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AN ANALYTICAL STUDY ON LONG TERM PERFORMANCE OF INITIAL PUBLIC OFFERINGS IN INDIA

NARENDRASINH B. RAJ
ASST. PROFESSOR
SHRI V. Z. PATEL COMMERCE COLLEGE
ANAND

ABSTRACT
Initial public offering is also known as stock market launch, because shares of any company are to be sold in the market for the first time. The Indian IPO market
had under gone several changes during last two decades. The price performance of the IPOs is a buzzword in the area of capital market. In this study the analysis
of 258 IPO companies that acquires capital for the first time from the market, are carried out from 2007 to 2014. The performance of IPOs is divided in two categories
i.e. Initial performance of IPO and long term after market performance of IPOs for different intervals of time i.e. 1 year, 2 year and 3 year after listing day. The
finding indicates that the Indian IPOs, which are underpriced on the listing days, are declining in subsequent long-term period after listing day and underperformed.

KEYWORDS
IPO, MAER, price performance.

INTRODUCTION

igh rush of the IPOs in the primary market and the price differences of the IPOs in the short run period leads to analyse the initial performance of the IPOs.
%In this study, evaluation of the performance of the IPOs is carried for the listing day. The initial performance of IPOs is measured in to two terms, i.e

underpricing and overpricing of IPOs. When the closing price on the listing day is more than offer price, such positive return can consider as a underpricing
of the IPOs, whereas the listing price is less than the offer price of the IPOs such negative returns are consider as the overpricing. Initial high return (underpricing)
of the IPOs on the first trading day leads us to evaluate the long run performance of IPOs, i.e. underperformance and over performance. There were number of
research studies, which shows short run high initial returns (underpricing) and subsequently in long run it convert in the lower return i.e. underperformance. In
this study evaluation of performance of IPOs for first trading day as well as for long term are carried out.

REVIEW OF LITERATURE

Demitrios Gounopoulos at.el (2012) had measured long performance of 254 IPOs, which are listed in Greek during the period from 1994 to 2002. Their result
shows a different trend than the international findings. They also stated the reasons behind such over performance is that the hot period, and during this period,
mass IPOs were floated.

Jay Ritters and Ivo Welch (2002) analyse 6249 IPOs issued by the companies from United States during the period from 1980 to 2001. They examined long run
after market after market performance for a period of 3 years after listing for that purpose they used multiyear buy and hold returns. The average returns were
identified by them for 3 year period is -23.4%.

Ritter Jay R. (1991) analyse 1526 IPOs and found 29.13% cumulative average adjusted return at the end of the 36 month which proves the underperformance of
IPO in long run. Mahammad Khalid Sohail and Mohamed Nasir (2007) investigated 50 Pakistani company and state that the Pakistani IPOs are underperformed
with -65.73 % BHAR. Yue — Fang Wen and Minh Huong Cao (2013), Amet Seitibraimov (2012), Jay Ritters and Ivo Welch (2002), Nobyu Takezawa and Noriku
Maruoka (2004) and liang Peng (2008) have documented underperformance in the long run after market analysis.

OBIJECTIVES OF THE STUDY

1.  To measure the initial performance of Indian IPOs i.e. from offer date to listing date.

2. Toexamine the long run performance of IPOs in India. i.e. listing date to the period up to 3 years.
3. Toanalyse the factors influencing price performance of IPOs.

RESEARCH DESIGN

There are 275 BSE listed IPOs issued in Indian primary market during the year 2007 to 2011. Out of total IPOs listed on BSE, researcher selected 258 IPOs using
random sampling method. The performance of IPOs was evaluated for the period from 2007 to 2014. The performance of IPOs are evaluated under two categories
i.e. Initial Performance and long-term performance. The initial performance is evaluated by offer price to listing price performance on first trading day and long-
term performance is measured for 1 year, 2 year and 3 year after market performance. Further the performance of IPOs are evaluated under different factors like
mechanism, issue size, offer price, group of company, year etc.

SAMPLE SELECTION OF THE STUDY

The present study is based on secondary data. The secondary data consists to the samples of 258 IPOs, which were listed on Bombay Stock Exchange. The study

includes pricing performance of those IPOs, which are satisfying the following conditions.

