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EVIEWS ANALYSIS : UNDERPRICING DETERMINANTS AND
EMPLICATIONS ON LONG-TERM UNDERPERFORMANCE
SHARES IPO ON INDONESIA STOCK EXCHANGE (BEI)

HAMILAH, MAKMURI AND GUSMIARNI

-
Abstract: This study aims to analyze factors that influence companies doing
Umderpricing at the moment, companies conduct IPOs in the stock market and its
impilications on Long-Term Underperformance in proxy with JCI on IPO shares
ix IDX. Analysis of phenomena. By using sample data onto IPO implementation
finr years 2006 until IPO 2011 with period of 5 year for every implementation of
PO, method done by using Sampling Purposive Method.

The first analysis based on the data onto companies conducting initial public
sifiering (IPO) in BEI during the period 2006 to 2011, underpricing average by 83
percent. The average initial return to companies underpricing during the IPO
dwrimg the period 2006 to 2011 average initial return to 31 percent, and the
Bighest in 2007 with Initial Return of 40 percent and the lowest occurred in 2011
by 20 percent. :

The second analysis shows that the average of the age variable of company, the
walive of cavitation, the volatility effect on the level of underpricing in the company

comducting Initial Public Offering (IPO). While the Company Size Variable, Interest
Rate and Rupiah Exchange Rate are not significant.

For the third analysis, the long-term performance of IHSG after firm IPO is
significantly influenced by the Company’s Age variables, Capitalization Value,
Volatility, Interest Rate, and Rupiah Exchange Rate, while the variables in
Company Size influence is not significant. This study reinforces the asymmetric
mformation theory of underpricing phenomena, due to information asymmetry
between underwriters and firms. Differences in information are supported by agency
theory and signal theory, whereby information published as an announcement will
provide a signal to investors in making investment decisions.

Introduction

The implementation of IPO in Indonesia has only started since the 1980s. Until the
end of 1990 there were 74 companies listed in stock exchange. In the year 1991 up
%o the beginning of 2011 there has been a very rapid growth of the implementation
of Initial Public Offering (IPO) in the capital market, which became 473 companies
with a capitalization of Rp.2.860,82 trillion. However, the privatization process of
$iate-owned enterprises is still very small. Of 141 state-owned enterprises consisting
of 18 new sectors there are 18 companies that has done IPO in the period 1991-

211, which started with the company Semen Gresik and the last company Garuda
Indonesia.

Keywords: Underpricing, Long-Term Underperformance
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The process of Initial Public Offering (IPO), Go Pul.ic or often referred to as -
the initial public offering is a stock offering activity conducted by the company tq
the public (public). By offering shares to the public, the company will be listed on
the stock to become a public / open company.

In the process of selling the first stock of a company to a general investor is
called an IPO. According to Law no.8 of 1995 concerning capital market, public
offering is a security offering activity undertaken by issuers to sell securities to the
public based of the procedures set forth in the capital market law and its
implementation regulations. Companies that conduct public offering of shares, their -
shares must be able to transacted on the stock so that investors can resell or buy if
they can not during the IPO. The issued shares have a price known as an initial
public offering (IPO) is an important factor of both the issuer and the underwriter
as it relates to the amount of funds to be earned by the issuer and the risk that the
underwriter will bear. The amount of funds received by the issuer is a correlation
between the number of shares offered at the price per share, so the higher the price
per share then the funds received will be greater.

Initial Public Offering (IPO) Initial Public Offering (IPO) Initial Public Offering
(IPO) Initial Public Offering (IPO) is lower than the stock market price in the
secondary market on the first day, there will be a low-price phenomenon in the
initial offer, called Underpricing. On the other hand, if the current price of Initial
Public Offering (IPO) arew higher than the stock price on the secondary market on
the first day, then this phenomenon is called Overpricing (Hanafi, 2004). Research
conducted by Aggrawal et al, (1993) concluded that underpricing phenomenon
occurs to the time of Initial Public Offering (IPO). Another phenomenon is the
long-term negative return and the existence of cycles in terms of underpricing and
volume of companies conducting Initial Public Offering (IPO), known as the three
anomaly Initial Public Offering (IPO). Underpricing has become a common
phenomenon in the initial public offering in various capital markets around the
world (Lounghran et al., 1994), Underpricing is, after all, an indirect cost of an
Initial Public Offering (IPO).

According to Beatty (1989), underpricing conditions has different effects of
companies and investors. Companies will not benefit if there is underpricing, because
the funds obtained from go public are not maximum. In the event of Overpricing,
investors will lose money because they do not receive the initial return to the
shareholder’s profit because of the difference in stock prices purchased in the initial
market at the IPO with the selling price in question on the first day on the secondary
market. The phenomenon of underpricing and overpricing occurs to the capital
markets of various countries. Among the United States, Britain, Australia, South
Africa, China, Malaysia and Indonesia. Underpricing is one of the most common
phenomena in the implementation of Initial Public Offering (IPO). The second
anomaly are Long Term Underperformance, which is where in the long run, the
performance of IPO shares has poor performance. This condition causes Cummulative
Abnormal Return (CAR) of IPO shares to form up and down pattern. This shows
that the price that occurs to the beginning of the secondary market is not the stock
price in accordance with the value of the company (fair price). In the long run,
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imitizl returns due to underpricing are eliminated because of long-term
([ Sembel. 1996).
iz Indlomesia underpricing phenomenon has also been done as shown in table 1

Table 1

Underpricing phenomenon in Indonesia

| T ] Sample Time Underpricing (%)
Mwibaae. wonet o e 1 131 1994-2001 38,0
o wnt Nicma® 90 1994-2000 50
Mo, Swiiasmman . Sembel 92 1999-2005 59,4
mmrtedf,  Sjpceddin 96 1993-1997 12,1
W, Cremmars W 300 1990-2001 21,3
Bt - 28 2000-2006 34,9
Shdivrim, Fsber 4 1998-2003 82,0
Wi, A vy 67 2000-2006 28,3
Phoememittie | 20113) 98 2008-2012 - 87,00

I and Yasa (2013) 169 2000-2011 43,90
Wiy i Barto (2013). 71 ©2007-2011 37,15
i, e (2015) 150 2007-2012 - 25,30
Swgu s Saryana (2016) 57 2010-2013 35,28

Literature Review

‘The existing underpricing theories so far none has dared to explicitly declare better
% explaining underpricing phenomena. Most of the existing theories set out from
W existence of information inequality (information asymmetric) in the vicinity of
Smitial Public Offering (IPO).

Bestty (1989) explains that underpricing or positive initial return in the primary
mucket is due to the existence of information asymmetry (ex-ante Uncertainty)
#iat s price uncertainty in the future. Information asymmetry can occur if the
amwestior does not have accurate information on information owned by the investor.

The study of the phenomenon of underpricing in the IPO was first performed
Sy the US Securities and Exchange Commission (SEC) in 1963. More than 10 years
lstiex, Ibbotson and Jaffe (1975) conducted the same study in the United States
amd obtained results that the initial average return obtained by investors when
Suyimg shares through IPO mechanism is 16.83%.

The occurrence of under-pricing phenomena in stock trading the first day
afier the IPO on the Indonesian stock exchange in the period 1989-1994 was
alliegedly caused by: (i) government interference in stock exchanges, (ii) the state
of the Indonesian capital market experienced a boom in 1989 and 1990 with the
smmber of issuers as many as 67 companies that conduct initial publication. This
# oomsidered consistent with the phenomena occurring in neighboring countries

wiere under-pricing phenomena in the 1990s were lower than those of the late
L0s.
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Qeveral factors are expected to affect underpricing and long-term under. .
employment ie Company Age, Company Size, Capitalization Value, Volatility
Interest Rate and Exchange Rate in Exchange Rate (3). ’

The longer operating age of the company makes it possible to provide a wide;
and more public information publication than the newly established company. The
longer the life of the company, the more information the community can acquire
(Nurhidayati and Indriantoro, 1998) thereby reducing information asymmetry anq
minimizing uncertainty of the future. Rosyati and Sabeni (2002) said that the
conpany’s age had a negative and significant effect on underpricing while Ghozalj
and Mansur (2002) did not show significant influence. Similar research in Indonesia
among others, conducted by Trisnawati (1998) who conducted research on th(:,
Jakarta Stock Exchange by taking data onto 1994 to 1995 successfully proves that
the age of the company has a positive and significant effect on initial return.

