent
variable = 2). We use multinomial logit in the selentiequation because @f strong
possibility that the decisions to trade on when-issued mard@dor to use placing are jointly

determined. The results in both Models 1&2 show that risk€s, as measured by the

17



inverse of the issue price and IPOs with larger seconti¥®y shares have a negative
relationship with the probability of trading on when-issuedrketa (Model 1) and the
probability of usinga placing (Model 2) These results suggest that the probability of an IPO
firm choosing to have a when-issued markea ptacing will be lower for riskier IPOs and
those with large secondary shares offered at the IPO.

Furthermore, the probability of having a when-issued marnkasing a placing is also
affected by the size of the company (total assets is ased proxy for size) and the
underwriter’s reputation. The larger ighe company, the higher is the probability of it having
when-issued trading or using placing Interestingly, the higher the reputation of the
underwriters, the more likely it is for the IPO to hawslen-issued market. This evidence is
robust using alternative proxies for underwriter reputation.

The age of the firm has no impact on the decisioratteton the when-issued market.
Similarly, the volatility and the returon the market index (FTSE All-Share Index) prior to
the IPO have no influence on a gamy’s decision to trade on the when-issued market or use
a placing Further, the sector of the IPO firm (high-tech vs. hagh-tech) has no impact on
these choices.

To summarize, companies that are latggve lower risk and in which insiders sell a
lower proportion of their shares in the IPO, are mdkely to trade on the when-issued
market. IPOs underwritten by reputable underwriters are atse fikely to havea when-
issued market.

TABLE 4 HERE
5.3. Doesthe decision to have a when-issued market affect the |PO offer price?

The results shown in Table 4 above are used in the diegte (reduced form) to
estimate the first and second order polynomial erregrection term. In the second-stage
regression, the natural logarithm of one plus the gifére is regressed on the correction

terms and the independent variables separately for théR@ sub-samples: those that fzad
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when-issued market and those that did not. In Table 5, wet tbpcssecond-stage regressions
results

The results reported in Table 5 show that IPOs that ehtmosade in the when-issued
market, and those that do not, are subjecttselecton bias. This is reflected in the
statistically significantcorrection terms A(P1) and A(P2) for the sub-sample that traded and
that did not trade on the when-issued market. However, tere of sample selection is
stronger for IPOs that did not trade on when-issued markehd¥, we find that companies
that are large and have low botzkmarket ratios (higher growth opportunities) are likely to
choose higher offer price¥ounger firms and firms that are underwritten by high reputati

underwriters also choose higher offer prices.

TABLE 5 HERE

The results reported in Tables 4 and 5 could be driven byit®yncrasies of firms
going public in the 1996-2000 period. This is because the distniboti our sample IPOs
without a WI markeis heavily skewed to the dot com bubble and the bubble run-up period
(194 out of 229 IPOs did not trade on the WI market during this petitmyever, IPOs with
a WI market are skewed to the post-2001 period (151 out of 197 tla@e=d on the WI
market during this periodWe address this issue by partitioning our sample and running our
regressions using the post-2001 IPOs sample only. Overall, sultsreemain qualitatively
unchanged®

We use the coefficients in Table 5 to estimate whabffe price would have been
had the alternative choice (to have a when-issued markebt) been made. ¥/then

compare these forecasts with the actual offer priths.results are reported in Table 6. For

10 We are grateful to the referee for suggesting this Restults are not reported in the papet,dre available
from the authors on request.
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the IPOs that trade in the when-issued market, the meaal atfer price is £3.75 but would
have been 26% lower (£2.765) if the company had decided nat $0.dThis suggests that
the decision to trade in the when-issued market doeg dfffecsetting of the offer pricén
other words, IPO firms that choose to trade in the wikerd market tend to extract a ‘rent’
from their investors through higher issue prices

For the IPOs thatid not trade on the when-issued market, the average offervpasce
£1.71 but would have been £2.473 (44.Gigher) if they had traded oib. This finding
sharply contrasts witthe US SEC’s argument that a grey market may result in lower offer
prices. However, this comparison should be interpreted caitition given the difference in

institutional settings between the US and UK markets.