1. The samples includes to the IPOs, which were listed in Bombay Stock Exchange during 2007 to 2011. During the study, period total 275 IPOs falls under this
category.

2. Outof 275 IPOs listed BSE 13 IPOs excluded due to falls to the listing at BSE and 4 IPOs were excluded due to unavailability of data for 3 years after market
performance now 258 IPOs are the final sample size.

3. ThelIPOis listed on the BSE and has been traded for minimum 3 years after listing period for short and long run analysis of performance of IPOs.

SOURCES OF DATA COLLECTION

The present study is based on secondary data. The data relating to this study are extracted from Published Annual Reports of SEBI, BSE, Books & journals, Govern-
ment Guidelines for companies and capital market and Websites of the companies. Further information has been collected from various magazine, articles, books,
research publication and websites.

MEASUREMENT OF INITIAL PERFORMANCE OF IPOs

The initial performance is a performance of IPOs from the offer opening date to the issue listing date. To analyse the initial performance of the IPOs the following
formula has been used.
. P1-Po
Ri = ——x 100
Po
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Where,

Ri = Initial return on IPOs.

P1= Closing price on the listing date

P, = Offer price of the issue

When the initial return is positive it can be considered as an underpricing. While the initial return is negative, it can understand as an overpricing. The initial returns
computed for IPOs may be affected by market movement. So that it is required to adjust the initial returns with market returns as under.

P1—Po M1 — Mo
MAER = (—) - (—) x 100

Po Mo
Where,
MAER = Market Adjusted Excess Return
P1= Closing price on the listing date
P, = Offer price of the issue
Ms= SENSEX value on the listing date
Mo= SENSEX on the offer date
MEASUREMENT OF LONG TERM PERFORMANCE OF IPOs
To evaluate long term performance of Indian IPOs, the returns have been calculated with following formula for the period of 1 year, 2 year and 3 year after the

listing day.
Pit — Pio
Rit = ———x 100
Pio
Where,

Ric= returns of it" company for time t

Pir= price of share of company i at time t

Pio = offer price of share of i company

Again the long term returns are adjusted with market return as under.
. Pit — Pio Mit — Mio

MAERit = ( Pio ) - ( Mio ) x 100

Where,

MAER:: = Market Adjusted Excess Return

Pit= price of the share of company i attime t

Pio = Offer price of share of i*" company

Mit= SENSEX at time t

Mio= SENSEX on the offer date

ANNUALISED RETURNS

The time period has been taken for listing, the IPOs are not similar for different companies. Therefore, to maintain normality in return, the returns were adjusted
for 365 days. The formula for annualizing factor is as under.

A lising Factor = Initial Return 365
nnuatising ractor = Days taken for listing

OVERALL LONG TERM RETURNS OF IPOs
TABLE 1: OVERALL LONG TERM RETURNS OF IPOs

Period Raw Return (%) | MAER (%) | Annualised Raw Returns (%) | Annualised MAERs (%)
Listing Day 18.63 18.90 361.16 366.53

1 Yr After Listing | -10.39 -5.82 -9.71 -5.36

2 Yr After Listing | -36.17 -34.67 -17.56 -16.83

3 Yr After Listing | -28.21 -46.68 -9.22 -15.26

The above table indicates that the listing day high initial return of 18.62% came down at -10.39% at the end of one year of listing day. Then after again it is decrease
and provided a negative return of -36.17% at the end of the 2" year after listing day. The return on the 3 year after listing increases and goes up to -28.21% still
it remains negative. In nutshell, we can conclude that the IPOs which are performed better and Underpriced on listing day, subsequently on the long run turn into
the underperformance and release lower return.

The Market Adjusted Excess Returns of IPOs have shown a consistently downward trend over an entire study period. The MAER which is 18.90% on the listing day
would continuously decrease to -5.82%, -34.67 and -46.68% on the first year, second year and third year respectively. Annualised raw return as well as annualised
MAER follows similar trend as that followed by raw return.