Company size can also be used as a measure of uncertainty, because large-scale
firms are generally better known so that the information is certainly more than
small firms, if there is much information known to the public then the level of
uncertainty can be reduced so that the investment decision is right. It is estimated
that large-scale companies have lower levels of underpricing than small-scale
enterprises. This is in accordance with the research of Kim et. al. (1993) showing
the influence of negative and significant firm size of underpricing, which means the
larger the size to the company the smaller the level of underpricingnya the smaller
the smaller the size of the company the greater the level of underpricing. Companies
with larger sizes tend to contain fewer Uncertainties, such companies will experience
a lower initial return. The greater the Uncertainty of the company, the greater the
average initial return, large-scale companies tends not to be affected by market
conditions but rather affect the market conditions (Retnowati, 2013).

Volatility is the amount of distance between the fluctuation of the stock price
or the price of the stock or foreign currency. High volatility means the price rises
rapidly and then suddenly drops in rapidly resulting in a huge difference between
the lowest and the highest prices in time, the small volatility also changeable bias
there is clock hours where volatility slows volatility bias is aimed at the number of
certain pips or absolute numbers. Volatility means the conditional variance between
an asset. Volatility analysis is useful in portfolio formation, risk management and
price formation, volatility is also used in predicting risk, volatility prediction has
an important influence in investment decision making, Volatility modeling is
Autoregressive Conditional Heteroskedatisitas (ARCH) permitted by Engle (1982)
and used in measuring the financial risks and behavior of the mining sector, where
the result is that the volatility of mining stock returns has a reliance on time. And
ARCH can be detected if the large number of samples and Generalized Autoregressive
Conditional Heteroskedasticity (GARCH) developed by Bollerslev in 1986 became
the method commonly used in financial analysis including stock return and volatility.

The capitalization of shares or other terms of market capitalization is a business
term that points to the overall price of a company’s stock that is a price to pay for
all shares of the company. The magnitude and growth of a company’s market
capitalization is often an important measure of the success or failure of an open
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gmmy. Capitalization is sometimes used as a synonym for market capltahzatlon
_L also be market capitalization and long-term debt. The stock market is a
siet fior general trading and related financial instruments (including stock options,
jme amd stock index estimates). According to (Robert, 1997) in Boeli (2008)
tlve market price multiplied by the number of shares in circulation will be in
g murk=t value or so-called Market Capitalization.

The interest rate (BI Rate) based on the explanation given by Bank Indonesia
Jbigo.id), the BI rate is the policy rate reflecting the stance or stance of
sary policy stipulated by Bank Indonesia and announced to the public, BI
& smmounced by the Board of Governors of Bank Indonesia, and implemented
i -hrv operations conducted by Bank Indonesia through the management of

fity in the money market to achieve the operational targets of monetary
! The operational objectives of monetary policy are reflected on the development
' mierbank money market interest rates. While inflation according to Samuelson
01 that inflation as a condition where there is an increase in general prices,
# goods, services and factors of production. This definition indicates the

ing of purchasing power followed by the declining real value of a country’s

The exchange rate is the price of a currency of a state that is measured or
| statied im another currency. Exchange rate plays an important role in spending
fieisions, because exchange rate allows us to translate prices from different countries
i the same language. If all other conditions remain, the depreciation of a country’s
urmemey against all other currencies (the increase in foreign exchange prices for
| e country concerned) causes its exports to be cheaper and its imports more
sspensive. While appreciation (decline in foreign exchange prices in the country
mmeerned) makes its exports more expensive and imports cheaper.

Exchange rate is very important to the foreign exchange market (foreign

¥ ewhange market). Although foreign exchange trading takes place in various financial

. esmfiers spread across the globe, modern telecom technology has linked them into a

. smgle market chain that operates 24 hours daily. One important category of foreign

echange trading is forward trading, in which some parties agree to exchange

~ ouwrremcy in the future of the basis of the exchange rate they have agreed upon.

 Whereas other categories, ie spot trading (spot trading) directly execute the exchange
il is wsually for urgent or practical purposes).

Since the exchange rate is the relative price of the two.sets, then the exchange
mute s considered to be the asset price itself. the basic principle of asset pricing is
st the current asset value is determined by its estimated future purchasing power.
lin evaluating assets, investors always display the asset’s estimated value of return,
ar the rate of increase in the value of investments embedded in the asset at later
Smes. The returns to deposits traded with the foreign exchange market are
dtermined by interest rate and estimated exchange rate changes.

Follow by the Journal of Indonesian Applied Economics vol 2 no.2 october
21 Written by Imam Mukhlis, the development of the current liberalism and
gabalization of the world has caused its own concerns for each State. To address
e dynamics that occurs every State formulates a framework of multi sector
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cooperation. On the other hand. it can also be explained that the existiue libemlism:
and globalization brings consequences of the economic fundamentals of each count E
The country’s lack of prosperity in maintaining the fundamentals of this econom)-’,
can have an impact on macroeconomic stability. One of the macroeconomic indicatoyg
that are tentative to external economic turmoil is the exchange rate of currency
(currency exchange rate). In this case the exchange rate reflects the strength of the
economy as a result of the penetration and effects of the global economy. The more
stable the exchange rate of a country’s currency against the currencies of othey -
countries, the more it shows the fundamental strength of the country’s economy, Iy 3
other words, the government (monetary authority) is able to conduct monetary ‘
policy and from the exchange rate of currency that can encourage economic ;
competitiveness of a country. The rise of the currency exchange rate in the money '
market (appreciation and depreciation) shows the magnitude of the volatility that -
occurs to the currency of a State with the currency of another Country (Chou,

©2000). Increasing volatility shows an increasing movement towards exchange rate
(appreciation / Depreciation of currency). This gives an overvalued overview and
undervalued exchange rate against other currencies of the State. When the exchange
rate is experiencing extreme volatility, then the economy will experience instability
both from the macro and micro.

Development of the following framework based on theoretical overview of some
previous research, the research paradigm can be described as follows:

Picture 1: Framework
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|

: The Effect of the Company’s Age on Underpricing of IPO
Shares

: The Influence of Company Size on Underpricing Shares IPO

: There is a positive effect of Capitalization Value on IPO Stock
Underpricing

: The Effect of Volatility on IPO Stock Underpricing

: There is an effect of Interest Rate on IPO Stock Underpricing

: The effect of the Rupiah Exchange Rate on Underpricing of
IPO Shares

: Influence of company age, company size, capitalization value,
volatility, interest rate and exchange rate of Rupiah to
underpricing IPO shares

: The Effect of the Company’s Age on Long Term
Underperformance

: Effect of Company Size on Long-Term Underperformance

: The Effect of Stock (‘apltallzatlon Value on Long-Term
Underperformance.

: Effect of Volatility on Long-Term Underperformance

: Effect of Interest Rate on Long-Term Underperformance

: Effect of Rupiah Exchange Rate on Long-Term
Underperformance

: The Influence of Underpricing of IPO Shares to Long-Term
Underperformance

: Influence of company age, company size, capitalization value,
volatility, interest rate and exchange rate of Rupiah to

underpricing IPO shares and its application to Long—Term
Underperformance.

Research Methods

Jn this dissertation is used a combination of descriptive and inferential methods
msime historical data onto a long period of time. Selection of a long period of time
s expected to provide a more accurate picture of the phenomenon of underpricing
s Jomg-term underperformance in the stock market of Indonesia.

Population of this research is Company which does go public since 2006 until
JN1 a2 Indonesia stock exchange (BEI).

Sample in detail is the Company of companies that have been doing IPO since
2006 mmtil the end of 2011 and up to now still listed in the Indonesian stock foam
UBEX). Companies that are still listed on the Stock Exchange but not available past
istia are not included in the unit research.

The data and information used is from Boomberg & Real Time Information
{BTT) information service providers, Indonesia Stock Exchange (BEI) website, OJK
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website, website of publicly listed companies, Bank Indonesia website (BI), Minist
of Finance website, TICMI website (The Indonesia Capital Market Institute)‘

Research Result

Data analysis of the company conducting initial public offering in 2011.

Description of Statistics

Table 1
Data Description: Initial Public Offering of 2011
AGE HSHM IHSG KAPT
Mean 14.23077 793.8077 4494.673 5372.014
Maximum 26.0 3750.000 5491.340 12642.93
Minimum 3.0 50.00000 3679.829 2198.465
Std. Dev. 7.017321 855.2656 514.1398 1832.762
Observations 65 65 65 65

Source: Data is processed using eviews 9.0

a)

b)

Table 1 shows that the data of 13 firms over the period 2011 to 2015

Of the 65 Company Age data (AGE), a minimum of 3 years and a maximum
value of 26 years. With an average of 14.23077 years and a standard deviation
from 7.017321 years.

Of 65 data Share prices (HSHM), minimum value of Rp 50.00 and maximum
value of Rp 3750,00. With an average of Rp 793.8077 and a standard deviation
from Rp 855.2656.

Of the 65 Composite Stock Price Index (IHSG), the minimum value of 3679,829
and the maximum value of 5491.340. With an average of 4494,673 and a standard
deviation from 514. 1398.

