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Abstract

Firms may acquire financing through their suppliers rather than through financial in-
termediaries such as banks. By offering trade credits in the form of account receivables in
lieu of requiring immediate cash payments when goods are delivered, a supplier plays an
important financier role similar to that of a financial institution. The amount of trade
credit for a buyer is a significant indicator of the firm’s credit-worthiness to the market
participants especially when the firm is about to go public.

In this paper, we examine how a substantial fraction of pre-IPO trade credit affects
firms’ TPO underpricing phenomenon using a unique data set from a sample of 363 IPOs
from January 2001 to December 2003 in the KOSDAQ stock market. We empirically ex-
plore why industrial firms prefer trade credit to financing from financial institutions such
as banks. Our study is based on the presumption for the existence of significant informa-
tion content from pre-IPO trade credit activities.

Our paper is organized as follows. In Chapter 1, we provide the motivation and the goal
of this research. Chapter 2 reviews the existing literature on trade credit and develops
hypotheses by integrating the predictions of the extant work. In Chapter 3, we provide the
descriptions of data with the emphasis on the uniqueness of our data resource. We also
discuss the methodology employed in our study. Chapter 4 presents results of empirical
analysis. Finally, the concluding remarks and implications of our research are given in
Chapter 5.

We find that there is a significant negative relationship between pre-IPO trade credit
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activities and IPO underpricing. This suggests that firms with higher fraction of trade
credit before IPO are accompanied by the favorable market reactions due to the decrease
in information asymmetry problems. In addition, we find that firms in the information
technology with pre-IPO trade credit activities are more likely to have lower IPO under-
pricing. This further suggests that the value of pre-IPO trade credit activities is especially
useful in this particular industry where reduction in information asymmetry problems is
likely to increase firm value.

For the robustness check, we employ the methodology proposed by Van Ness, Van Ness
and Warr (2001) to measure whether pre-IPO trade credit activities are indeed a good
measure of information on IPO firms. We find that pre-IPO trade credit activities are
positively related to proxies for information asymmetry such as R&D to sales ratio, sales
volume, and leverage. Also, firms with chaebol or listed firms’ clients are more likely to
have a portion of trade credit.

We further find that proxies for information asymmetry from the market micro-
structure research framework such as spreads or trading volume are also related to the
pre-IPO trade credit activities. Spreads are negatively related to the ratio of account pay-
able to total assets, while trading volume is positively related to the ratio of account pay-
able to total assets. This indicates that these IPO firms tend to have low information
asymmetry problems. It appears that the greater presence of pre-IPO trade credit activi-
ties functions as a credible signal to encourage higher IPO pricing. Finally, we find that
the pre-IPO financing relationship with suppliers in the form of trade credit will allow
participants of the primary equity markets to suffer especially less from information
asymmetry problems for technology-driven young firms.

Overall, our results suggest that active pre-IPO trade credit activities will add value to
TPO firms. This will allow them to experience both smaller IPO underpricing and cheaper
borrowing costs due to less informational opaqueness of IPO firms.

Keywords: Account Payable; IPO; Information Asymmetry; Trade credit; Underpricing.

78



(4 3k

Q]
=

o

Z 9 (KAIST)™

=

1
x

A A 7147 AEA(trade credit)Sl Y]

o

3L

TE= 74

gl

R

F3]1 =] A36d 13 (2007) 77-109

e

i

TR M B ook ®ET M W T H A 3
Pl amml TFBgR, T, -
Tl mom ™ eI N e KD x
MR E BT WS T M TRT il
7o B RE BT oo Mow o T 70 o
RREC R FPELWAT gimi X
pEFETE TERETL SERcAE (200w
Mﬂwmrwﬂm%%ﬁ S o L O MM%A%%E% 3
iz el OM ﬂlx] e 1X<I1_.v|_r b
T wTeEe SemoHE Coo WA T g
ER N R SEmmY R gl | F
452072 $3%e2I sEeluc s ¢
e R0 O RN ! +
T I I I G (NI L R X
Pl Ee T L S XT R Fg Tl g T
FEBEWY cwmiZBw ME®uTe | o &
~ TR — X X
SexSiw Se®eRL RERATE )3
Mo T BD oy oW Mod TRSE_® [
GoER TG F 2P T aheiT | R 0w
ADnJ‘W%%% Eﬂ%W%% mﬁmﬂ Muﬂu ol =
A D E R g &/ﬂa‘_mﬁ,‘n,& ZTE%]E = "
ETETE §ETEEe prEERe T2
fo) L = ™ vl ~ O
E%es0 [TEwre JTE0Rr|E =
sExgey geErsy SRRl o
BN 0 X | -y y O] =~ = bl
SRpevl fEReTE THanla | |l
n_mﬁ7wlﬁn_:WoE = a iﬁuAlE o” ol nmoﬂztux <!
aNPF T e Boplzm PRpmELc | EOE
o o X5 o =iy BOH o Mo m = ~ 3
ST Rl S ﬁ AR %Wﬁwﬂo = | o
— T JI3 o —_—
Sirr fiafieizilzizie
_ o Hr o X X BT — T e K 3
Rl R RS S R N
C O~ TN %mﬂy_.%waﬂ/u 3 < £
QM&;%%%A%%Q%EXi.d%%%i |
e TEA I N E R Mg =
SR A P N A e
A R RS P R
o .%_émﬁﬂmf&wﬂ7 .%xuﬁaﬁr;u_ﬁﬂﬂ <R oF 1]
FRET T RNNT kT T o o Ho gy X 5 | W *

_]

s
A

7
79

715 A (KAIST)

k9l 130-722; E-mail: kpark3@kaist.ac.kr; Tel: 02)958-3540; Fax: 02)958-3604.

a9l 2006-03-03; Al A 2006-12-21

3}
of

pud

ae!