MECHANISM WISE LONG TERM RETURNS OF IPOs

TABLE 2: MECHANISM WISE LONG TERM RETURNS OF IPOs

Period Raw Return (%) MAER (%) Annualised Raw Return (%) | Annualised MAER (%)
BB FP BB FP BB FP BB FP

Listing Day 17.83 28.05 18.19 27.43 356.19 420.28 362.26 417.39

1 Yr After Listing | -9.77 -17.87 | -5.67 -7.68 -11.91 16.36 -5.26 -6.64

2 Yr After Listing | -35.57 | -43.33 | -33.96 | -43.18 | -16.70 -27.93 -16.52 -20.64

3 Yr After Listing | -29.51 | -12.77 | -47.76 | -33.85 | -9.35 -7.70 -15.63 -10.88

This section evaluates the relationship between the issue mechanism and the long-term performance of IPOs. In the long run both book building method and fix
price method yield negative initial raw return, but book issue through book building method overall perform much better than the fix price method. Table 2 depicts
that initial listing day return of book building method and fix price method were 17.83% and 28.04%. At the end of the 1t year the raw return were negative and
it shows downward trend, however at the end of the 3" year the raw return goes down very sharply from -9.76% to -35.57% in both book building method as well
as fix price method. In case of the 3™ year, the scenario totally changed. The fix price issue performs better than the book building and also returns were corrected
for both the methods. The similar pattern seen in the MAER annualised MAER and annualised raw return as followed by raw return.
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OFFER PRICE WISE LONG TERM RETURNS OF IPOs

TABLE 3: OFFER PRICE WISE LONG TERM RETURNS OF IPOs

Offer Price (Rs.) | Period Raw Return (%) | MAER (%) | Annualised Raw Return (%) | Annualised MAER (%)
Listing Day 38.34* 38.54 593.22 595.87
<=30 1 Yr After Listing | -40.30 -31.52 -27.17* -29.79
2 Yr After Listing | -49.71* -50.63* -28.24 -24.57*
3 Yr After Listing | -56.41* -76.60* -16.84 -25.06*
Listing Day 5.40%* 5.53 120.06 127.23
30-60 1 Yr After Listing | -16.07 -14.51 -3.09* -12.74
2 Yr After Listing | -37.12* -43.10* -18.98 -20.62*
3 Yr After Listing | -21.12* -44.21%* -5.91 -14.26*
Listing Day 8.34* 8.68 210.82 214.79
60-90 1 Yr After Listing | -11.36 -12.59 6.86% -12.09
2 Yr After Listing | -54.94* -52.96* -17.54 -25.84*
3 Yr After Listing | -47.38* -68.41* -4.09 -22.42%*
Listing Day 7.01%* 7.61 131.68 149.70
90-120 1 Yr After Listing | 7.52 3.53 22.74* 3.57
2 Yr After Listing | -29.23* -26.26* -18.54 -12.78*
3 Yr After Listing | -3.22* -25.78* -12.14 -8.45*
Listing Day 33.64* 35.03 687.67 703.69
120-150 1 Yr After Listing | 24.69 36.88 -44.12* 35.09
2 Yr After Listing | 20.27* 20.25* -23.42 9.86*
3 Yr After Listing | 17.27* 3.22%* -15.34 1.04*
Listing Day 24.29* 24.26 471.36 470.42
150 1 Yr After Listing | -15.81 -7.18 -19.91* -6.83
2 Yr After Listing | -39.70* -35.68* -13.38 -17.37*
3 Yr After Listing | -35.67* -50.64* -8.49 -16.59*

*Significantly different from zero at 5 % level
Table 3 depicts that the IPOs which had released higher initial returns on the listing day, were converted into the lower return in long run and such reduction in
return seen at all categories of offer price. The initial return of IPO issued at the below 30 Rs. offer price are consistently decreasing. The initial return which was
38.3% on the listing day decreased to -40.3% after one year, decreased to -49.7% after second year and come down to -56.4% at the end of the third year.
Noticeable point is that among all the offer price group less than 30 offer price group underperform more in long run with constant reduction pattern. The offer
price group 120 to 150 follows same pattern as that of offer price group below 30 Rs. Though it is underperformed, it provides positive returns for entire study
period. Therefore, it is better than other offer price groups. The MAER was consistently decreased at all the groups of offer price but the annualised raw return as
well as annualised MAER were fluctuating under all the offer price group during entire study period.
After the analysis of offer wise performance of IPO, it can be concluded that lower offer price more underperformed than medium range offer price. Again extreme
high offer price also underperform with negative returns but some extent it is better than the lower offer price.
OFFER SIZE WISE LONG TERM RETURNS OF IPOs