TABLE 6 HERE

5.4. Volume on thefirst day of trading

The results reported in Table 3 show that the volumie first day of trading for the
sample of IPOs that chose to trade in the when-issued maalsedlmost three times that of
the sub-sample that did not trade on the when-issued mérlkaddition, the figures show
significant differelce between the size (using total assets) of the firmseinwb sub-samples
(the when-issued sample firms being far larger than tie)of herefore one nay argue that
the difference in the volume of trading could be tluéhe difference in the average size of
the firms in the two samples of IPOs, and consequemlythe when-issued market does not
have any effect on volume. In order to address this, weamudLS regression in which the
dependent variable is the trading volume (expressed peraentage of the outstanding
shares) on the first day of tradiye control for a number of variables, including the size of
the firm (total assejsand a dummy variable takirvalue of one for IPOs that traded on the

when-issued market and zero otherwise.
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The results reported in Table 7 show that the when-issued duvamgble is
statistically significant at the 5% level, after catitng for company-specific factors
(secondary shares offered in the IPO, the inverse efofifer price, age, size, growth
prospects and industry), underwriter reputation and market taorgli The volume on the
first day of trading is approximately 10% higher for compamigh a when-issued market
than for those without. This suggests that the large difteréetween the trading volumes of
the two sub-samples cannot be fully explained just by ffferehce in the IPO firms
characteristics, market conditions or ti@lerwriter’s reputation. Indeed, the when-issued

market plays an important role in enhancing the disgts trading volume.

TABLE 7 HERE

5.5. Informational accuracy of the when-issued market

In our final piece of analysis we test the informatioaeturacy of the UK when-
issued market prices following the approach used by Lofflesl. e€2005) We compute
pricing errors to examine whether conditional trading griaee unbiased predictors of the
closing prices on the first day of unconditional trgdihable 8 reports the pricing errors for
the whole sample of IPOs with a when-issued market (Pgnen over/fairly priced sub-
sample (Panel B) and an underpriced sub-sample (BEan€he figures in Panel A show that
the mean pricing errors during the when-issued market arb touer than the offer price
error. For instance, the mearigimg error on the first day of the when-issued period is jus
under one percent (0.977%), whereas the mean offer praxei€much higher (11.33%) and
the difference in means is statistically significamtthe 1% level. In addition, the mean
pricing errors within the when-issued period fall significarfittym the first to the last day of
trading (0.977% vs. 0.407%). The pricing error on the lastadaye conditional trading

period is only 0.407%. This implies that the price on thiedag of the when-issued period is
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almost equal to that on the first day of unconditioredliitng. The decline in the pricing error
during the when-issued market period demonstrates that priccygaagy improves as we
approach the first day of the unconditional peridkis is also true for the overpriced (Panel
B) and underpriced (Panel C) IPOs. This improvement inngriaccuracy may be due to two
reasons: Firsdivergence of opinion about the true value of the IPO fimag narrow during
the when-issued market period and this should lead to a preergenceSecondas argued
by Loffler et al. (2005), any private information that ingional investors might have would
gradually be incorporated into the when-issued prices.

The above results indicate that the when-issued pricess@nificantly more
informative than the IPO offer prices and are good proxieshe closing prices on the first
day of unconditional trading. The when-issued errordergirice error and standard
deviations of the errors for the UK when-issued-marl®d are much lower than those
reported by Loffler et al. (2005) for the German grey-marR&d. Our findings imply that
the informational accuracy of the UK when-issued maikdtetter than that of Germany.
One potential explanation for this is that German inwestan only observe bid and ask
guotes and not the actual when-issued transaction priceshescase in the UK. This is due
to the fact that German offer prices are set on thedmgiof the grey market whereas in the
UK they are finalised just before the start of trading enithen-issued market. This may also
explain the fact that investors who buy German IPO sltargsg the grey-market period and
sell them on the first day of unconditional tradingudy on average, incur losses as the
German grey-market quotes are significantly higher tharit$teday unconditional market
prices (Loffler et al., 2005, Dorn, 2009). However, this is thet case for the UK when-
issued IPOswhose when-issued prices are, on average significantly different from the

