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The bookbuilding theory suggests that bookbuilding is a process that
underwriters use to collect investor demand for shares to achieve efficient price
discovery. Empirical research has shown that underwriters have extensively made
use of the information acquired during this process for pricing. In Taiwan, it has
become a common practice since 2004 that IPO shares are underwritten by the
dual-tranche of bookbuilding and public subscription. Drawing on a sample of 69
IPO’s bookbuilding cases in Taiwan between May 2004 and May 2007, this paper
investigates the effects of information content of IPO order book on issue price
setting as well as its relation to aftermarket returns. Empirical results indicate that
underwriters in Taiwan set issue prices mainly based on the price information
contained in the order book. Issue prices are positively adjusted in relation to the
average limit price. Oversubscription in the bookbuilding tranche is a relatively
secondary factor considered in the setting of issue prices. As compensation for
providing information, the level of oversubscription in the bookbuilding tranche is
negatively correlated with issue prices. Besides, underwriters pay more attention to
the information contained in the orders by institutional and large bidders. Among
the various pricing-related variables, oversubscription in the bookbuilding tranche
is the only one that can predict aftermarket returns. Finally, compared to foreign
investment banks, domestic underwriters rely less heavily on the information

contained in the order book when setting issue prices.
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