T AR 2F 207-43,

=]
R

oY Ak T AE5EA S

Qlet
e

ek



NHES 8718 53 230 AT E Bt IEARSYH Aus 29 W
B57F Aok =, FEATE At Al RS Bulstol e A7 EF dvtieS
o , A7G713F 9t FHARE A A &89 Z ST o
Hrt o]k A& A (trade credit)™ HAFHZEAA] T R}SHA A
payable)® YElHH FgxSHo| A= & (account receivable) & YeERAT) 18]

4, 9 719 B 2 FEIu] AT E BTET o)edt NEANS o] 3}

)
rir
=2
o
:Iﬁ
o
—~
aQ
o
@)
@]
[
=]
=3

Peterson and Rajan(1997)2 o|9} #Adsle] AgAHE @7I3F &
= 7FE sk Wil shifo),

= =
ol ok widAHE o Bo] o]&grta Hialst

pocy
o
(d
i
>
oo
A
£
(T
Y
=
%
9
oo
o
Bl
RS
I
r’l
YD)
_0|L
32
BB
©

g Zol, o] AEAHE Sl Aol dEs T2
olol WAl 7HAAl Ertar Baskeivt

- A7 AeAUE S g3k AdrIdEite] AR Ak w8718l
A AEehs Aeadte] das At 53], ARZA e o] doiAes ofge
7190l =2 IPOE she AAH AllA 877 Hx 85 27] 2353t o
ek dAE 7 =rke BAElYh &, 2 A AR 719Ee] PO Al
St HExTRF] 274 WAE AFEA sk vk A8 gel diE Sl
T Ae AR AAolm sfefole B2 A7 A e, [POA] A&AHe] s
TEE A AT BaEA gtk 3, V1S Sl PO Aol di Al 2
Al AEol EAete] ERAIE] Vee AR FRSA Fdd AZIAH o]l vt
3, & Ao AT gAIZIRL 20019 ol F= AHiHem dAT AU HEe AR



A s,

-
R

oA o] =l et
M= Aoz YERT) o]

=

=2

F3) %] Al36d 135 (2007)

o A

T ooy & E M =
%%JW%M%%M%M# X oW
<ot K = oo Ho S > o © W o W
zAmﬂzglﬁTO%%a T D
R i B - Zag ™
Mﬂ%frﬂﬁi%%]lﬂq o oo
S EIRElzeEziET REx T
%ﬂﬂ%ﬂ%ﬂA%o%% ooy =
%%%g%%%m&,ﬁmmmv = o W
ﬂ%%g,ﬂaﬂo@i%% = op o R
L G I - o o Eo S
ﬂﬂ%%%mﬂﬂooﬁ,%ﬁa@ Pﬁﬂﬂurm
%_iﬂo%.NT%%%%?W.?ﬂ%W
EIREN S e Em =B ¥R g
,_in_uﬂ%,%xbxmﬁm zﬂﬂﬂn7mﬂﬂ
7 3 o
VyIE3ELEsaTEEET s
TR o momuu%x9;oi_ﬂ|%ﬂd|
oo W P ° peES R T
PTiEETIagsenizz,
X %o T — X R K
A%owo%o%%%:.%%%@ﬂmw%?
oy ~— < ATH@.L E dullﬂﬂﬂpﬁe T B
W B W o %%7%@70%]&
JRC N o Wy 8T &
LﬁszLﬁd,ﬂwdr.:uoz . &
T TR W E s o . N o m o~ 9
i o ™ }Ao»tﬂrmﬂ]egeﬂoﬂﬂ
o o o= ® o w o PR =B
‘IZ_I&lﬂrm‘IZA\D!‘L»o EAHW.I%HE ~N
X 1ﬂrrﬂ </ 0 sy A ,_.Wo N (5 "N 2 oo K X
,.%OIL ‘AOﬂ_HfOMOL _ML ‘M} © JOJFHﬂ‘Ml.._HA\I_ILf‘XIO m = UT_
o= Wy WL < o T oz
U;oio\l‘li.o‘ul] owo,_nmoﬂ;l n_moﬂx
ﬂaﬂdum_wuooT]V%JUAT%MﬁUﬂomﬂo
ﬂﬂﬂﬂ#ﬂﬂuJma@g%moﬂowgw
MMH ) > X.ﬁ i__/lx_,mleH
]Ltﬂ/uée\lllewelﬂﬂ T]\uro AHL
:L7qlo%%a_LWI1ﬁm7wr_aﬁﬂ,ﬂ7mwﬂﬂmo
o oo o B A T e B R g N
&@arwzf%ﬂf%%Mﬂ%ﬂ%%ﬁﬁ
e ¥ T A AT Tybfﬂm;ﬂﬂ;hw
= = _ ‘,ouHLf_zTﬂ:.LEL T
= T NI T E T K mﬂ%mﬂ

Fof 2pel] 7
81

=4

NG %

I3

uk
=
}

0]
yul

AgelErrt =& 7)9

FETA7}

wAke Al g ANE

oL

o

¥} o] FgEle] Q. 2ol E AEA o

A
vl

[e)

j=

o}

SHA|

71E7 Ao

1
T

boet.

1

-

R

o

)

X

qom gl

a3}

A A



§Ael AL

o

d

o= A

=22

S|

67141 2] o]

i

9
pal

2.1 &AL XN==x2E OlH

—

O

+

~

;02
,mo

el

SEE RIS

<

71 3R e

7YA Al §™ Schwartz

=

=

5‘)4

o

17}-5-

S
R

[e]

HA

1l

S

-

87
$17} 2y

L

=

o

5

gl 8l

Rs

A7}

==

1

L

]_

U 3714 SHellA

9

Aol Al Al8& AE

1

R

& v
(1974)

.

i

¢} u

, e} At

AR

Hir
ﬂﬂ

il

ﬁo

ol
"

s

]

=87

H] -]

=

R

B7tel o}

o A

Aol Ag
T

)

3t7] o

S

1

N

qoz gol

9l= Aot} Neelam(2001)
o] g

=
T

7+

=
=

HE

0

™
™

e

o

o). webd, 24787

)
0
g

pf
Mo

X

9

B

et Al

S

oA ¢

gl
Ar

o] EA

A =

o

.