first-day unconditional market pes

[TABLE 8 HERE]
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As a further test of the accuracy of the when-issued pngesregress the market
prices on the first day of unconditional trading on pinees on the first day of the when-
issued market. The results are reported in Table 9 and thlad when-issued prices are better
proxies for the closing prices on the first day of uncoowdal trading than the offer prices
(Panel A). This evidence is consistent even aftattisgl the sample into over/fairly priced
(Panel B) or underpriced (Panel C) observativvs also test whether the when-issued prices
and the offer prices are unbiased estimators of thenglasarket prices on the first day of
unconditional tradingthe ‘true price’) using the Mincer-Zarnowitz test for unbiasedness. We
find when-issued prices fiee unbiased estimators of the ‘true price’. This is in contrast to
Loffler et al’s (2005) results, according to which the first-day price and tidpomt range
of the prices across the German grey-market trading pare@dot unbiased predictors of the

closing price on the first day of unconditional trading.

[TABLE 9 HERE]

Overall, the results reported in Tables 8 and 9 suggest thieatinformational
asymmetries thamay exist for UK IPO firms during the subscription period banowered
significantly by opting to trade on the when-issued marketrefbiee, any informational
disadvantage that uninformed (usually retail) investors n@e hs substantially reduced
through the when-issued market pricélhis is consistent with Loffler et &. (2005)

suggestion that the wheassued market can alleviate the winner’s curse problem.

Finally we investigate whetherhigher offer price isan outcome of a firm’s decision
to trade on the grey market oterely a reflection of the firm’s characteristics at the time of
listing. We use propensity score matching, to match each irRCtHat choges to trade in

grey market with non-grey market IPOs by age, size anchdacp proceeds at the time of
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listing. Results are reported in Table 10. It is evidentnfi®anel A of the table that grey
market IPOs are similar to their matched non-grey marketteqarts in terms of age, size
and secondary proceeds. Interestingly, the mean (£3.7&2/53) and median (£2.648 vs.
2.137) offer price of the grey market IP@sigher than those IPOs choosing not to trade on
this market (Panel B). This suggests thatgher offer price is driven by the grey market and
not merely by the characteristics of the IPO firms. tera& decision to trade on the grey
market adds value to the offer price of the IPO firmsnadgas of the firm characteristics at

the time of listing

[TABLE 10 HERE]

6. Conclusion

We examine why some UK IPO firms choose to trade on the-vgserd market. We
focus on (i) the types of IPO firms that are likely tade on the when-issued market, (ii)
whether or not the decision of an IPO firm to have a whsted market affects the setting of
its offer price, and (iii) the benefits of trading on thken-issued markeWe find that firms
that are larger, less risky, have higher future growthodppities are underwritten by
reputable underwriters and for which insiders sell a smallgroption of their shares in the
offering are more likely to trade on the when-issued maike. offer price for firms that
choose to trade on the when-issued market is on averag&ighbét than it would have been
had these companies chosen not to tradie. drhis suggests that the decision to trade on the
when-issued market is related to the setting of the offee gar the issueThe evidence is
robust using propensity score matching where when-issued IB@sasched with their non-
grey market counterparté/e interpret this higher offer jge as a ‘rent’ that investors pay to

acquire shares of better-quality firms that usually t@uéhe when-issued market
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Additional benefits of choosing to trade on the UK whenasgsmarket include higher
trading volumes and better price accuracy. For compani¢strdde in the when-issued
market, the volume of trading is approximately 10% highan tlor companies that do not.
Thetrading prices in the UK when-issued market appear to be mfarmative for investors
than those in continental European grey markets suGleasanys.