TABLE 4: OFFER SIZE WISE LONG TERM RETURNS OF IPOs

Offer Size | Period Raw Return (%) | MAER (%) | Annualised Raw Return (%) | Annualised MAER (%)
Listing Day 21.90 22.34 389.04 398.68
0-25 1 Yr After Listing | -11.59* 8.08 -6.91 -6.47
2 Yr After Listing | -29.44 -18.10 -32.99 -15.95
3 Yr After Listing | -40.09 -3.44 -59.15 -19.31
Listing Day 22.80 21.92 438.34 424.45
26-50 1 Yr After Listing | 10.07* 0.56 11.34 11.33
2 Yr After Listing | -40.76 -23.51 -43.69 -21.19
3 Yr After Listing | -16.38 -12.53 -40.04 -13.07
Listing Day 18.62 19.73 363.41 383.33
5175 1Yr After Listing | -42.79* -28.83 -33.35 -31.78
2 Yr After Listing | -36.21 -26.30 -36.28 -17.72
3 Yr After Listing | -35.62 -19.48 -54.42 -17.86
Listing Day 24.48 23.85 508.52 492.29
76-100 1Yr After Listing | 18.21* 15.45 10.99 10.41
2 Yr After Listing | -48.87 -12.62 -39.02 -18.99
3 Yr After Listing | -35.04 -4.07 -58.49 -19.15
Listing Day 26.87 26.98 602.26 599.27
101-12 1 Yr After Listing | 15.97* -5.54 14.43 14.73
125 2 Yr After Listing | -40.73 -20.48 -38.59 -18.41
3 Yr After Listing | -24.35 -14.73 -47.30 -15.27
Listing Day 11.09 11.81 198.41 213.60
5125 1Yr After Listing | -21.05* -21.96 -12.05 -11.53
2 Yr After Listing | -31.84 -10.77 -27.68 -13.51
3 Yr After Listing | -25.10 -5.10 -37.83 -12.41

*Significantly different from zero at 5 % level

Table 4 shows that raw return and MAER which is positive on the listing day would become negative in long run performance by all the offer size groups. It means
those IPOs underpriced with high return are under performed in long run with negative returns. The IPOs in the offer size of less than 25 crores shows -40.09%
highest negative raw returns on 3 year after listing. The performance of the large offer size IPO is better than the lower and medium range offer size IPOs on the
3 year of listing day. Medium offer size IPOs from offer size 51 crores to 100 crores are more under performed in the 1t and 2" year after listing. Annualised raw
return and annualised MAER also follow the raw return.

From the above analysis, it can be concluded that offer size affects the performance of IPOs. Smaller size IPOs were more underperformed than the larger issue
size. All the categories of offer size of IPOs were negatively performed in long run however; the extent of negative return is different across all size.
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GROUP WISE LONG TERM RETURNS OF IPOs

TABLE 5: GROUP WISE LONG TERM RETURNS OF IPOs

Group | Period Raw Return (%) | MAER (%) | Annualised Raw Return (%) | Annualised MAER (%)
Listing Day 26.08 26.46 474.49 484.19
A 1 Yr After Listing | 16.80 1.01 17.78 16.80
2 Yr After Listing | 3.69* -9.50* 12.93 6.29*
3 Yr After Listing | 29.84* -0.19* 15.55 5.08*
Listing Day 16.79 16.89 341.02 341.51
B 1 Yr After Listing | -11.05 -15.88 -5.18 -4.70
2 Yr After Listing | -41.69* -19.28* -41.87 -20.34*
3 Yr After Listing | -36.60* -12.10* -55.33 -18.10*
Listing Day 11.59 12.07 171.62 181.67
- 1 Yr After Listing | -21.03 -4.66 -28.98 -27.69
2 Yr After Listing | -60.32* -14.29* -64.43 -31.36*
3 Yr After Listing | -66.78* -2.42%* -93.65 -30.65*
Listing Day 20.01 20.14 309.44 318.68
X 1 Yr After Listing | -58.30 -1.87 -48.38 -45.26
2 Yr After Listing | -65.61* -21.70* -65.82 -31.76*
3 Yr After Listing | -69.24* -5.70* -87.96 -28.65*
Listing Day 22.93 25.31 496.86 545.65
7 1 Yr After Listing | -37.00 22.40 -28.96 -27.39
2 Yr After Listing | -47.46* -22.83* -43.02 -20.95*
3 Yr After Listing | -37.63* -14.65* -58.27 -19.09*