Of the 65-capitalization data (KAPT), the minimum value of 2198,465 billion
Rp and the maximum value of 12642.93 billion Rp. With an average of 5372.014
billion Rp and a standard deviation from 1832.762 billion Rp.

Table 1 (continued)
Data Description: Initial Public Offering of 2011

KURS RATE SIZE VOLA

Mean 10492.85 0.063423 13.03349 5.293417
Maximumn 12500.00 0.075000 26.01083 13.85237
Minimum 8523.000 0.006000 5.626433 2.128004
Std. Dev. 1354.623 0.018270 4.512825 2.076263
QObservations 65 65 65 65

Source: Data is processed using eviews 9.0

Table 1 (continued) shows that the data of 17 coinpanies over the period 2011

to 2015
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a) Of the 65 Exchange Rate data (KURS), a minimum value of Rp 8523.00
and a maximum value of Rp 12500.00. With an average of Rp 10492.85 -
and a standard deviation from Rp 1354.623.

b Of the 65 Interest Rate (RATE) data, the minimum value is 0.0060 and
the maximum value are 0.0750. With an average of 0.059618 and a standard
deviation from 0.063423.

¢} Of the 65 Company Size (SIZE) data, a minimum value of 5.626433 and a
maximum value of 26,01083. With an average of 13.03349 and a standard
deviation from 4.512825.

) Of the 65 Volatilization data (VOLA), a minimum value of 2.128004 billion
Rp and a maximum value of 13.85237 billion Rp. With an average of
5.293417 billion Rp and standard deviation of 2.076263 billion Rp.

Misdel Accuracy Test
@ Common Effect vs Fixed Effect

The chow-test test is used to determine which model will be selected in the
panel data regression model estimation, whether the common effect or fixed
effect model. This test is done by using statistical test of F or chi-square with
Eypothesis as follows:
Hoc Common effect model is better than fixed effect
Hi- Fixed effect model is better than common effect 7
If the value of F arithmetic (F-test) and chi-square test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted. This shows that the effect
model remains better than the common effect model in estimating panel data
regression. Conversely, if Ho is accepted and H! rejected, which means that the
common effect models is better than the fixed effect model in estimating panel
data regression.

. Fixed Effect vs Random Effect
The choice of which model is used between the fixed effect model or the random
effect model, the Hausman test is performed. (Hausman test). The hypothesis
in the Hausman test is as follows:

Ho : Random effect model is better than fixed effect

Hi : The fixed effect model is better than random effect

If the probability value (Prob) Chi-Square Hausman Test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted.

«. Common Effect vs Random Effect )
Determination of use of which model is used in panel data regression, whether
oommon effect model or random effect model through Lagrange Multiplier
{LM-test) Breusch-Pagan test. The hypothesis in this test is as follows:

Ho : The common effects model is better than the random effect

Hi : The random effect model is better than the common effect

I LM test> chi-squares with Alpha = a = 0.05 and df = 3, then Ho is rejected
and Hi is accepted. Based on the calculation of Breusch-Pagan LM test (BP)
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chi-squares table with a = 0.05, or the probability value of LM-test Breusch-
Pagan 0.0000 is smaller than a = 0.05, it can be concluded that the randony
effect model is better rather than the common effect model in eliminating the
influence of internal and external factors of underpricing and its implicationg
on the long-term underperformance of IPOs in Indonesia. Hypothesis tests
results as follows:

Table 2
Hypothesis Test Results Structure-1 Data 2011
Hypothesis Variable Influence on HSHM Decision
Coefficient Prob

H1 AGE -38,17485 0.2238 p>005;TS
H2 ROA -23.48465 0.0884 p>005;TS
H3 KAPT 0,004295 0.8442 p>005;TS
H4 VOLA -14,11421 0.5276 p > 0,05 ;TS
H5 RATE -146,9806 0.9549 p > 0,05; TS
H6 KURS -0,066122 0.1761 p>005;TS
H7 Together F=3,985729 0.002088 p<005;8S
R_Square 0.291944

Source: Data is processed using eviews 9.0
Information:

S : significant;

TS : no significant

Model Accuracy Test
a. Common Effect vs Fixed Effect

The chow-test test is used to determine which model will be selected in the
panel data regression model estimation, whether the common effect or fixed
effect model. This test is done by using statistical test F or chi-square with
hypothesis as follows:

Ho : Common effect model is better than fixed effect

Hi : The fixed effect model is better than common effect

If the value of F arithmetic (F-test) and chi-square test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted. This shows that the fixed
effect model is better than the common effect model in estimating panel data
regression. Conversely, if Ho is accepted and Hi is rejected, which means that
the common effect model is better than the fixed effect model in estimating
panel data regression.

b. Fixed Effect vs Random Effect

The choice of which model is used between the fixed effect model or the random
effect model, the Hausman test is performed. (Hausman test). The hypothesis
in the Hausman test is as follows:

Ho : Random effect model is better than fixed effect
Hi : The fixed effect model is better than random effect
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I the probability value (Prob; Chi-Square Hausman Test is smaller than a =
W5 (5% ), then Ho is rejected and Hi is accepted.

T test the hypothesis Structure-2 used regression analysis results based on
FEM model Hypothesis tests results as follows:

Table 3
Hypothesis Test Results Structure-2 Data 2011
Bt sn.s Variable Influence of IHSG
] Coefficient Prob Decision
W AGE 288,7716 0.0003 p < 0,05; S
i ] SIZE 15,25441 0.2639 p > 0,05; TS
D KAPT 0,098487 0.0000 p < 0,05; S
i VOLA -15,67250 0.4749 p > 0,05; TS
o RATE -316,8223 0.9015 p > 0,05; TS
Ly KURS 0,005992 0.9439 p > 0,05; TS
- D& HSHM 0,071141 0.6156 p > 0,05; TS
BLS Bersama-sama F=11,92961 0.000000 p < 0,05; S

B _ Souare 0.834353

Bowme: Data is processed using eviews 9.0
Tnivermacion -

¥ - sigmificant

S - mo significan

Hypothesis Test Results

#! Based on the analysis and hypothesis testing presented in Table 2 and Table 3
fior companies conducting initial public offering (IPO) in 2011, firm sizes proxy
with Asset obtained results.

{1} H: There is a positive influence of the company’s age on underpricing initial

public offering (IPO). _ .
H1 hypothesis Not proven shown by the coefficient: of -38.17485 and probability
significance of 0.2238> 0.05 thus the influence of the company’s age on the
underpricing of initial public offering (IPO) negative and not significant.

{2) H;: Thereis a positive effect of firm size of underpricing initial public offering

(IPO).
H2 hypothesis is not proven shown by coefficient of -23.48465 and probability
significance of 0.0884> 0.05 thus the effect of firm size proxy with Asset to
underpricing initial public offering (IPO) negative and not significant.

#8) H: There is a positive effect of stock capitalization on underpricing of IPO.
H3 hypothesis is not proven shown by coefficient of 0.004295 and probability
significance of 0.8442> 0.05 thus the effect of stock capitalization value on
underpricing of initial public offering (IPO) positive and not significant.

#4) H: H3 hypothesis is not proven shown by coefficient of 0.004295 and probability

significance of 0.8442> 0.05 thus the effect of stock capitalization value on
underpricing of initial public offering (IPO) positive and not significant
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H4 hypothe-~is is not proven shown by coefficient of -14.11421 and probability
significance of 0.5276> 0.05 thus the effect of volatilization on underpricing
initial public offering (IPO) negative and not significant.

(5) H; Thereis a negative effect of the interest rate on the underpricing of initia}
public offering (IPO))-

H5 hypothesis not proven shown by coefficient equals to -46,9806 and probability
significance equal to 0,9549> 0,05 hence influence of interest rate to underpricing
initial public offering (IPO) negative and not significant.

(6) H;: Thereisa positive influer.~e of the rupiah exchange rate against underpricing
of initial public offering (IPO).

H6 hypothesis is not proven shown by coefficient of -0.066122 and
probability significance of 0.1761> 0.05 thus the effect of rupiah
exchange rate on underpricing of initial public offering (IPO) negative and
not significant.

(7) H; There is influence of company age, company size, stock capitalization
value, volatilization, interest rate, and rupiah exchange rate together with
under pricing of initial public offering (IPO).

The H7 hypothesis proved to be shown by probability significance of 0.002088
<0.05 thus firm age, firm size, stock capitalization values, volatilization, interest
rate, and rupiah exchange rate together with under pricing of IPO. If there is
an increase in stock then the value of stock price will increase positively by
-0,002088.

(8) H,: Thereis a positive influence of firm age on long-term underperformance.
H8 hypothesis proved shown by the coefficient of 988.7716 and the probability
significance of 0.0003 <0.05 thus the influence of firm age on long-term
underperformance positive and significant. If an increase in the age of the
company will increase the JCI value of 288.7716.