Overall, our results suggest that there are tangible ieonétthoosing to trade on the
UK when-issued markefhese benefits accrue to both the issuing firms and plo¢dntial
investors. More and more IPO firms seem to be recognising thesefits and choosirtg
trade on this market. IPO investors benefit from trgdimsuch market through acquisition of
shares in a better quality firmall in all, LSE’s objectives of providing a when-issued

market in the UK are by and large being achieved.
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Figure 1. Timeline of when-issued trading in the UK
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Table 1: Regulatory differencesin the when-issued market trading in the

UK (LSE) and Germany (FSE)

LSE

FSE

Conditional trading takes N
0
place over-the-counter
Usually the last day before
End of subscription period  when-issued trading
commences

Setting of the offer price Before when-issued trading
commences
. Before when-issued trading
Allocation of shares commences
After the allocation of shares
is complete and the offer
price has been announced

Commencement of when-
issued dealing

Number of days conditional

dealing lasts Approximately 3 days

Yes

Usually the last day of the
when-issued market

Last day of the when-issued
market

Last day of the when-issued
market

Usually when the price rang
is announced

Approximately 5 to 7 days
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Table 2: IPOswith and without when-issued (WI) markets

For the period 1996-2017(June), this table shows the gplitslen IPOs that had a when-issued ma

and those that did not.

Period IPOs with IPOs without Total % of IPOs with a
a WI market a WI market WI market
1996- 2000 35 194 229 15.28
2001 2005 34 15 49 71.40
2006- 2010 48 19 67 71.60
2011- 2017 (June) 71 16 87 81.60
Total 188 244 432 4351
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Table 3: Comparison between |POstrading on the when-issued (WI) market and those

that do not

Panel A reports information for the IPOs that trade on the whametgWI) market while Panel B repor
information for both groups of firms and for the whelmple. WI stands for when-issued. W days is
number of days for which the WI period lasts. Rétday W) is the return on the first day of the whenésk
market and is calculated as (closing price on fhddly of the WI market issue price)/issue prigeVvol (1st
day W) is the volume on the first day of the WI marlét. Volume is the average volume in the WI mark
excluding that on the first day of the WI market. W-bsk spd 1 is the percentage bid-ask spread during
WI period and is calculated using the formula (ask pribéd price)/ask price. Wid-askspd 2 is the relative
bid-ask spread during the WI period. Age is the number okyfeam incorporation to flotation date. Inverse
Price is the inverse of the offer price and is catedlas (1/offer price). Price (£) is the issue price. iRel
(1st uncond.) is the return on the first day of unconditiaaaliig and is calculated as (closing price on ffie
day of unconditional trading issue price)/issue price. TA(million £) is the total &s$er the year prior to th
IPO, expressed in million £. Size of Syndicate is the numbéawks in the syndicate that underwrites
offer. Commission (% GP) is the money paid to the syndifmteselling the IPO shares, expressed a
percentage of the GP. Reputation 1 @wfer to the reputation of the underwriter based on the auwib
IPOs it advised and the gross proceeds it raised durintgithgears before the IPO took place, expressed
percentage of the total number of IPOs advised on arss groceeds raised in the entire market during tl
two years. Volume is calculated as volume of number afeshtraded/outstanding shares. Av.\ol (20 day:
the average volume during the 20 days of unconditional gadircluding that on the first day of unconditior
trading. Averageid-askspread 1 and 2 refer to the percentage and relative bibeeskds respectively durin
the first month, excluding the first day, of unconditiotrating Secondary is the percentage of gross proce
raised from the selling of existing shares in the IPO andalculated as gross proceeds from exis
shares/total gross proceeds. Ret FTSE refers tetbn on the FTSE All-Share Index during the two-mo
period ending ten days before the first day of trading.Pk8E is the volatility of the FTSE All-Share Ind¢
over the two-month period ending two days before the dingt of trading. N is the number of IPOs. ***, *
and * indicate statistical significance at 1%, 5% and 1@ftifstance levels respectively.

