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Allocations in IPO Bookbuilding

Wei-Ju Chen

Department of Accounting Tamkang University

In Taiwan, it has become a common practice since 2004 that IPO shares are
sold mainly through bookbuilding. The key distinguishing feature of IPOs
conducted by bookbuilding, as opposed to auctions or public offers, is that the
underwriters have discretion over who receives allocations. However, there
remains very limit evidences on how this discretion is exercised. In this paper,
we study a unique data set that comprises the books of 69 IPO’s bookbuilding
issues in Taiwan between May 2004 and May 2007, to investigate the allocation
decision of the underwriters and tests theories about bookbuilding. Empirical
results indicate that underwriters favor limit bids by giving larger allocations and
profits. This finding is consistent with the information extraction theories. The
underwriters also favor small bids, which indicate the underwriters being
concerned about control issues. Institutional investors are favored with larger
allocations, but their profits do not seem to be higher than other investors’. This
finding supports the hypothesis that the underwriter uses his discretion to reward
investors who act as a form of insurance by buying shares both in good and bad
issues. In addition, the rationing sensitivities of limit bids and large bids are not
significantly different for institutional and retail investors. Finally, the discretion

is larger when IPOs is heavily oversubscribed.
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