4

1

9
y8A

F itk Ad Aol

1.

kel
=

HE A

Hlgol 25 4§ ol¥

gl

i

9
pal

2] o
A= Aza Aol diF FRoHA

=
=

AR, GAR <

82



ZA3A A36T 15 (2007)

TALFEE G EE Folxy mEAE ¥ %e AlgS AlFs 4= AtkMian and Smith,
1992; Frank and Maksimovic, 1998). &, F87|%% 3|ALo] Atatel dis] H@rAo] ¢l
o mjEA = AFE FE5El s diErtelr] wiEe] g w2 wjgog Adu)r) ks

3.

>
3
=
s
>
op
i
N
N

ol
flo o ol
2]
ofo
ol
ol
0
=2

r?

N
i
g
o,
=2
4
e
i)
rlo
r)v
o
re
-
N
N
f
K
i
k1
0,
P
=
@,
N
(@}
=
—
[{e}
(@)}
&)
wn
@)
e
=
oy
=
N
oy
=
[oN
=
=,
S
(@}
=)
(on

1979; Brennan et al., 1988; Mian and Smith, 1992). &= w74 #Ho] opd 7]
A BAo A Mol A&H o7 AAsl=d AAES XA "o B3], AEol gigk wiY
o] SAALE HA A|H ujEe| wE o]HUuE AEAYE F3 A I
S ZOoFH TS A&F wEo] WE o] HAS XA Hr) &, @] S A

gto g x sl thgt A=A X 7}X|(the value of the implicit equity stake)E H. &3}

AAskE AXts 9 B 271 2AVE 284 Aotk w13, AldAdo] Agk
%] ] Alste] il HAH8S =
35342 E7](the cash manage-

volume motive) 2 Wi 4= At} A3 &=
7o AFHF 58 T AEAHNE a8 dFHE A g =gk A

1= A=y %
AU de2A sl Ao =A dAnES S .

Mo 2
(o
fr
(0

24 ME23

AgAHE AFe FH U Regds

-
=)
)
£
=
o

j)

0Q

@
=
=
O
O
L
2
oK
tlo
ofl
ld



Biais and Gollier(1997)o elshd A wi&A e AleAZ A&
o

A ARE AFshs FAT ATS Frha vlo|= U] dFHolE

4
ok ek WjEAC} IR S 9ES o ASAYE SUA FEIBE o|E
A9 ABE WolEe] g A Hrh E@, WAL 3ol Fe7t 2847
o Aol AERT HeekE AEANE olg s Bk F AEANS o8 @S
A% NEEANF Fg7I ol A A gl MR e FUE HEWS 5 9] 1)
Foltk Smith(1987)% W& e] 2878 o vlHe] A gwol g Jug votst
E U0 o)gd vk wakt,

2.6 7/l dZ9 80|49

ARA e AR AEAE 9 87l Aol oldw VIYE, 53 4714
=2 29 % FAE A8 Zad s FEE] ety ofHuh ol& ZIgelAl e
A&AHY HF Aardade] 2 vk A tigk He] oEE SAVIHE
< o= 3 Petersen and Rajan(1997)2] <A Aol oJetd F-&7]8<] o]&o] o
e A7 7IdES AR % mdAdE o ol ol&ske Aow Bastal Qi vy
=29 AgAlgol gk o]-fr 2 A e ARFAS 94, Ad ARte] "R Ao
a8, Al o EA ARS S vk Nilsen(2002)9] A7l olatal $47]4]

i

o
= MEARNH o B2 A&7 o 58 A 73S S5k glok Fisman and
Love(2003) 447 =7He tido= g dATelx 541 A= 7IdEse] 44s
A AwxErdor gg7|Ho Rt AgxEdl AE&AYE o83t Hasta
ATk L, FFAE AT A A8 EdkE A Ee] duE e ¢

wEA et Slee BolFal vk weAIE e S-S A MeE AR

iy

84



oju} Fg7]dte] obd Anky|§dell gk AFd= A iH] GDPHES ARSIt
4 1771 0] EASHA] = el wals|Abe] Z|YGIIAE sl ok
stm . Fapabe] - wWulgh ARl SH o]9le] 84 HUker|F oE R HE
FRF x7] 2342 E(abnormal return)?] LA A A o|t}. Aggarwal and Rivoli
(1990)¢} Ritter(1991)= &A% Aol 2713= HzerFol et ﬂrEﬂ Al%‘#ﬁ
of ZI1gtha Fgstlom vk oleldk Adte Hwa(1999), AT AA
(20019 Aef H2o vy, A, AAE(2006)9] Aol M = ]7(]5]1 Atk
ool " Baron(1982)3} Rock(1986) IPOZ}A o= waixtel Tz 5 o2l o]
FAIAZE2] AW H] ) A A (information asymmetry)oll 23] 23 2F2] 7Mx]= A H 71y
olo we} ZI}e)Eo] WA M uslt) B3k Ritter(1987)2F Muscarella and

Vetsuypens(1989)+= Qo] 7]Q1& A7 @S PO 7199 A&g A7 7}
FAE77HA] AREAHAAY el 7] B o m lafA 7ol AEsfoF k= H|E-
o 2% iAedlt webA, & dAgtE A A&A N MidATFIE 2 79T IRA
ol A AE v Aol wE APAAQl BEAAS HAAATE A4S FdsteETE A

