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We propose a measure of net wealth gain for prediRgdeholders to explain
IPO issuers’ decision making on choosing their uwdéng method. Using some
unique features of Taiwan’s IPOs, this study tedtsther underwriters control the
choice of issue method (the revenue collection thg®is), or whether the issuers
make the choice based on the best interests cfrduishareholders (the net wealth
gain hypothesis). We find evidence that the chofdesue method is consistent with
maximizing current shareholders’ wealth gain, bueridence that the lottery
proceeds to underwriters drives the choice. Funtibee, the evidence on who chooses
the offering method plays a key role in determinvigy IPO auctions have not been
more popular around the world — is it because umdiers have suppressed them, or
because issuers chose not to use them? We fintPBassuers chose not to use
auction, suggesting a possible answer to the irapbduestion of IPO auction
demise.
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This paper examines the derivatives hedging impacthe underlying stock
market using a comprehensive dataset of coveredmtartraded in the Taiwan Stock
Exchange (TWSE). Since TWSE requires the warrasueis to conduct dynamic
hedging over the life of warrants, we can accuyagstimate the number of shares
bought or sold for rebalancing the hedging portf@nd measure its impact. We find
significant positive abnormal returns and tradirgdumes before the announcement
day and the magnitude of the price effect is peslyi related to the size of the
hedging portfolio. Moreover, there is a signifidgnpositive relationship between
stock return volatility and the price elasticity bédging demand (defined as the
percentage of shares needed for rebalancing hedgt®lip when the underlying
stock price changes 1%). Furthermore, we also wbs&gnificantly negative price
effect to the underlying stock before (after) thxpieation date for call warrants that
are expired out-of-the-money (in-the-money). Fdf warrants expired in-the-money,
the negative price impact after expiration is doeselling pressure from the issuers
because most warrants traded in TWSE are caskmetit and thus the issuers have
to liquidate the hedging portfolio when warrante axercised. Finally, the results
indicate that the hedging impact is larger whenuhaerlying stock is more illiquid.
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We adopt a unique dataset which includes the cdmplestory of all

transactions in the Taiwan options market to ingast the patterns of misreaction
for marketwise observations and the transactiondoaf different categories of
investors. Investors are found to initiate theiaateons to unexpected information
from short-horizon options and delay the adjustnoéribeir positions in options with
longer horizons, essentially as a result of liqyidconcerns. Both short- and
long-horizon reactions are found to be insufficieAlthough investor misreaction
tends to increase with the number of previous simiinexpected shocks, the
misreaction to current unexpected shocks continweslominate the increasing
misreaction effect. A comparison between altermaiinwvestor categories reveals that
foreign institutional investors exhibit the lowestvel of misreaction, whilst
institutional investors tend to correct such mistess more promptly.
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Corporate governance and political connection ftavemonalities in corporate
finance literature, for example, affecting firm waland determining preferential
treatment in bank loan contracts. This paper dszsigvhether politically connected
firms tend to have poorer or better governancetiges: In short, are borrowers’
corporate governance and political connection swibss or complements? We also
discuss whether better-governed firms or politicabnnected firms can obtain
benefits in bank loan contracts. These questiomiaestigated using detailed
firm-level political connection data and 71,069iindual bank loan contracts for
listed firms in Taiwan from 1997 to 2009. The erail results show that politically
connected firms tend to have poorer governancdipesc Furthermore, both
corporate governances and political connectiongribrte to lower loan prices,
longer maturity, less probability to offer secueeset, and more lenders. Interestingly,
the benefits in bank loan contracts for well-goeetfirms are usually more
pronounced in non-politically connected firms. Thesrporate governance and
political connection are substitutes in terms dedmining bank loan contracting. As
building either corporate governance or politicahiection is usually costly, a firm
tends to engage in only one of them.



RHréa AR

Effort Substitution and Perfor mance Shift of Multi-tasking Mutual
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We examine performance shift and managerial e$fgostitution for the practice
of multi-tasking in the mutual fund industry. Usitige pairing of newly issued and
incumbent funds under concurrent management, we #iet fund managers shift
performance from incumbent funds to newly issuedifu Such outperformance of
newly issued funds relative to incumbent countdgpeain be attributed to managerial
effort substitution, especially managers’ efforetgloit new investment opportunities.
Incentives embedded in the marginal impact of manabeffort on performance
measures can help explain effort substitution asdlting performance shift. The
results support the prediction of our multi-taskpipal-agent model.
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Tick Size Reduction and the Components of the Bid-Ask Spread on the Taiwan
Sock Exchange
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The Taiwan Stock Exchange (TWSE) launched the nystes) of minimm price
variation effective on March 1, 2005. This studgmmnes in detail the impact of the
reduction of tick size on the traded spread anddneus components. This evidence
strongly indicates both traded spread and ordergssing component have
significanlty declined after the narrowing tickesmhile the asymmetric information
component exhibits little changes from the finecggrid. Although the result delivers
the significant increases on the proportion of aslvaelection costs to total traded
spread, the proportion still much less comparatidse developed marekts of the
NYSE and the Tokyo Stock Exchange. The evidencexsée imply the revenue of
the per share liquidity provision in TWSE still hignough for the room of more
reduction on tick size. Further, this study invgstes the impact of the reduction of
tick size on the institutional traders through adiiect evidence of various trade sizes.
The result shows that both traded spread and prdeessing component
significantly reduce among three trade-size catiegoMoreover, the magnitude of
the reduction of traded spread indicates a negassgeciation with trade size. The
evidence implies that both institutional traderd ardividual traders enjoy significant
improvement made by the narrowing tick size. Howethee thinner limit order book
also makes the institutional traders in relativeadvantage to pay more for liquidity
provision.