(9) H,: There is a positive effect of firm size of long-term underperformance.

H9 hypothesis is not proven shown by coefficient of 15.25441 and probability
significance of 02639> 0.05 thus the effect of firm size to long-term
underperformance positive and not significant.

(10)H,: There is a positive effect of stock capitalization on long-term

underperformance.
H10 hypothesis proved shown by coefficient of 0.098487 and the probability
significance of 0.0000 <0.05 thus the effect of stock capitalization values to
long-term underperformance positive and significant. Meaning that any increase
in capitalization value will increase the JCI of 0.098487.

(11)H,: Thereisa negative effect of volatilization on long-term underperformance.
H11 hypothesis is not proven shown by coefficient of -15.67250 and probability
significance of 0.4749> 0.05 thus the effect of volatilization on long-term
underperformance is negative and not significant.

(12)H,,: There is a negative offect of interest rate on long-term underperformance.
H12 hypothesis not proven shown by coefficient equal to 87,07803 probability

14 i
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sgmificance equal to 09015> 0,05 hence influence of interest rate to long-term
umflerperformance positive and not significant.

- There is a negative influence of the rupiah against long-term
mmderperformance.

" 13 bypothesis not proven shown by coefficient of 0,005992 and probability
sigmificance equal to 0,9439> 0,05 hence influence of rupiah exchange rate to
Jomg-term underperformance positive and not significant.

= There is an underpricing effect on long-term underperforﬁxance.

H14 hypothesis not proven shown by coefficient of 0.071141 and probability
sigmificance of 0.6156> 0.05 thus the influence of underpricing to long-term
umderperformance positive and not significant.

: There is influence of company age, firm size, stock capitalization value,
wolatility, interest rate, rupiah exchange rate and underpricing together
against long-term underperformance.

The hypothesis H15 is shown by the probability significance of 0.0000 <0.05
thms the influence of firm age, firm size, stock capitalization values, volatilization,
imterest rate, rupiah exchange rate and underpricing jointly against significant
lomg-term underperformance.

Discussion

on the data analysis of the company conducting initial public offering in
up to 2011 and testing the hypothesis that has been done, first Regression of
" Srwcture-1 to prove the influence of company age, Company size where company
| sme proxy with Ln (Asset) denoted by SIZE, Capitalization of shares (KAPT),

* Walstilization (VOLA), Interest Rate (RATE) and Rupiah Exchange Rate (KURS)
~ mm Underpricing Share Price (HSHM).

Summary of hypothesis testing results

Table 4
Hypothesis Test Results Structure-1

[Hyputhess Variable Structure-1: Influence on HSHM
2006 2007 2008 2009 2010 2011
o AGE Significant
m SIZE
= KAPT Significant
£ VOLA Significant
- RATE
Y KURS Significant T
L o simultaneous Significant 0.452541  0.699775 Significant 0.539926  Significant
M- Saguare 0,239348  0.061839 0.057235 0.865513 0.060963  0.291944
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Table 5

Structure Hypothesis Test Results-2
Hypothesis Variable Structure-2: Influence on IHSG

2006 2007 2008 2009 2010 2011
HS8 AGE Significant Significant Significant Significant Sigﬂificant
H9 SIZE
H10 KAPT Significant Significant Significant Significant Significan
Hil VOLA Significant Significant
H12 RATE Significant Significant
H13 KURS Significant Significant Significant Significant
H14 HSHM
H15 simultaneous Significant Significant Significant Siguificant Significant Significant
R_Square 0.860242 0.838245  0.934422  0.953878  0.987028  0.834353

Conclusions and Recommendations

Conclusion

Based on the empirical findings and in accordance with the formulation of the
problem, the conclusions of this study are as follows:

1. The Company’s age had a negative and significant effect on 2006 on
Underpricing, while in 2007 until 2011 it was not significant. The empirical
findings in the research hypothesis stating that the age of the company has
a positive effect on underpricing on initial public offering (IPO) in Indonesia
Stock Exchange.

9. The size of the firm is not significant against underpricing in companies
that conduct an IPO. The empirical findings in the research hypothesis
stating that firm size have a positive effect on underpricing on initial public
offering (IPO) in Indonesia Stock Exchange.

3. The value of capitalization significantly affected the underpricing in 2006,
2010 and 2011 while not significant in 2007 until 2009. While the empirical
findings in the research hypothesis which states there is a positive effect of
stock capitalization value on underpricing IPOs in Indonesia Stock Exchange.

4. Volatility had a significant negative effect of 2006 while 2007 to 2011 was

. not significant. Empirical findings in the hypothesis of the study thereisa
positive effect of volatilization on underpricing initial public offering (IPO)
in Indonesia Stock Exchange.

5. Non-significant interest rates in 2007, 2008, 2010 and 2011 were negative
while 2006 and 2009 were positive for underpricing. The empirical findings
in the research hypothesis have negative influence of interest rate on
underpricing of IPO in Indonesia Stock Exchange.

6. The exchange rate of the Rupiah (Exchange rate $) 2006 to 2010 is negatively
insignificant while in 2011 the positives are insignificant. The cmpirical findings
in the hypothesis contained a positive influence of the rupiah exchange rate
against the underpricing of IPOs on the Indonesia Stock Exchange.

il

e
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7. Imfluence along with company age, firm size, stock capitalization value,

wolatilization, interest rate, and rupiah exchange rate against underpricing
im 2006, 2007, 2008, 2010 were positively insignificant while in 2009 and
2011 significant. The empirical findings are consistent with the hypothesis
that there is influence of company age, firm size, stock capitalization
walues, volatilization, interest rate, and rupiah exchange rate
simmltaneously to underpricing initial public offering (IPO) in Indonesia
Stock Exchange. : .

The 2006 corporate age was negatively insignificant while 2007 to 2011
was positively significant in accordance with the empirical finding of the
sesearch hypothesis that there was a positive influence of firm age on long-
term underperformance in Indonesia Stock Exchange.

The size of firm positive is not significant to long-term underperformance
I accordance with empirical findings hypothesis research there is a positive
effect of firm size of long-term underperformance in Indonesia Stock
Exchange in Bursa Efek Indonesia.

Bl sigmificant positive capitalization in 2006, 2007, 2008, 2010, 2011 except in

2008 have negative effect is not significant in accordance with the empirical

Endings hypothesis research there is a positive effect of stock capitalization
walue against long-term underperformance in Indonesia Stock Exchange.

EL. Velatility significantly negatively influenced in 2006, 2007, 2008 and 2009

Bave a significant non-significant positive effect in 2010 and 2011 have no
significant negative effect in accordance with the empirical findings
Bypothesis research there is a positive effect of volatilization to long-term
underperformance in Indonesia Stock Exchange. ‘

I2. Interest rates in 2006 and 2010 were significantly negative, 2007, 2008 and

2011 negatively insignificant, in 2009 positive not significant in accordance
with the empirical findings of the research hypothesis there is a negative
effect of interest rate on long-term underperformance in Indonesia Stock

Exchange.

I3 The exchange rate of Rupiah (Exchange Rate $) in 2006 to 2009 has a

significant negative effect, in 2010 the negative effect is not significant and
2011 have a significant positive effect in accordance with empirical findings
research hypothesis there is a negative effect of rupiah exchange rate against
long-term underperformance in Stock Exchange Indonesia.

34 Underpricing in 2006, 2007, 2008, 2010 has significant negative effect, 2009

aad 2011 have no significant positive effect in accordance with the empirical
Sndings of the research hypothesis there is influence of underpricing to
lomg-term underperformance in Indonesia Stock Exchange.

&5 Influence together is significant in accordance with the empirical findings

of the research hypothesis there is influence of company age, firm size,
stock capitalization value, volatilization, interest rate, rupiah exchange
rate and underpricing jointly against long-term underperformance in
Indonesia Stock Exchange.
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Managerial Implications

Theoretical Implications

Based on empirical research findings, underpricing phenomena that oceyr to
Indonesia can be explained by the age of the company, the value of capitalizatioy
volatility, and the dollar exchange rate. While for long term underperformancé
after IPO is explained by variable age of company, value of capitalization, volatility,
interest rate and exchange rate. The results of this study strengthen the theory o)f
asymmetric information (Asssimetric Information Theory) will occur underpricig,

phenomenon is also supported by agency theory (Agency Theory) and Signal theory
(Signalling Theory), it also reinforces the theory of efficient market hypothesis that
explains that an efficient market is a market where the price of all traded securitjes
reflects all available information. Where investors should seek information about 5
personnel or corporate approach to seek information that is not contained in the
analysis of financial statements fundamentally.