TotaLat gheh Arlel =eolE A8 olEE 3
I AEE e v gk

A, AR HA5 98Itk AW EA(seller)= w871dET diiAoE U5
AgstA g A (buyer)ol et ARE 53 AR HHALES =Y F IA 0
(Smith, 1987; Brennan et al., 1988; Biais, Gollier and Viala, 1993; Neelam, 2001). w
gA, 7143 AR AR BAE Sl ARGl i ARE 2 gotd = e, A
FAe] LT Frbo| Tak Fme AMA HRE HEI 2= 9tk o] s AR 9
AE o r mEAE A&AHY 71 2 A71E AA-T slovh. wekA, A&
o Al wiJAF-= dlF 71 AEE=E ek 5 Ak olefdt Ad AEAHE
S A8 7 v e IPOA el ofB A dEE A A skt gt S,

AsmItolnt. FAN wiEA el o3 A&AHE FE7ITedA AHHRl AEE AT
(Smith, 1987; Biais and Gollier, 1997). A&7 9] S7k= w871dolA A4 A<
2 ZhgsHA "k olelg Asadrt FEAHERE ofel FAAA A = AREh=A
A skt gheh ek PO FAE s BT AgARTE 7198 Al o
i

8 AgE sk A ASsh] Al vt 22 7S AAR

of
=
>
=
e

>

N

rhu

ul

oy
3
>
ol

T

=
2 4
o

o

tlo

o,

[N

ol

rlr

12

et 2

th

[7H 1] IPOA] A8A 7 BE 710 27] 2740l5e A4AN A& 7)%le] =
7] ZF40) BT} S Aolt,

85



gk AEAHE AFe FHo tgk BE9s Fadgiti(Long et al., 1993). %2 7|
=o] 8 H = AFolt AR JPEE AlES Ayt ARy FARS dedo] w5
ZAo)tHLee and Stowe, 1993; Emery and Nayar, 1998). <, Wlx]7]14 & FAo = 3 =
YAl A 5 Teds 896t AlFe AETFII7F #2 AR A
&

Aol Fdol e BEAdo]l He w83 Aor dddy, uex
ol

-
oz
x
Y
>
op

w
K%
-1
10
o
I

a
T
4>
10
x
ox

S AxsE] 98 IPOAFA AT (event study)
(market adjusted return method)S A}g-3}
‘)F 9\)\‘_‘:4 ‘_E'xlxliﬂ- —L/\]E]‘— Alﬂo
A=, ARAATE NEFA Y] FrhEe

A7 £l IPOAAA

N
P\
:‘_l,
b
it

o, B
BN

ol

19

e
rE

A%
v
N

£ e
of
;]:
rlr
=
U
N
1>
lo
N
1>
_\,i
4
B4
o
ot
o
N

=
N
L
=
olo
o
Mo
1%
e
2 4

flo
N
Mo
:{l
—
O
O
N
£
j-Nd
32
IE
o
:{o
ke
oX,
AN
S

£ $-8(2006)8] A7

BAIE 7o) Atk i WS AW <GE 1>l &AMl dheb Sl
M-S ATs] 8 ASAHASE(APAY/TAE SHHSE AA3elth 5, vlg]
(A AT + A Fol )7 &= ARtol| A &8k H]=o|t}. Peterson and Rajan(1997)
3} Fisman and Love(2003) ~°] ARG A3 Edet Al Y ke 27

um—z— ofel w4 c% Gt pol BAWLE S,
o

S gl A ek
ok 1ol v ARt %g w% % XWIEEP W FY A ol gF F
7] wEelth $-H LA | F EE(STDEBT/TAE SR ] Saa7] 493



o] Mj&= AAEY 23737 AL TDEBT/TA)E FAMH] 23147 2] 54 7] 2}
Ae +Fredd7] Fapos ARk vhd vge, A, A78-8(2006)0] HT AT
SPAPTS AV B i, Ao Bl EBXPO]:LH]ZUPO AR
oAl e} PO thEZ <l

and Young(1990)2 PO 23FaA F52 7]047}Z]°ﬂ 2183 vk AlS(credi-ble
Signal);{“’“—o‘ sto] A7 e 7Igel fle 7IgR AR ddo] Hodvkar 24
sholth =gk 2 Aol A= BOND / TA(SIALR + M SARR + A=A FAA) / A
L AR AREET v v A, AAAE(2006) CAMIOER WISE OE
o] Aol A ArgHar= ARgSHA] AL vt

3k Z < Schenone(2004)2] Aol olstA FHx 71987 Al F=3AFS] A underwriter)
FAeSA 79 A vE a5 AdE g9 719 22A F2 7ol Hls) &
o] o] 16% AL, ;AR A 719 SFANTE gl 7ol vlsf &<
o] Fol 7% HAAvkaL ®aLElt) o= VeIl Mol FHAR FA2d ko] A
WAL @AE] e W BEASe] 7P 2 FaE o] ERlEae] Fo] FHAEM o]
et 7] Z23FelEo] B vyeEhtal s AlARe ol whel], b w4
38(2006)8] =l Aol = 719

a7 [e}]
[$) =

o) & Z7AYIE GBS Bk 53, ey A AP FRALS we JYE
t5

0,
re
1
ro,
—
oy
)
o
)]
oy
=
[aN
§
o
=
-
©
)
S
e
49
2]
o
=.
5

e T o

q)

= 7198 271 el dFS vE 7 3
AR kA, o]58] S A f8 & ATl o
S 4383 th Muscarella and Vetsuypens(1989)2] 152 ¥}ol| A=
QS APl AR7E Bol deA Sl7] wiol IPOA] A 7FEs AR
= Ao, Peterson and Rajan(1997)% =2} 284 4o A
U‘}E]r’ﬂ *WO‘EHH A2 AFA7A ] 71t 2agkE
= = AAsilom xagolEel Fo] g nE Aow 4
ok ES, Oe“?lx—q.gi ﬁig} & A ““XV]‘” E= du)liew 7] w2l
o)

