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Abstract

This research project i1s conducted to test the accuracy of profit forecast
published in 175 prospectues of IPOs listed in the Stock Exchange of Thailand (SET).
Our objectives are based upon three i1ssues. In the first one, we test the accuracy of
profit forecast in these prospectuses. Secondly, we test whether the profit forecast
error in the prospectuses can explain the well known anomaly of IPO market:-the
underpricing of IPOs. Lastly, we explore the aftermarket performance of IPOs and
test its relationship with the profit forecast error.

The 175 IPOs data, listed from1991 to 1996, was used to measure the
direction and its magnitude of forecast error. We then compared 1t with the profit
forecast that was obtained from two simple models which are the random walk model
and the random walk plus growth model.

We find that forecast profit reported in the offering prospectuses contain some

optimistic biases. That is, the forecast profit is made higher than the actual profit.

Although these profit forecast errors are relatively high compare with many stock

markets in other countries, but these errors are smaller than those obtained from the

simple models. We also find that the issue size and length of time that was used to
report the actual profit are positively related to the magnitude of forecast profit.

Our results confirm previous research findings indicating that forecast error 1s
a major component used to explain high initial return phenomena, or ‘underpricing’,
observed in the many IPO markets. We also discover that two-year aftermarket
performance of IPOs, in terms of cumulative market-adjusted return; have positive

relationship with the profit forecast error.