Suggestion

1. Based on the results of research IPO success is much greater by underwriter, it
is recommended that underwriters in determining stock prices prime can pay
more attention to information that is non-accounting so that all parties concerned
with the IPO process can have enough information so that is not based only on
data is fundamental so I suggest that not all cheap stocks or underpricing are
good for the long term.

9. For independent audits or public accounting firms that will issue an opinion for
a company for the phases of the IPO process should be able to present
transparently in accordance with a predetermined code of public accountants.
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Abstract: This study aims to analyze factors that influence companies doing
Underpricing at the moment, companies conduct IPOs in the stock market and its
implications on Long-Term Underperformance in proxy with JCI on IPO shares
in IDX. Analysis of phenomena. By using sample data onto IPO implementation
for years 2006 until IPO 2011 with period of 5 year for every implementation of
IPO, method done by using Sampling Purposive Method.

The first analysis based on the data onto companies conducting initial public
offering (IPO) in BEI during the period 2006 to 2011, underpricing average by 83
percent. The average initial return to companies underpricing during the IPO
during the period 2006 to 2011 average initial return to 31 percent, and the
highest in 2007 with Initial Return of 40 percent and the lowest occurred in 2011
by 20 percent.

The second analysis shows that the average of the age variable of company, the
value of cavitation, the volatility effect on the level of underpricing in the company
conducting Initial Public Offering (TPO). While the Company Size Variable, Interest
Rate and Rupiah Exchange Rate are not significant.

For the third analysis, the long-term performance of IHSG after firm IPO is
significantly influenced by the Company’s Age variables, Capitalization Value,
Volatility, Interest Rate, and Rupiah Exchange Rate, while the variables in
Company Size influence is not significant. This study reinforces the asymmetric
information theory of underpricing phenomena, due to information asymmetry
between underwriters and firms. Differences in information are supported by agency
theory and signal theory, whereby information published as an announcement will
provide a signal to investors in making investment decisions.

Introduction

The implementation of TPO in Indonesia has only started since the 1980s. Until the
end of 1990 there were 74 companies listed in stock exchange. In the year 1991 up
to the beginning of 2011 there has been a very rapid growth of the implementation
of Initial Public Offering (IPO) in the capital market, which became 473 companies
with a capitalization of Rp.2.860,82 trillion. However, the privatization process of
state-owned enterprises is still very small. Of 141 state-owned enterprises consisting
of 18 new sectors there are 18 companies that has done IPO in the period 1991-
2011, which started with the company Semen Gresik and the last company Garuda
Indonesia.

Keywords: Underpricing, Long-Term Underperformance
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The process of Initial Public Offering (IPO), Go Public or often referred to as
the initial public offering is a stock offering activity conducted by the company to
the publie (public). By offering shares to the public, the company will be listed on
the stock to become a public / open company.

In the process of selling the first stock of a company to a general investor is
called an TPO. According to Law no.8 of 1995 concerning capital market, public
offering is a security offering activity undertaken by issuers to sell securities to the
public based of the procedures set forth in the capital market law and its
implementation regulations. Companies that conduct public offering of shares, their
shares must be able to transacted on the stock so that investors can resell or buy if
they can not during the IPO. The issued shares have a price known as an initial
public offering (IPQ) is an important factor of both the issuer and the underwriter
as it relates to the amount of funds to be earned by the issuer and the risk that the
underwriter will bear. The amount of funds received by the issuer is a correlation
between the number of shares offered at the price per share, so the higher the price
per share then the funds received will be greater.

Initial Public Offering (IPQ) Initial Public Offering (IPO) Initial Public Offering
(IPO), Initial Public Offering (IPO) is lower than the stock market price in the
secondary market on the first day, there will be a low-price phenomenon in the
initial offer, called Underpricing. On the other hand, if the current price of Initial
Public Offering (IPO) arew higher than the stock price on the secondary market on
the first day, then this phenomenon is called Overpricing (Hanafi, 2004). Research
conducted by Aggrawal et al, (1993) concluded that underpricing phenomenon
occurs to the time of Initial Public Offering (IPO). Another phenomenon is the
long-term negative return and the existence of cycles in terms of underpricing and
volume of companies conducting Initial Public Offering (IPQ), known as the three
anomaly Initial Public Offering (IPQ). Underpricing has become a common
phenomenon in the initial public offering in various capital markets around the
world (Lounghran et al., 1994), Underpricing is, after all, an indirect cost of an
Initial Public Offering (IPO).

According to Beatty (1989), underpricing conditions has different effects of

chefdescivd insdsiom Sopobliteansillgrombsintibn. thewhis swndmrpricngrperangs
investors will lose money because they do not receive the initial return to the
shareholder’s profit because of the difference in stock prices purchased in the initial
market at the IPO with the selling price in question on the first day on the secondary
market. The phenomenon of underpricing and overpricing occurs to the capital
markets of various countries. Among the United States, Britain, Australia, South
Africa, China, Malaysia and Indonesia. Underpricing is one of the most common
phenomena in the implementation of Initial Public Offering (IPO). The second
anomaly are Long Term Underperformance, which is where in the long run, the
performance of ITPO shares has poor performance. This condition causes Cummulative
Abnormal Return (CAR) of IPO shares to form up and down pattern. This shows
that the price that occurs to the beginning of the secondary market is not the stock
price in accordance with the value of the company (fair price). In the long run,
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positive initial returns due to underpricing are eliminated because of long-term
losses (Sembel, 1996).

In Indonesia underpricing phenomenon has also been done as shown in table 1
below.

Table 1
Underpricing phenomenon in Indonesia

Researchers Sample Time Underpricing (%)
Yolana and Martani 131 1994-2001 38,0
Triani and Nikmah 90 1994-2000 5,0
Emilia, Sulaiman, Sembel 92 1999-2005 59,4
Isnurhadi, Sjaruddin 96 1993-1997 12,1
Yasa, Gerianta W 300 1990-2001 21,3
Handayani 28 2000-2006 34,9
Sulistio, Helen 44 1998-2003 82,0
Wijayanto, Andy 67 2000-2006 28,3
Paramitha (2013) 98 2008-2012 87,00
Widayani and Yasa (2013) 169 2000-2011 4390
Risqi and Harto (2013). 71 2007-2011 3715
Gumanti, dkk (2015) 150 2007-2012 25,30
Saputra and Suaryana (2016) 57 2010-2013 35,28

Literature Review

The existing underpricing theories so far none has dared to explicitly declare better
in explaining underpricing phenomena. Most of the existing theories set out from
the existence of information inequality (information asymmetric) in the vicinity of
Initial Public Offering (IPO).

Beatty (1989) explains that underpricing or positive initial return in the primary
market is due to the existence of information asymmetry (ex-ante Uncertainty)
that is price uncertainty in the future. Information asymmetry can occur if the
investor does not have accurate information on information owned by the investor.

by the U8 S R B mhenon dommactROcAG he 1563 What Tk Tl yonce
later, Ibbotson and Jaffe (1975) conducted the same study in the United States
and obtained results that the initial average return obtained by investors when
buying shares through IPO mechanism is 16.83%.

The occurrence of under-pricing phenomena in stock trading the first day
after the IPO on the Indonesian stock exchange in the period 1989-1994 was
allegedly caused by: (i) government interference in stock exchanges, (ii) the state
of the Indonesian capital market experienced a boom in 1989 and 1990 with the
number of issuers as many as 67 companies that conduct initial publication. This
is considered consistent with the phenomena occurring in neighboring countries

where under-pricing phenomena in the 1990s were lower than those of the late
1980s.
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Several factors are expected to affect underpricing and long-term under-
employment ie Company Age, Company Size, Capitalization Value, Volatility,
Interest Rate and Exchange Rate in Exchange Rate ($).

The longer operating age of the company makes it possible to provide a wider
and more public information publication than the newly established company. The
longer the life of the company, the more information the community can acquire
(Nurhidayati and Indriantoro, 1998) thereby reducing information asymmetry and
minimizing uncertainty of the future. Rosyati and Sabeni (2002) said that the
company’s age had a negative and significant effect on underpricing while Ghozali
and Mansur (2002) did not show significant influence. Similar research in Indonesia,
among others, conducted by Trisnawati (1998) who conducted research on the
Jakarta Stock Exchange by taking data onto 1994 to 1995 successfully proves that
the age of the company has a positive and significant effect on initial return.

Company size can also be used as a measure of uncertainty, because large-scale
firms are generally better known so that the information is certainly more than
small firms, if there is much information known to the public then the level of
uncertainty can be reduced so that the investment decision is right. It is estimated
that large-scale companies have lower levels of underpricing than small-scale
enterprises. This is in accordance with the research of Kim et. al. (1993) showing
the influence of negative and significant firm size of underpricing, which means the
larger the size to the company the smaller the level of underpricingnya the smaller
the smaller the size of the company the greater the level of underpricing. Companies
with larger sizes tend to contain fewer Uncertainties, such companies will experience
a lower initial return. The greater the Uncertainty of the company, the greater the
average initial return, large-scale companies tends not to be affected by market
conditions but rather affect the market conditions (Retnowati, 2013).