IPOs with WI Market  IPOs with no WI All IPOs Difference Diff?;ence
(N = 188) Market (N = 244) (N =432) in Means Medians
Mean Median| Mean Median | Mean Median| p-value p-value
Panel A
WI Days 3.57 3.09
Ret (B! day WI, %) 13.26  6.58
Vol (1st day WI, %) 20.65 11.42
Av. Volume (%) 3.01 1.81
WI bid-ask spd 1%) 1.77 1.08
WI bid-ask spd 2 (%) 1.74 1.12
Panel B
Age (years) 5.86 2.21 7.55 3.36 6.77 2.58 0.08* 0.06*
Inverse of Price 0.45 0.46 0.94 0.73 0.80 0.66 0.03** 0.00***
Price (£) 3.75 2.62 1.71 1.48 2.39 1.90 0.00*** 0.00***
Ret (1st uncond %  15.00 8.41 1826 11.78 16.82 9.50 0.19 0.00***
TA (million £) 1234.18 266.06 38.08 14.45 390.71 27.50  0.00*** 0.00***

Size of Syndicate 4.72 4.10 1.53 1.04 2.45 2.17 0.00*** 0.00***

Com’sion (% GP) 3.47 3.21 221 1.82 2.55 2.44 0.00*** 0.00***
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Table 3 continues

Reputation 1 (%)
Reputation 2 (%)

Volume (%)
Av. Vol. (20 days, %)

bid-ask spd 1 (%)
bid-ask spd 2 (%)
Secondary%)
Ret FTSE (%)
Vol FTSE (%)

5.64
9.01

1.77
0.80

2.03
2.04
31.72
1.24
0.82

4.48
4.75

1.02
0.49

1.52
1.53
21.08

1.45
0.74

2.54
3.82

7.45
0.49

3.24
3.60
37.11

2.30
0.80

2.35
2.02

6.11
0.48

2.70
2.61
34.44

2.34
0.73

3.34
4.54

5.64
0.58

291
3.26
36.36

1.92
0.81

2.68
0.87

2.66
0.50

2.42
2.44
33.24

1.92
0.74

0.00***
0.00***

0.02**
0.00***

0.00***
0.03**
0.23

0.03**
0.35

0.00***
0.00***

0.03**
0.00***

0.00%**
0.00%**
0.14
0.04*
0.20
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Table 4: First stage multinomial regression.

The dependent variable takesalue of one if the IPO traded in when-issued magealue of 2if the IPO
is placing and zero otherwise. Dummy_(Technology) is anayivariable that takesvalue of one if the IPC
is from a technology company and zero otherwise. fleovariables are as defined in Table 3. N &
number of observations. Year dummies are included imetpeessions but are not reported. We use ro
standard errors in our analysis. ***, ** and * indicate statmtisignificance at the 1%, 5% and 1(

significance levels respectively.

Model 1 (outcome=1)

Model 2 (outcome=2)

Variables coeff. p-value coeff. p-value
Intercept -4, 255+ 0.000 -4.835%** 0.000
Inv_Price -0.030* 0.096 -0.027* 0.082
TA 0.493+ 0.011 0.209* 0.022
Secondary -0.090* 0.058 -0.562* 0.094
Underwriter_Rep. (GP) 0.057* 0.053 0.023* 0.063
Age 0.175 0.234 0.403 0.538
Ret_(FTSE All-Share Index) -0.033 0.656 -0.009 0.412
Vol_(FTSE All-Share Index) 0.276 0.772 0.573 0.785
Dummy_(Technology) 0.203 0.665 0.743 0.177
Yearly Dummies Yes Yes

Pseudo R-square (%) 28%

N 432
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Table 5: Second-stage regression estimates of the offer price.

The dependent variable is the natural logarithm of (1+ offexepriBook to Market is the book valt

divided by the market value of equiti(P1) and M(P2) are the first and second order polynorr
approximations using the Dahl (2002) method estimated frast ftage multinomial regressio
Book to_Market is the book value divided by the market value ofyecll other variables are as define
in Table 3. N is the number of observations. Year digsmare included in the regressions but are
reported. We use robust standard errors in our analysis. **né#**andicate statistical significance at tt
1%, 5% and 10% significance levels respectively.

