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The important phenomena of the underwriting system of seasoned equity offerings SEO in
Taiwan include underpricing and time-lag risk. Previous studies often considered only their one-way causal
relationship  i.e. time-lag risk explains underpricing . The purpose of this study is to apply Three-stage
Least Squares Simultaneous Equations Model SEM  to examine the endogenous relationship among
SEO underpricing, underwriting risk and liquidity risk. The results indicate that the positive relationship
between magnitude of SEO underpricing and time-lag risk is driven by the effects of underwriting risk to
compensate the time-lag risk for issuing firms and underwriters. In addition, underwriting risk is found to
be negatively related to liquidity risk, suggesting that issuing firms and underwriters conduct a substitution
adjustment between these two periods to control the entire period of time-lag. Based on extensive
sensitivity analyses, the results are robust. Furthermore, the difference of results between OLS regression
and SEM sheds light on the importance of model selection.
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