Volatility is the amount of distance between the fluctuation of the stock price
or the price of the stock or foreign currency. High volatility means the price rises
rapidly and then suddenly drops in rapidly resulting in a huge difference between
the lowest and the highest prices in time, the small volatility also changeable bias
there is clock hours where volatility slows volatility bias is aimed at the number of
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price formation, volatility is also used in predicting risk, volatility prediction has
an important influence in investment decision making, Volatility modeling is
Autoregressive Conditional Heteroskedatisitas (ARCH) permitted by Engle (1982)
and used in measuring the financial risks and behavior of the mining sector, where
the result is that the volatility of mining stock returns has a reliance on time. And
ARCH can be detected if the large number of samples and Generalized Autoregressive
Conditional Heteroskedasticity (GARCH) developed by Bollerslev in 1986 became
the method commonly used in financial analysis including stock return and volatility.

The capitalization of shares or other terms of market capitalization is a business
term that points to the overall price of a company’s stock that is a price to pay for
all shares of the company. The magnitude and growth of a company’s market
capitalization is often an important measure of the success or failure of an open
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company. Capitalization is sometimes used as a synonym for market capitalization
and can also be market capitalization and long-term debt. The stock market is a
market for general trading and related financial instruments (including stock options,
trading and stock index estimates). According to (Robert, 1997) in Boeli (2008)
states the market price multiplied by the number of shares in circulation will be in
the market value or so-called Market Capitalization.

The interest rate (BI Rate) based on the explanation given by Bank Indonesia
(www.bi.go.id), the BI rate is the policy rate reflecting the stance or stance of
monetary policy stipulated by Bank Indonesia and announced to the public, BI
rate is announced by the Board of Governors of Bank Indonesia, and implemented
in monetary operations conducted by Bank Indonesia through the management of
Liquidity in the money market to achieve the operational targets of monetary
policy. The operational objectives of monetary policy are reflected on the development
of interbank money market interest rates. While inflation according to Samuelson
(2001) that inflation as a condition where there is an increase in general prices,
good goods, services and factors of production. This definition indicates the
weakening of purchasing power followed by the declining real value of a country’s

currency. . . .
The exchange rate is the price of a currency of a state that is measured or

stated in another currency. Exchange rate plays an important role in spending
decisions, because exchange rate allows us to translate prices from different countries
into the same language. If all other conditions remain, the depreciation of a country’s
currency against all other currencies (the increase in foreign exchange prices for
the country concerned) causes its exports to be cheaper and its imports more
expensive. While appreciation (decline in foreign exchange prices in the country
concerned) makes its exports more expensive and imports cheaper.

Exchange rate is very important to the foreign exchange market (foreign
exchange market). Although foreign exchange trading takes place in various financial
centers spread across the globe, modern telecom technology has linked them into a
single market chain that operates 24 hours daily. One important category of foreign
exchange trading is forward trading, in which some parties agree to exchange

SVHRGREY dthéheabebertesfidbpdeaisdilgt iperehintiag rahedlipmtettcatieedcHRge
(this is usually for urgent or practical purposes).

Since the exchange rate is the relative price of the two sets, then the exchange
rate is considered to be the asset price itself. the basic principle of asset pricing is
that the current asset value is determined by its estimated future purchasing power.
In evaluating assets, investors always display the asset’s estimated value of return,
or the rate of increase in the value of investments embedded in the asset at later
times. The returns to deposits traded with the foreign exchange market are
determined by interest rate and estimated exchange rate changes.

Follow by the Journal of Indonesian Applied Economics vol 2 no.2 october
2011. Written by Imam Mukhlis, the development of the current liberalism and
globalization of the world has caused its own concerns for each State. To address
the dynamics that occurs every State formulates a framework of multi sector
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cooperation. On the other hand, it can also be explained that the existing liberalism
and globalization brings consequences of the economic fundamentals of each country.
The country’s lack of prosperity in maintaining the fundamentals of this economy
can have an impact on macroeconomic stability. One of the macroeconomic indicators
that are tentative to external economic turmoil is the exchange rate of currency
(currency exchange rate). In this case the exchange rate reflects the strength of the
economy as a result of the penetration and effects of the global economy. The more
stable the exchange rate of a country’s currency against the currencies of other
countries, the more it shows the fundamental strength of the country’s economy. In
other words, the government (monetary authority) is able to conduct monetary
policy and from the exchange rate of currency that can encourage economic
competitiveness of a country. The rise of the currency exchange rate in the money
market (appreciation and depreciation) shows the magnitude of the volatility that
occurs to the currency of a State with the currency of another Country (Chou,
2000). Increasing volatility shows an increasing movement towards exchange rate
(appreciation / Depreciation of currency). This gives an overvalued overview and
undervalued exchange rate against other currencies of the State. When the exchange

ihigcsReniensing ecteme yqlptility, then the economy will experience instability

Development of the following framework based on theoretical overview of some
previous research, the research paradigm can be described as follows:
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Picture 1: Framework
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Research Hypothesis
: The Effect of the Company’s Age on Underpricing of IPO
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Hypothesis (H.)

Hypothesis (H,)

Hypothesis (H )
Hypothesis (H?O)

Hypothesis (H,))
Hypothesis (H,))
Hypothesis (H,,)

Hypothesis (H,))

Hypothesis (H )

: %aérﬁﬂuence of Company Size on Underpricing Shares IPO
¢ There is a positive effect of Capitalization Value on IPO Stock

Underpricing

: The Effect of Volatility on IPO Stock Underpricing
¢ There is an effect of Interest Rate on IPO Stock Underpricing
: The effect of the Rupiah Exchange Rate on Underpricing of

IPO Shares

¢ Influence of company age, company size, capitalization value,

volatility, interest rate and exchange rate of Rupiah to
underpricing IPO shares

: The Effect of the Company’s Age on Long-Term

Underperformance

: Effect of Company Size on Long-Term Underperformance
: The Effect of Stock Capitalization Value on Long-Term

Underperformance.

: Effect of Volatility on Long-Term Underperformance
: Effect of Interest Rate on Long-Term Underperformance
: Effect of Rupiah Exchange Rate on Long-Term

Underperformance

: The Influence of Underpricing of TPO Shares to Long-Term

Underperformance

: Influence of company age, company size, capitalization value,

volatility, interest rate and exchange rate of Rupiah to
underpricing IPO shares and its application to Long-Term
Underperformance.

earch Mej

In this dissertation is used a colilnegmatlon oft %‘f)ﬂg:sriptive and inferential methods
using historical data onto a long period of time. Selection of a long period of time
is expected to provide a more accurate picture of the phenomenon of underpricing
and long-term underperformance in the stock market of Indonesia.

Population of this research is Company which does go public since 2006 until
2011 at Indonesia stock exchange (BEI).

Sample in detail is the Company of companies that have been doing TPO since
2006 until the end of 2011 and up to now still listed in the Indonesian stock foam
(BEI). Companies that are still listed on the Stock Exchange but not available past
data are not included in the unit research.

The data and information used is from Boomberg & Real Time Information
(RTT) information service providers, Indonesia Stock Exchange (BEI) website, OJK
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website, website of publicly listed companies, Bank Indonesia website (BI), Ministry
of Finance website, TICMI website (The Indonesia Capital Market Institute).

Research Result
Data analysis of the company conducting initial public offering in 2011.

Description of Statistics

Table 1
Data Description: Initial Public Offering of 2011
AGE HSHM IHSG KAPT
Mean 14.23077 793.8077 4494.673 5372.014
Maximum 26.0 3750.000 5491.340 12642.93
Minimum 3.0 50.00000 3679.829 2198.465
Std. Dev. 7.017321 855.2656 514.1398 1832.762
Observations 65 65 65 65

Source: Data is processed using eviews 9.0

Table 1 shows that the data of 13 firms over the period 2011 to 2015

a) Of the 65 Company Age data (AGE), a minimum of 3 years and a maximum
value of 26 years. With an average of 14.23077 years and a standard deviation
from 7.017321 years.

b) Of 65 data Share prices (HSHM), minimum value of Rp 50.00 and maximum
value of Rp 3750,00. With an average of Rp 793.8077 and a standard deviation
from Rp 855.2656.

¢) Of the 65 Composite Stock Price Index (IHSG), the minimum value of 367,829
and the maximum value of 5491.340. With an average of 4494,673 and a standard
deviation from 514. 1398.

d) Of the 65-capitalization data (KAPT), the minimum value of 2198,465 billion
Rp and the maximum value of 12642.93 billion Rp. With an average of 5372.014
billion Rp and a standard deviation from 1832.762 billion Rp.