Al
l

fr o rlr
—\TLI
ml
rlo

2 e
=

%

T

k

3L

¥2

i) H

N

o
1,
Ir
ins
e
=
()
g
o
oft
g

o

Fl

fnj
&
O,
N,
EE
Q
<
2!
o)
o
(@
, S
f

0

ﬁ
I
ke
ud'
m
iuf

et 49 FEAAL

%_
S7F it meba] B Aol A Hepiaedd
7 1

o ol A= B7hgAe] 71 oold

V19l Ao ol 3
H7PEAI(VALUDUM)S: -S4
49 9% 274 Az &

E Rk PR EY

]_

r r
4>J
)

o

L

-
ot
O

3
o]

_\‘EE ok
N
o

]_

[-'O

p

facs

BAFARE 7IEoR AEshe F7HATE 2

87



a} =
# 4] - (MKMAKINGDUM) & R 2 whao] galae] a3 o= A=A
Ao HA7F FRIbe] AR @S ghstete] AT g F
2 FF Tt F4SE Adss 98S ¥ Aoz wuy o] 275
S A Aoz oaEy] wEolth? 2003 99 olH7A ] 7|{S AT upge

T, /378-8(2006)2 ol g Yuwigrt glok 2 de] AFd
17 e gdel B Wb s Al7IEa saE o] A7y 5
W24 2001 (YEARIDUM)Z 20023 (YEAR2DUM)o 2l A4S A4 319
YEARIDUMS dudEaa] 20019 mZAchad7)9do] 19 #e 7AW wizvpx =
YEAR2DUM-2 20024 IZ=5d47]90] 19 gk 7HAl €t

mpA e 2 2 A9 BRV|9S AAERE EAea vk vbge, T, A0S
(2006)9] A= de] A1), EAud2), AAARIA(13) 2 eI 4)7F B
Aol b}

o of
ox, o2

>~
o

l:H

3.2 =M 2

Aol A7 A8 Ao 2 e R 2714 9ke] BAE A
29 B

=
A5 8 e 2e v AREYdSs Ageith Aol 3| AL A2
713 A o 2 Megginson and Weiss(1991)2] Aol &zl A RS &5t gt
9 AAF, AAE(2006)9 AT A= Megginson and Weiss(1991)9] 3HAEHS <
il

J

galon), ¥ Qe ge] 259 ATl LR WA Asgie] w1
S FRARASE REALT, olshe el ATl A ABAdSI

1) 2002 8¢ old/AE frtsAAdTd Tl B3 A f\lﬁMlﬂ A4zl A A4}
il(%#&/%&ﬁﬁ—ﬂ%#)% FA7IA(FFFA o]/ } APE)Y HFS 1:1.52 3t 7}
Tkt ARl EHVIAE Vo R FEIMAS AbESith sk Aol A"
o|FolE FRIF Wt o] FHF ALY A& LAA iR FAFE AL HAE F3)
H7ysl= Ath7FR] 2, Market Multiple(PER, EV/EBITDA, PSR, PBR)S S ©]-&3%F #7142
o2 al¥ A

2) o]#3k 7pde AdsE A2E, AA$(2004)0] ATFAAE AAHATE 22}, 150 A
TEAYE AR GFHAA 7171999 59 F-E 20009 2¥971A) Gt ol gk AL A
A=A ZFATH

o

88



[¢}

=

A}

AR1¢} CAR3WHS F4HS-

[PO9 %7] Z3}

T
=

1

[e)

57t v

[e)

R

(AR1)

=

=

o]
2]

o w
7422 E5(CAR3, CAR7, CAR30)

=, A473-8(2006)2] Aol A

=3
=

L

L

o dE= A Al 7=

A} Megginson and Weiss(1991)

tol WA 7]

3]
i

0]
yul

8t 15% =k &3k Megginson and Weiss

of <]

E(ARDS AFE-
EF2 FHd 11297H4 vehd 4= Aok 28y 2005k

ol A IrWELew A

o]
2]

2ot

Ah7F

o
A

=
3z

1> Qefs]o] gt

1312 A36d 135 (2007)

7]

A
st

<
T

9
pul

CRERY

B

-
.
<]

T, FREALY A

adl
Ho

o

’

24 WA A A

(-
Caal
s
M

|

1
R

(1991)

o

TH
XO

J %

#late] A

N
-

’

WA A A

],

ol

H
i

g 2003 9L 7HAI R o
T en; AA,

Hoz gt}

Y

it

sk 719

36371 7oz A=l

%, 8200609 AT ] FHIIZEE A
A9l

1

T

[e)

Aqte]l RS 2001 1¥€HE 2003 12€7H4] ZAEA A

e ge 24E 547

E

ol 7193} AR 719

=
K3

ol

Adl, 531, =8¢

P 9

S

ki3

of Al R AFFE o

}E]_

A

89



Table 1. Variable definition and expected sign of estimated coefficients

This table presents the variable definition and the expected sign estimated coefficients. To
investigate how firms with greater fraction of trade credit affect firms’ IPO underpricing,
this paper employs initial post-IPO abnormal returns as dependent variables. Trade credit

ratio is calculated as accounts payable divided by total assets.