*Significantly different from zero at 5 % level
The above mentioned table 5 shows that companies from group — A provides positive initial return and Underpriced on the listing day. However, in long run of 3
year after listing it shoes over performance. Companies from group-A only provides positive raw return among all the groups. The reason behind this over perfor-
mance in initial as well as long run is that BSE registers the blue chip companies in group — A. Majority groups were underperformed among all the groups but
group X and T are more underperformed than the other groups.
The group X and group T produce highest negative return of -69.24 and -66.78 respectively on the 3 year after listing. They consistently decrease from listing day
to 3 year after listing.
In nutshell, it can be concluded that group can affect the performance of IPOs. In long companies from group A were over performed where as other groups were
underperformed.
YEAR WISE LONG TERM RETURNS OF IPOs

TABLE 6: YEAR WISE LONG TERM RETURNS OF IPOs

Year | Period Initial Return | MAER (%) | Annualised Raw Return (%) | Annualised MAER (%)
Listing Day 32.25* 31.90* 527.50 523.17
2007 1 Yr After Listing | 1.65* 8.61 0.47 8.19
2 Yr After Listing | -41.48 -28.03 -18.51 -13.58
3 Yr After Listing | -14.17 -31.68* -4.50 -10.33*
Listing Day 5.55% 5.98* 171.45 177.83
2008 1 Yr After Listing | -53.36* -37.08 -33.56 -34.79
2 Yr After Listing | -33.71 -49.61 -16.33 -24.00
3 Yr After Listing | -53.76 -73.28* -17.10 -23.92%*
Listing Day 9.73* 9.74* 156.48 150.60
2009 1 Yr After Listing | 25.33* 4.19 15.57 3.90
2 Yr After Listing | -24.93 -31.76 -4.23 -15.44
3 Yr After Listing | -34.25 -50.86* -0.14 -16.64*
Listing Day 14.70* 16.07* 356.44 384.35
2010 1 Yr After Listing | -20.56* -16.16 -24.56 -15.43
2 Yr After Listing | -27.95 -25.93 -17.97 -12.69
3 Yr After Listing | -29.31 -37.35* -13.34 -12.28*
Listing Day 5.10* 5.26* 208.21 206.99
2011 1 Yr After Listing | -3.24* -2.26 -2.67 -1.22
2 Yr After Listing | -44.82 -55.72 -23.38 -27.02
3 Yr After Listing | -36.49 -76.54* -12.68 -24.99*

*Significantly different from zero at 5 % level

The table 6 proves that the Indian IPOs issued during 2007 to 2011 were underperformed for long period of time. On the listing day, all the IPOs generate positive
initial returns but raw returns decline over a time and become a negative in the long period of time. The highest negative initial returns were shown by the year
2008. The raw return of 2009 and 2010 reveals continuous decreasing trend, whereas fluctuating trend found in the year 2007, 2008 and 2011. MAER shows
something different views than raw return from 2007 to 2011. The MAER of IPOs shows continuously reduction over a long period of 3 years after listing. Which
shows continuous underperformance prevails over a time. The annualised raw return and annualised MAER shows fluctuating trend during all the five years.

CONCLUSION

From the foregoing analysis, it can be concluded that the underpricing and underperformance of the IPOs is observed in BSE. The Indian IPOs are underpriced on
the first trading day as an average return of the international evidences of IPO underpricing. The Indian IPOs which are underpriced on the listing days are declining
in subsequent long term period after listing day and underperformed. At general, it can be concluded that there are various factors affected to the performance
of the IPOs in the long term. They include the issue mechanism; offer size, offer price, and groups of the Market are impacted to the performance of the IPOs in
different time intervals.
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