Table 1 (continued)
Data Description: Initial Public Offering of 2011

KURS RATE SIZE VOLA
Mean 10492.85 0.063423 13.03349 5.293417
Maximum 12500.00 0.075000 26.01083 13.85237
Minimum 8523.000 0.006000 5.626433 2.128004
Std. Dev. 1354.623 0.018270 4.512825 2.076263
Observations 65 65 65 65

Source: Data is processed using eviews 9.0

Table 1 (continued) shows that the data of 17 companies over the period 2011
to 2015
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a) Of the 65 Exchange Rate data (KURS), a minimum value of Rp 8523.00
and a maximum value of Rp 12500.00. With an average of Rp 10492.85
and a standard deviation from Rp 1354.623.

b) Of the 65 Interest Rate (RATE) data, the minimum value is 0.0060 and
the maximum value are 0.0750. With an average of 0.059618 and a standard
deviation from 0.063423.

¢) Of the 65 Company Size (SIZE) data, a minimum value of 5.626433 and a
maximum value of 26,01083. With an average of 13.03349 and a standard
deviation from 4.512825.

d) Of the 65 Volatilization data (VOLA), a minimum value of 2.128004 billion
Rp and a maximum value of 13.85237 billion Rp. With an average of
5.293417 billion Rp and standard deviation of 2.076263 billion Rp.

Model Accuracy Test

a.

Common Effect vs Fixed Effect

The chow-test test is used to determine which model will be selected in the
panel data regression model estimation, whether the common effect or fixed
effect model. This test is done by using statistical test of F' or chi-square with
hypothesis as follows:

Ho: Common effect model is better than fixed effect

Hi: Fixed effect model is better than common effect

If the value of F arithmetic (F-test) and chi-square test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted. This shows that the effect
model remains better than the common effect model in estimating panel data
regression. Conversely, if Ho is accepted and H! rejected, which means that the
common effect models is better than the fixed effect model in estimating panel
data regression.

Fixed Effect vs Random Effect

The choice of which model is used between the fixed effect model or the random
effect model, the Hausman test is performed. (Hausman test). The hypothesis

othﬁglr% OQ%ffE%%t&i%ﬁ%lf%l%‘éﬁer than fixed effect
Hi : The fixed effect model is better than random ejffect
If the probability value (Prob) Chi-Square Hausman Test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted.
Common Effect vs Random Effect
Determination of use of which model is used in panel data regression, whether
common effect model or random effect model through Lagrange Multiplier
(LM-test) Breusch-Pagan test. The hypothesis in this test is as follows:
Ho : The common effects model is better than the random effect
Hi : The random effect model is better than the common effect
If LM test> chi-squares with Alpha = a = 0.05 and df = 3, then Ho is rejected
and Hi is accepted. Based on the calculation of Breusch-Pagan LM test (BP)
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chi-squares table with a = 0.05, or the probability value of LM-test Breusch-
Pagan 0.0000 is smaller than a = 0.05, it can be concluded that the random
effect model is better rather than the common effect model in eliminating the
influence of internal and external factors of underpricing and its implications
on the long-term underperformance of IPOs in Indonesia. Hypothesis tests
results as follows:

Table 2
Hypothesis Test Results Structure-1 Data 2011
Hypothesis Variable Influence on HSHM Decision
Coefficient Prob
H1 AGE -38,17485 0.2238 p>005;TS
H2 ROA -23,48465 0.0884 p>005;TS
H3 KAPT 0,004295 0.8442 p = 005;TS
H4 VOLA -14,11421 0.5276 p>005;TS
H5 RATE -146,9806 0.9549 p = 0,05 ;TS
H6 KURS -0,066122 0.1761 p = 005;TS
H7 Together F=3,985729 0.002088 p<005;8
R_ Square 0.291944
Source: Data is processed using eviews 9.0
Information:
S : significant;
TS : no significant

Model Accuracy Test

a.

Common Effect vs Fixed Effect

The chow-test test is used to determine which model will be selected in the
panel data regression model estimation, whether the commeon effect or fixed
effect model. This test is done by using statistical test F or chi-square with
hypothesis as follows:

Ho : Common effect model is better than fixed effect

Hi : The fixed effect model is better than common effect

If the value of F' arithmetic (F-test) and chi-square test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted. This shows that the fixed
effect model is better than the common effect model in estimating panel data
regression. Conversely, if Ho is accepted and Hi is rejected, which means that
the common effect model is better than the fixed effect model in estimating
panel data regression.

Fixed Effect vs Random Effect

The choice of which model is used between the fixed effect model or the random
effect model, the Hausman test is performed. (Hausman test). The hypothesis
in the Hausman test is as follows:

Ho : Random effect model is better than fixed effect

Hi : The fixed effect model is better than random effect
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If the probability value (Prob) Chi-Square Hausman Test is smaller than a =
0.05 (5%), then Ho is rejected and Hi is accepted.

FpNeshdbel Mpatticsis Yo tieserisusedolhsression analysis results based on

Table 3
Hypothesis Test Results Structure-2 Data 2011
Hypothesis Variable Influence of IHSG
Coefficient Prob Decision
H8 AGE 288,7716 0.0003 p < 0,058
H9 SIZE 15,25441 0.2639 p > 005 TS
H10 KAPT 0,008487 0.0000 p < 005; 8
H11 VOLA -15,67250 0.4749 p = 005; TS
H12 RATE -316,8223 0.9015 p = 005 TS
H13 KURS 0,005992 0.9439 p = 005; TS
Hi4 HSHM 0071141 0.6156 p > 0,05 TS
H15 Bersama-sama F=11,92961 0.000000 p< 0,058
R Square 0.834353
Source: Data is processed using eviews 9.0
Information:
5 : significant
TS : no significan
Hypothesis Test Results

a) DBased on the analysis and hypothesis testing presented in Table 2 and Table 3
for companies conducting initial public offering (IPQ) in 2011, firm sizes proxy
with Asset obtained results.

(1) H: There is a positive influence of the company’s age on underpricing initial

public offering (TPO).
H1 hypothesis Not proven shown by the coefficient of -38.17485 and probability
significance of 0.2238> 0.05 thus the influence of the company’s age on the
underpricing of initial public offering (IPO) negative and not significant.

(2) H; There is a positive effect of firm size of underpricing initial public offering

(IPQ).
H2 hypothesis is not proven shown by coefficient of -23.48465 and probability
significance of 0.0884> 0.05 thus the effect of firm size proxy with Asset to
underpricing initial public offering (IPO) negative and not significant.

(3) H;: There is a positive effect of stock capitalization on underpricing of IPO.
H3 hypothesis is not proven shown by coefficient of 0.004295 and probability
significance of 0.8442> 0.05 thus the effect of stock capitalization value on
underpricing of initial public offering (IPO) positive and not significant.

(4) H;z H3 hypothesis is not proven shown by coefficient of 0.004295 and probability

significance of 0.8442> 0.05 thus the effect of stock capitalization value on
underpricing of initial public offering (IPQ) positive and not significant
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H4 hypothesis is not proven shown by coefficient of -14.11421 and probability
significance of 0.5276> 0.05 thus the effect of volatilization on underpricing
initial public offering (IPQ) negative and not significant.
(5) Hi: There is a negative effect of the interest rate on the underpricing of initial
public offering (IPO)).
H5 hypothesis not proven shown by coefficient equals to -46,9806 and probability
significance equal to 0,9549>= 0,05 hence influence of interest rate to underpricing
initial public offering (IPQ) negative and not significant.
(6) H: There is a positive influence of the rupiah exchange rate against underpricing
of initial public offering (IPO).
H6 hypothesis is not proven shown by coefficient of -0.066122 and
probability significance of 0.1761> 0.05 thus the effect of rupiah
exchange rate on underpricing of initial public offering (IPO) negative and
not significant.
(7) H: There is influence of company age, company size, stock capitalization
value, volatilization, interest rate, and rupiah exchange rate together with

The HYRY PARG QN L BRG S8 ivg (8 Qbsitity significance of 0.002088
<20.05 thus firm age, firm size, stock capitalization values, volatilization, interest
rate, and rupiah exchange rate together with under pricing of IPQ. If there is
an increase in stock then the value of stock price will increase positively by
0,002088.

(8) H; There is a positive influence of firm age on long-term underperformance.
H8 hypothesis proved shown by the coefficient of 288.7716 and the probability
significance of 0.0003 <0.05 thus the influence of firm age on long-term
underperformance positive and significant. If an increase in the age of the
company will increase the JCI value of 288.7716.

(9) H;: There is a positive effect of firm size of long-term underperformance.