Variable Definition Exp.ected Type
sign
AR1 1 day post—-IPO abnormal returns dependent
CAR3 3 days post-IPO cumulative abnormal returns dependent
CAR7 7 days post—IPO cumulative abnormal returns dependent
CAR30 30 days post-IPO cumulative abnormal returns dependent
APAY/TA trade credit ratio (accounts payable/total assets) (=) independent
STDEBT/TA short-term bank debt/total assets (=/+) control
LTDEBT/TA long—term bank debt/total assets (=/+) control
BOND/TA bonds/total assets (-) control
VCOWN ownership ratio of the venture capital =) control
AGE log of firm’s age (from start—up to IPO) ) control
IPOAMT log of offering amounts (=) control
ROA return on total assets (+) control
COMPR log of the subscription rate for IPO stock (+) control
TYPEDUM dummy variable for venture firm (+) control
ITDUM dummy variable for IT firm (+) control
MKMAKINGDUM d}imm}f Xariablg fcir market making system ) control
(invalid = 1, valid = 0)

YEAR1DUM dummy variable for [POs in 2001 (+/-) control
YEAR2DUM dummy variable for [POs in 2002 (+/-) control
I1 industry dummy variable (manufactures) (+/-) control
12 industry dummy variable (retails) (+/-) control
13 industry dummy variable (services) (+/-) control
14 industry dummy variable (entertainments) (+/-) control
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Table 2. Summary statistics of sample firms

This table reports the summary statistics of 363 IPOs in KOSDAQ market during the
2001~2003 period.

Variable Number Mean Median Std. Dev. Max Min
AR1 363 0.611 0.671 0.425 1.262 -0.138
CAR3 363 0.634 0.646 0.476 1.490 -0.238
CAR7 363 0.614 0.615 0.534 1.943 -0.362
CAR30 363 0.544 0.553 0.539 2.156 -0.700
APAY/TA 363 0.133 0.105 0.107 0.640 0.000
STDEBT/TA 363 0.080 0.036 0.102 0.493 0.000
LTDEBT/TA 363 0.065 0.034 0.079 0.494 0.000
BOND/TA 363 0.016 0.000 0.060 0.652 0.000
VCOWN 363 0.079 0.040 0.099 0.682 0.000
AGE 363 9.820 7.805 6.737 36.019 1.778
[POAMT 363 8,277 5,932 8,278 76,834 1,224
ROA 363 0.133 0.114 0.080 0.578 0.016
COMPR 363 416.7 303.2 419.5 2,908.2 2.400
TYPEDUM 363 0.733 1.000 0.443 1.000 0.000
ITDUM 363 0.545 1.000 0.499 1.000 0.000
VALUDUM 363 0.242 0.000 0.429 1.000 0.000
MKMAKINGDUM 363 0.055 0.000 0.228 1.000 0.000
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Table 3. Pearson correlation results between variables

This table shows the results of Pearson correlation between variables.

o @ 6 @& 6 e O ©® O W @0 @ @ a4 d@ 6w Ja’
(AR 1,000
(2) CAR3 0937 1000
sk
(3) CART 0833 0928 1000
Fkk ok
(4) CAR30 0739 0811 0877 1000
Kk skekok *ekk
(5) APAY/TA ~0.191-0.199-0200-0.172 1,000
(6) STDEBT/TA 0003 0024 0019 0.026-0.103 1000
$%
(7) LTDEBT/TA 0039 0024 0007-0033-0.118 0.187 1000
*% sokk
(8) BOND/TA 0042 0051 0032 0.005-0.137 0.003-0026 1000
*kk
(9) VCOWN 0057 0068 0.044 0061 0.006-0.001-0017 0091 1000
*
(10) AGE ~0.101-0096 0072 -0.061 -0.020 0.105 0.152-0.108-0325 1000
(11) POAMT ~0.079 -0.045 -0.047 -0011 -0.082-0.144 -0.197 0.051-0.104 0,006 1000
* ook kkk kk
(12 ROA 0108 0.112 0093 0.137-0150-0.312-0254-0.109 0,052 -0.269 0256 1.000
(13) COMPR 0405 0394 034 0.279-0.085-0004-0023 0083 0185 -0.169 -0.096 0242 1000
kg skekk kk ko * * ko kekk * sk
(14) TYPEDUM 0089 0096 0084 0.096-0.147-0009 0040 0085 0350 0310 0039 0228 0.170 1000
(15 ITDUM 0101 0109 0087 0090 0.016-0046-0.159 0041 0.195-0296 0100 0.218 0.066 0.336 1.000
(16) VALUDUM 0041 0022 0002 0007 0.000-0020-0012 0085 0.114 <0057 0025 0.142 0485 0.124-0013 1.000
(17) MKMAKINGDUM 0,002 -0029-0.051 -0.065 0,088 -0046-0045 0022 0147 -0077 0067 0106 0318 0.119 0.051 0427 1,000

*

*k

_7_) 1 *, ok

Cand
tively.

represent the significance level at the 10%, 5% and 1% level, respec—

2. (1) AR1: 1 day post-IPO AR (2) CAR3: 3 days post-IPO CAR (3) CAR7: 7 days post—
IPO CAR (4) CAR30: 30 days post-IPO CAR (5) APAY/TA: trade credit ratio (6)
STDEBT/ TA: short-term bank debt ratio (7) LTDEBT/TA: long—term bank debt ra—
tio (8) BOND/ TA: bonds ratio (9) VCOWN: ownership ratio of the venture capital
(10) AGE: firm’s age (11) IPOAMT: offering amounts (12) ROA: return on total as-
sets (13) COMPR: subscription rate for IPO stock (14) TYPEDUM: venture firm
dummy (15) ITDUM: IT dummy (16) VALUDUM: valuation method dummy (17)

MKMAKINGDUM: market making dummy
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Table 4. The effects of pre—IPO trade credit activities on IPO underpricing

This table shows the effects of pre-IPO trade credit activities on IPO underpricing. Trade
credit activities are calculated as accounts payable and IPO underpricing is measured dur-—
ing the period from 1 day to 30 days post—IPO. Refer table 1 for the explanation to the

variables.