IPOs with when-issued

IPOs without when-issuel

markets markets

coeff. p-value coeff. p-value
Intercept 1.638+++ 0.001 1.275%* 0.000
TA 0.649%+* 0.000 0.016%*+ 0.099
Book_to_Market -0.167*** 0.001 -0.152%* 0.000
Age -0.208%** 0.003 -0.140%*+ 0.000
Dummy_(Technology) 0.552+ 0.021 0.027 0.614
VoI_(FTSE All-Share Index) 0.338 0.129 -0.266*** 0.000
Underwriter_Rep. (GP) 0.059%*+ 0.004 0.005%* 0.000
Secondary 0.284 0.181 0.312%* 0.000
MP1) -0.380%** 0.005 -0.107%*+ 0.000
MP2) -0.012 0.989 0.243%++ 0.000
Yearly Dummies Yes Yes
R-square (%) 17.5% 13%
N 188 244
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Table 6: Comparison between the actual and estimated offer prices

The table compares the average actual offer price (B)tht estimated price had the company choser
other alternative (to have or not have a when-issued matketj* and * indicate statistical significance

at the 1%, 5% and 10% significance levels respectively.

Average offer price for the 188 IPOs that lza(
when-issued market

Average offer price for the 244 IPOs that d|
not have a when-issued market

Estimated offer

Estimated offer

Actual price if the Difference in = Actual price if the Difference in
offer company had not Means/Medians offer company had hac Means/Medians
price  had a when-issued (p-value) price a when-issued (p-value)

market market
Mean  3.75 2.765 0.022+* 1.710 2.473 0.01p*
Median 2.62 2.122 0.042* 1.48 1.976 0.016*
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Table 7: Impact of when-issued market on trading volume

This table reports the results of an OLS regressiamhich the dependent variable is the volume on
first day of trading and is calculated as (volume onfitet day of trading/outstanding shares). /
variables are as defined as in Table 3. N is the nuofh#yservations. Year dummies are included in
regressions but are not reported. We use robust standard errour analysis. ***, ** and * indicate
statistical significance at the 1%, 5% and 10% signitiedavels respectively.

Dependent Variable: Volume

coeff. p-value
Intercept 0.131~ 0.011
Dummy_(WI) 0.097* 0.010
Secondary 0.044 0.169
Inv_Price 0.010** 0.001
Age -0.023** 0.038
TA 0.002* 0.058
Book_to_Market -0.011%* 0.002
Dummy_(Technology) 0.017 0.609
Underwriter_Rep. (GP) 0.003* 0.023
Return_(FTSE All-Share Index) 0.002 0.540
Volatility (FTSE All-Share Index) -0.056 0.227
Yearly Dummies Yes
R-square (%) 17.1%
N 432
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Table 8: Accuracy of the when-issued market pricesversusthe offer price

This table reports the pricing errors in the when-issuadket prices and the offer price relative to 1
closing price on the first day of unconditional tradind.afénds for when-issued. The errors are calcul:
based on the following formulas: Error from first daytime W = (closing price on first day c
unconditional trading- first-day closing price in the WI)ffirst-day closing @iin the WI. Error from
midpoint day in the WI = (closing price on the first dayuafconditional trading- midpoint-day closing
price in the WI)/midpoint-day closing price in the WI. Error fréamst day in the WI = (closing price on tt
first day of unconditional trading last-day closing price in the WI)/last-day closing eriic the WI. Error
from offer price = (closing price on the first day of unconditional tradingffer price)/offer price. The
difference in means looks at whether each of the mean isheed price errors is significantly differe
from the offer price error. All means and standard devia{{8d3 are in percentages. Panel A includes
the IPOs that had when-issued dealing. Panel B includestordg IPOs that had overpricing or a zt
return on the first day of unconditional trading. Panel duafes only those IPOs that had underpricing
the first day of unconditional trading. N is the numleériPOs. * ** and *** indicate statistical
significance at 10%, 5% and 1% respectively.