H9 hypothesis is not proven shown by coefficient of 15.25441 and probability
significance of 02639> 0.05 thus the effect of firm size to long-term
underperformance positive am};]f not significa?(t. o )

(IU)HM: ere 1s a positive effect of stock capitalization on long-term

underperformance.
H10 hypothesis proved shown by coefficient of 0.098487 and the probability
significance of 0.0000 <0.05 thus the effect of stock capitalization values to
long-term underperformance positive and significant. Meaning that any increase
in capitalization value will increase the JCI of 0.098487.

(11)H,: There is a negative effect of volatilization on long-term underperformance.
H11 hypothesis is not proven shown by coefficient of -15.67250 and probability
significance of 0.4749> 0.05 thus the effect of volatilization on long-term
underperformance is negative and not significant.

(12)H,,: There is a negative effect of interest rate on long-term underperformance.
H12 hypothesis not proven shown by coefficient equal to 87,07803 probability
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significance equal to 09015 0,05 hence influence of interest rate to long-term
underperformance positive and not significant.

(13)H": Jaerpeiformaegative influence of the rupiah against long-term
H13 hypothesis not proven shown by coefficient of 0,005992 and probability

significance equal to 0,9439> 0,05 hence influence of rupiah exchange rate to
long-term underperformance positive and not significant.

(14)H, ;: There is an underpricing effect on long-term underperformance.

H14 hypothesis not proven shown by coefficient of 0.071141 and probability
significance of 0.6156> 0.05 thus the influence of underpricing to long-term
underperformance positive and not significant.

(15)H,,: There is influence of company age, firm size, stock capitalization value,
volatility, interest rate, rupiah exchange rate and underpricing together
against long-term underperformance.

The hypothesis H15 is shown by the probability significance of 0.0000 <0.05
thusrtbe infuenesigh finmaase 1w sizn e taskaaritalizatinn Nalussmeelatilisation,

long-term underperformance.

Discussion

Based on the data analysis of the company conducting initial public offering in
2006 up to 2011 and testing the hypothesis that has been done, first Regression of
Structure-1 to prove the influence of company age, Company size where company
size proxy with Ln (Asset) denoted by SIZE, Capitalization of shares (KAPT),
Volatilization (VOLA), Interest Rate (RATE) and Rupiah Exchange Rate (KURS)
on Underpricing Share Price (HSHM).

Summary of hypothesis testing results

Table 4
Hypothesis Test Results Structure-1
Hypothesis  Variable Structure-1: Influence on HSHM
2006 2007 2008 2009 2010 2011
H1 AGE Significant
H2 SIZE
H3 KAPT Significant
H4 VOLA Significant
H5 RATE
H6 KURS Significant T
HT simultaneous Significant 0452541  0.699775 Significant 0.539926 Significant

R-Square 0,239348  0.061839  0.057235 0865513  0.060963 0291944
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Table 5
Structure Hypothesis Test Results-2
Hypothesis Variable Structure-2: Inftuence on THSG
2006 2007 2008 2009 2010 2011
H8 AGE Significant Significant Significant Significant Significant
H9 SIZE
H10 KAPT Significant Significant Significant Significant Significant
H11 VOLA Significant Significant
H12 RATE Significant Significant
H13 KURS Significant Significant Significant Significant
H14 HSHM
H15 simultaneous Significant Significant Significant Significant Significant Significant
R_Square 0860242 0838245 (0934422 0953878 0987028 0834353

Conclusions and Recommendations

Qsed on The empirical findings and in accordance with the formulation of the

problem, the conclusions of this study are as follows:

1. The Company’s age had a negative and significant effect on 2006 on
Underpricing, while in 2007 until 2011 it was not significant. The empirical
findings in the research hypothesis stating that the age of the company has
a positive effect on underpricing on initial public offering (IPQ) in Indonesia
Stock Exchange.

2. The size of the firm is not significant against underpricing in companies
that conduct an ITPO. The empirical findings in the research hypothesis
stating that firm size have a positive effect on underpricing on initial public
offering (IPO) in Indonesia Stock Exchange.

3. The value of capitalization significantly affected the underpricing in 2006,
2010 and 2011 while not significant in 2007 until 2009. While the empirical

Gradingspim -l tseasghdopaddsisridme T FObay fhersnish Sesdieeliisal

4. Vdatility had a significant negative effect of 2006 while 2007 to 2011 was
not significant. Empirical findings in the hypothesis of the study there is a
positive effect of volatilization on underpricing initial public offering (IPO)
in Indonesia Stock Exchange.

5. Non-significant interest rates in 2007, 2008, 2010 and 2011 were negative
while 2006 and 2009 were positive for underpricing. The empirical findings
in the research hypothesis have negative influence of interest rate on
underpricing of IPQ in Indonesia Stock Exchange.

6. The exchangerate of the Rupiah (Exchange rate $) 2006 to 2010 is negatively
insignificant while in 2011 the positives are insignificant. The empirical findings
in the hypothesis contained a positive influence of the rupiah exchange rate
against the underpricing of TPOs on the Indonesia Stock Exchange.
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Influence along with company age, firm size, stock capitalization value,
volatilization, interest rate, and rupiah exchange rate against underpricing
in 2006, 2007, 2008, 2010 were positively insignificant while in 2009 and
2011 significant. The empirical findings are consistent with the hypothesis
that there is influence of company age, firm size, stock capitalization
values, volatilization, interest rate, and rupiah exchange rate
simultaneously to underpricing initial public offering (IPQ) in Indonesia
Stock Exchange.

The 2006 corporate age was negatively insignificant while 2007 to 2011
was positively significant in accordance with the empirical finding of the
research hypothesis that there was a positive influence of firm age on long-
term underperformance in Indonesia Stock Exchange.

The size of firm positive is not significant to long-term underperformance
in accordance with empirical findings hypothesis research there is a positive
effect of firm size of long-term underperformance in Indonesia Stock
Exchange in Bursa Efek Indonesia.

significant positive capitalization in 2006, 2007, 2008, 2010, 2011 except in
2009 have negative effect is not significant in accordance with the empirical
findings hypothesis research there is a positive effect of stock capitalization
value against long-term underperformance in Indonesia Stock Exchange.

Volatility significantly negatively influenced in 2006, 2007, 2008 and 2009
have a significant non-significant positive effect in 2010 and 2011 have no
significant negative effect in accordance with the empirical findings
hypothesis research there is a positive effect of volatilization to long-term
underperformance in Indonesia Stock Exchange.

Interest rates in 2006 and 2010 were significantly negative, 2007, 2008 and
2011 negatively insignificant, in 2009 positive not significant in accordance
with the empirical findings of the research hypothesis there is a negative
effect of interest rate on long-term underperformance in Indonesia Stock
Exchange.

The exchange rate of Rupiah (Exchange Rate $) in 2006 to 2009 has a
significant negative effect, in 2010 the negative effect is not significant and
in 2011 have a significant positive effect in accordance with empirical findings
research hypothesis there is a negative effect of rupiah exchange rate against
long-term underperformance in Stock Exchange Indonesia.

Underpricing in 2006, 2007, 2008, 2010 has significant negative effect, 2009
and 2011 have nosignificant positive effect in accordance with the empirical
findings of the research hypothesis there is influence of underpricing to
long-term underperformance in Indonesia Stock Exchange.

Influence together is significant in accordance with the empirical findings
of the research hypothesis there is influence of company age, firm size,
stock capitalization value, volatilization, interest rate, rupiah exchange
rate and underpricing jointly against long-term underperformance in
Indonesia Stock Exchange.
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Managerial Implications
Theoretical Implications

Based on empirical research findings, underpricing phenomena that occur to
Indonesia can be explained by the age of the company, the value of capitalization,
volatility, and the dollar exchange rate. While for long term underperformance
after IPO is explained by variable age of company, value of capitalization, volatility,
interest rate and exchange rate. The results of this study strengthen the theory of
asymmetric information (Asssimetric Information Theory) will occur underpricing
phenomenon is also supported by agency theory (Agency Theory) and Signal theory
(Signalling Theory), it also reinforces the theory of efficient market hypothesis that
explains that an efficient market is a market where the price of all traded securities
reflects all available information. Where investors should seek information about a
personnel or corporate approach to seek information that is not contained in the
analysis of financial statements fundamentally.

Suggestion

1. Based on the re u]ﬂ:s of re&;ea.rch IPQ s%lccess is much griater by underwriter, it
1s recommended that underwriters in determining stock prices prime can pay

more attention to information that is non-accounting so that all parties concerned
with the IPO process can have enough information so that is not based only on
data is fundamental so T suggest that not all cheap stocks or underpricing are
good for the long term.

2. For independent audits or public accounting firms that will issue an opinion for
a company for the phases of the IPO process should be able to present
transparently in accordance with a predetermined code of public accountants.
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