Variable ARI1 CAR3 CAR7 CAR30
INTERCEPT 2.768 ™ 2.726 ™ 3.025 ™ 2.283 ™
(3.545) (3.124) (3.030) (2.206)
APAY/TA -.144 7" -.145 7" -.150 7" -121"
(-2.960) (-2.981) (-3.028) (-2.392)
VCOWN -.035 -.011 -.023 015
(-.668) (-.204) (-.431) (.264)
AGE 023 052 062 .089
(.426) (.960) (1.132) (1.571)
IPOAMT -.162 -145 7 -145 7 -.108 "
(-3.017) (-2.697) (-2.647) (-1.929)
ROA .042 .050 .040 .087
(.765) (.898) (.703) (1.507)
COMPR 4597 4647 4147 32077
(8.038) (8.132) (7.114) (5.365)
TYPEDUM .013 .014 .035 .060
(.233) (.254) (.628) (1.042)
ITDUM 095" 092" .086 1077
(1.708) (1.660) (1.515) (1.837)
VALUDUM -276 """ -.306 " -267 " -.168
(-2.805) (-3.114) (-2.669) (-1.633)
MKMAKINGDUM -.093" -.129 -137 " -.154 "
(-1.705) (-2.359) (-2.461) (-2.694)
YEAR1DUM -.155 -.185 -.142 -.060
(-1.174) (-1.408) (-1.057) (-.437)
YEARZ2DUM -.224" -2417 -247" -.228"
(-1.883) (-2.029) (-2.038) (-1.835)
I 1 (manufactures) 120 .138 .056 -.059
(.812) (.942) (.373) (-.386)
I2 (retails) 074 .056 .075 .090
(.951) (.712) (.939) (1.097)
13 (services) .130 167 101 -.053
(.929) (1.195) (711) (-.361)
[ 4 (entertainments) 072 081 .063 010
(1.168) (1.318) (1.004) (.163)
F-value 7.62 7.741 6.560 5.175
Adj R-sq 0.226 .230 197 156
Number of samples 363

==
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)%, ™, and ™ represent the significance level at the 10%, 5% and 1% level, respectively.
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Table 5. T—test results for the groups of differing trade credit activities

This table reports the analysis of t—test when all samples are sorted into 2 groups by the
trade credit activities. AR1 is 1 day post—-IPO abnormal returns. CAR3, CAR7, and CAR30
are respectively 3 days, 7 days, and 30 days post—-IPO cumulative abnormal returns.

Variable Trade credit Mean Std. Dev. T-value
Low group .6682 4066 s
AR1 2.590
High group 5535 4364
Low group 7001 4596 .
CAR3 2.696
High group 5665 4832
Low group 6820 .5209 »
CAR7 2.469
High group .5447 .5389
Low group .6056 5243 "
CAR30 2.201
High group 4817 5482

) “and " represent the significance level at the 5% and 1% level, respectively.
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Table 6. The regression results on the effects of the trade credit activities on
CAR3
This table presents the estimates of the effects of the trade credit activities on CAR3 by

the regression analysis, which includes bank loan and bonds as the independent variables.
Refer to table 1 for the explanation to the variables.

Variable Model 1 Model 2 Model 3 Model 4
INTERCEPT 2.726 " 2.444 ™ 2.484 ™" 2,657 (2.973) ™
(3.124) (2.726) (2.765)
APAY/TA -.145 " -.130 "
(-2.981) (-2.564)
STDEBT/TA .081 .082 .058
(1.586) (1.597) (1.118)
LTDEBT/TA .031 .033 .012
(.5687) (.616) (.230)
BOND/TA 041 .022
(.839) (.441)
VCOWN -.011 -.016 -.017 -.011
(-.204) (-.305) (-.321) (-.210)
AGE .052 .052 .057 .053
(.960) (.951) (1.042) (.962)
IPOAMT -.145 " -.136 ™ -.139 ™ -.142 ™
(-2.697) (-2.478) (-2.530) (-2.606)
ROA .050 1017 1107 .076
(.898) (1.727) (1.852) (1.264)
COMPR 464 7 484 7 480 7 466 7
(8.132) (8.433) (8.322) (8.114)
TYPEDUM .014 .024 .022 .010
(.254) (.437) (.398) (.178)
ITDUM 092 ° 074 .075 .087
(1.660) (1.323) (1.333) (1.563)
VALUDUM -.306 " -.300 " -.306 " -.314 ™
(-3.114) (-3.023) (-3.076) (-3.184)
MKMAKINGDUM -.129 " -.144 " -.143 ™ -.130
(-2.359) (-2.625) (-2.608) (-2.371)
YEAR1DUM -.185 -.164 -.170 -.194
(-1.408) (-1.236) (-1.279) (-1.471)
YEAR2DUM -241 7 -.220 " -.225" -.249
(-2.029) (-1.838) (-1.878) (-2.083)
I1 .138 .081 .082 .120
(.942) (.547) (.549) (.808)
12 .056 .026 .028 .050
(.712) (.327) (.346) (.625)
13 167 .151 .150 .165
(1.195) (1.067) (1.059) (1.169)
14 .081 .088 .086 .082
(1.318) (1.420) (1.386) (1.340)
F-value 7.741 6.806 6.461 6.567
Adj R-sq 230 215 214 227
Samples 363
F) 5,7, and " represent the significance level at the 10%, 5% and 1% level, respectively.
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Table 7. The effects of the trade credit activities on CAR3 for IT firms and non—IT

firms

This table reports the effects of the trade credit activities on CAR3 for IT firms and non-IT
firms. The sample IPOs consist of 198 IT firms and 165 non-IT firms. Refer to table 1 for
the explanation to the variables.