When-Issued Price Errors Offer Price Error Difference in
Means
Sd Mean p- Sd
0 - -
Mean (%) p-value (%) (%) value (%) p-value
Panel A: All IPOs
First day in the WI 0.977 0.140 7.568 0.00***
Midpoint day in the 0.00%**
wi 0.596 0.313 6.153 '
Last day in the WI 0.407 0.307 3.950 0.00***
Offer price 11.33**  0.00 22
N 188
Panel B: Overpried and zero-return IPOs
First day in the WI -2 979+ 0.022 7571 0.101
Midpoint day in the O
Wi -0.874 0.202 4521
Last day in the WI -0.950  0.165 3.349 o
Offer price -3.39%** 0 4.98
N 57
Panel C: Underpriced IPOs

Firstday inthe Wl 2 399~ 0.000  6.439 o
Midpoint day in the O
Wi 1.142* 0.094 6.500
Last day in the WI 0.418 0.200 2.755 o
Offer price 15.25%** 0 23.25
N 131
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Table 9: When-issued market prices as unbiased estimates of the closing price on

thefirst day of unconditional trading
This table reports the results of the Mincer-Zarnowésgt for unbiasedness. We run the followi
regressionPCP = a + SPWIi + ¢i. PCP is the true price and here is proxied by the closiicg pri the
first day of unconditional trading. PWIi refers to eamhthe when-issued market prices or the o
price. Unbiasdhess would lead to a = 0 afid= 1. We use the Wald test for the joint null hypothe
Ho: a = 0 angb = 1 and the p-values are reported in the last column pfteues for the individua
coefficients are reported in parentheses. We make use of sibogtard errors. WI stands for whe
issued. Panel A includes all the IPOs that had when-issegithg. Panel B includes only those IP
that had overpricing or a zero return on the first day obuditional trading. Panel C includes on
those IPOs that had underpricing on the first day of untiondl trading. N is the number of IPOs. **
** and * indicate statistical significance at the 1%, 586 40% significance levels respectively.

constant coeff. R square p-value for Ho:
constant=0; coeff.=1
Panel A: All IPOs

First-day price in WI 0.714 1.081*** 0.991 0.779
(0.775) (0.000)

Midpoint-day price in WI 0.891 0.899** 0.986 0.853
(0.697) (0.000)

Last-day price in WI -4.466 1.022%+* 0.997 0.469
(0.441) (0.000)

Offer price 0.384 1.059*** 0.988 0.051*
(0.772) (0.000)

N 188

Panel B: Overpriced and zero-return IPOs

First-day price in WI 0.138 1.065*+* 0.995 0.449
(0.889) (0.000)

Midpoint-day price in WI 0.599 1.029*** 0.982 0.585
(0.661) (0.000)

Last-day price in WI 3.025 0.883*** 0.985 0.620
(0.148) (0.000)

Offer price 1.301 1.002*** 0.985 0.052*
(0.402) (0.000)

N 57

Panel C: Underpriced IPOs

First-day price in WI 0.221 1.027%+ 0.996 0.442
(0.441) (0.000)

Midpoint-day price in WI 0.320 0.898*** 0.981 0.230
(0.355) (0.000)

Last-day price in WI -0.078 1.001*** 0.997 0.428
(0.88%) (0.000)

Offer price 0.179 0.898** 0.998 0.062*
(0.4) (0.000)

N 131
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Table 10: Propensity score matching

This table shows the results of propensity score majctitach IPO firm that chees to trade on the grey
market is matched with non-grey market IPOs by age, asidesecondary shares offdrat the time of 1PO.
Panel A shows grey market IPQsharacteristics and matched sample, while Panel B stiensffer price for
grey market IPOs and that of matched non-grey market 1R@s.is the number of years from incorporation to
flotation. Size is the total assets of the firm the year prothie IPO Secondary is the percentage of gross
proceeds raised from the selling of existing shares imR@eand is calculated as gross proceeds from existing
shares/total gross procee@ffer price is the offer price at the time of listing*, ** and * indicate statistical
significance at the 1%, 5% and 10% significance le\edpectively.

Univariate analysis Grey Market M atched sample
Panel A Mean Median Mean Median
Age 5.606 3.172 4.821 3.063
Size (m) 1256 245 1147 257
Secondary proceeds (%) 22.618 16.661 22.608 17.669
N 91 84

Panel B

Offer price 3.788 2.648 2.530* 2.137*
No of obs. 91 84
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