Variable IT firms Non-IT firms

Model 1 Model 2 Model 1 Model 2

INTERCEPT 1.712 1.614 4.123 ™ 4,229 ***
(1.585) (1.427) (3.434) (3.228)
APAY/TA 174" -176 7 -.122 -.121
(-2.704) (-2.642) (-1.643) (-1.597)
STDEBT/TA .004 041
(.057) (.533)
LTDEBT/TA 042 -.055
(.604) (-.727)
BOND/TA -.028 .053
(-.425) (.730)
VCOWN -.089 -.093 119 107
(-1.294) (-1.335) (1.496) (1.323)
AGE 043 028 034 036
(.661) (.410) (.444) (.458)

[POAMT -.058 -.051 -.228 " -.235"7"
(-.885) (-.751) (-3.116) (-2.937)
ROA 027 025 .063 .065
(411) (.374) (.854) (.870)

COMPR 508 5107 42877 4237
(6.551) (6.472) (4.690) (4.564)
TYPEDUM 013 017 -.019 -.005
(.199) (.255) (-.241) (-.062)
VALUDUM -.339™" -.335 " -.226 -.235
(-2.758) (-2.689) (-1.450) (-1.485)
MKMAKINGDUM -.129" -.128" -.126 -.126
(-1.688) (-1.663) (-1.466) (-1.454)
YEAR1DUM -.266 -.267 -.007 -.022
(-1.457) (-1.446) (-.037) (-.110)
YEAR2DUM -.291" -.289° -.106 -.110
(-1.782) (-1.751) (-.587) (-.599)
F-value 6.65 5.20 4.90 3.91
Adj R-sq 241 231 207 199

Samples 198 165

)5, and " represent the significance level at the 10%, 5% and 1% level, respectively.
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Table 8. Trade credit and proxy variables for information asymmetry

This table provides the definition of the proxy variables for information asymmetry and the
expected signs between the proxy variables and trade credit. The proxy variable definition
for information asymmetry is based on the results by Van Ness et al. (2001).

Variable Definition Expgcted Type
sign
APAY/TA trade credit ratio (accounts payable/total assets) dependent
CLIENTDUM dummy variable for the client (large firm and listed  (+) independent

firm=1, others=0)
LVRG debt ratio (bank debt+ bonds/total assets) (-
RD/SALES  R&D ratio (R&D/sales)

independent

)

-) independent
)
)

INTG/TA intangible assets ratio (intangible assets/total assets) - independent
SALES log of sales (+ independent
AGE log of firm’s age (from the start-up date to IPO date) (+) independent
TYPEDUM  dummy variable for venture firm =) control
I1 industry dummy variable (manufactures) (+) control
12 industry dummy variable (retails) (+) control
I3 industry dummy variable (services) (+) control
14 industry dummy variable (entertainments) ) control

Table 9. The effects of information asymmetry on trade credit activities

This table shows the effects of information asymmetry on the trade credit activities using
the results of the ordinary least squared (OLS) regression analysis. The definition of vari-
ables is given in Table 8.

Variable B T-value
INTERCEPT -0.614 (-4.67)"
CLIENTDUM 0.233 (0.3913)™"
LVRG -0.195 (-3.828)™
RD/SALES -0.119 (-2.037)*
INTG/TA 0.043 (0.746)
SALES 0.320 (5.822)™
AGE -0.058 (-1.106)
TYPEDUM -0.046 (-0.873)
[1(manufactures) 0.305 (1.697)"
[2(retails) 0.227 (2.520)"
I3(services) 0.360 (2.154)"
I4(entertainments) -0.005 (-0.082)
F-value 9.75
Adj R-sq 0.21
samples 363

)5, ", and 7 represent the significance level at the 10%, 5% and 1% level, respectively.
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Table 10. Trade credit and proxies for information asymmetry of the market mi—
cro—structure framework
This table presents the definition of the proxy variables for information asymmetry in line

of the research framework in the market micro-structure theory. The expected signs for
relationship between the proxy variables and trade credit are provided as well.

Variable Definition Expected
sign
SPRD average spread = (the ask price-the bid price) =)
average spread ratio(%) = (=)
SPRDRT (the aik pllfice—the bid price) / {( the ask price-the bid price)/2}
VOLUME log of trading volume (+)
AMOUNT  log of trading amounts (+)

Table 11. T—test results for the proxy variables of the market micro—structure
theory sorted by the trade credit
This table reports the analysis of T-test results for the proxy variables of the market mi-

cro-structure theory when all samples are sorted into 2 groups by the trade credit activi—
ties. The definition of variables is given in Table 10.

Trad 1 day post-IPO 3 days post-IPO 7 days post-IPO 30 days post-IPO
. rade
Variable credit Mean T-value Mean T-value Mean T-value Mean  T-value
(Std. Dev.) (Std. Dev.) (Std. Dev.) (Std. Dev.)
Low 160.8850 1.947" 139.4173 1.728" 67.3724 1.843" 46.5010 1.455
group (433.2509) (426.8036) (117.6326) (49.7543)
SPRD
High 77.0000 66.1557 43.2017 36.8538
group (120.8668) (118.2095) (60.9567) (40.6927)
Low .0151 3.190™ .0127 3.185™ .0073 2.672™ .0061 1.031
group (.0156) (.0141) (.0042) (.0024)
SPRDRT
High .0098 .0081 .0060 .0057
group (.0068) (.0051) (.0027) (.0025)
Low 12.5764 -.252 13.1017 -1.148 12.9965 -1.010 12.5083 -1.294
group (.9485) (1.0210) (.9286) (.9020)
VOLUME
High 12.6103 13.2678 13.1330 12.6842
group (.8778) (.9366) (.8937) (.9201)
Low 21.2869  .696 21.8237 -.480 21.7200 -.164 21.2204 -.425
group (.7976) (.7974) (.7874) (.8429)
AMOUNT
High 21.2147 21.8766 21.7380 21.2737
group (.6202) (.6980) (.6960) (.8424)

1) " and ™" represent the significance level at the 10% and 1% level, respectively.
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