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Abstract

The paper attempts to analyse IPO performance from the day of listing to till 
365 days for a period of 2005 to 2012. The sample of 150 IPOs considered for 
the present study were analysed based upon abnormal return and Wealth 
Relatives. The CARR and Wealth Relatives computed for individual IPOs 
gave mixed results-leading no conclusion. The CARR and WR computed on 
an aggregate basis resulted that only 43 IPOs are underpriced i.e. giving 
positive abnormal return while remaining 107 IPOs are overpriced i.e. 
negative return. In a similar way, WRs is found at the level of 2.1363 for first 
one month and then 0.8876 for a one year time period. 
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Introduction

IPOs are one of the largest sources of capital for the firms to invest in growth 
opportunities. It encourages investment opportunities in the country by 
mobilizing funds from low growth opportunities to high growth opportunities. 
Broadly speaking literature regarding IPOs study reveal that 1) IPOs are listed 
with significant premium to issue price and due to this investors are able to 
earn significant return on the listing day. 2) The overpricing or in other words, 
underperformance of IPOs persists for a long way. The under pricing 
phenomena of the IPOs is supported by large number of researches which tries 
to justify large first day return as a compensation for bearing risk. Under 
pricing is the pricing of the IPO at less than the fair value of the issue.  The 
degree of under pricing differs from country to country and issue to issue in the 
same country.  The under pricing of the IPO is a loss of capital to the issuing 
company and gain for the investor as it yields them positive abnormal initial 
return.  All these relevant literatures conclude that average IPOs is 
undervalued at the offer price as the first day market price is the indication of 
intrinsic value or fair value of the stock.  The present paper focuses on the post 
issue performance of the IPOs issued and listed on BSE and NSE for a period 
of 365 days from year 2005 to 2012.  Empirical evidence all over the world has 
been noted that on an aggregate basis IPOs generate positive abnormal listing 
day return (i.e. underpriced) followed by negative abnormal return for a 
reasonably long period say 1 year to 3 years (Purnanandan K Amiyatosh; 
Bhaskaran Swaminathan 2004).  

In this paper, return of the IPOs is calculated from the day of listing to different 
time windows such as 1 day to 7 day, 1 day to 14 day to till 1 day to 365 days.  
Capital Asset Pricing Model (CAPM) is used to find out the return the given 
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IPO should provide and this is compared with the actual return indicates that the offering price is not too low, but the first after 
earned by the IPOs.  Abnormal return is then calculated by taking market price is high. That is the reason that it is the unresolved 
difference of actual return and required rate of return. Over issue that there is a long run under performance and short term 
performance and underperformance of IPOs is also calculated by under pricing phenomena.  
another tool named Wealth Relatives (WRs). 

Aggarwal Reena and Rivoli Pietra (1990) concludes that there are 
Review of Literature two reasons behind positive abnormal return in IPO, first the 

explanation is that under writers systematically price IPOs below 
Jain Neeta and Padmavathi C (2012), in their research paper titled, 

their intrinsic value and second possibility is that IPOs are subject 
“Under pricing of Initial Public Offerings in Indian Capital 

to over valuation or fads in early aftermarket trading. The results 
Market” concludes that under pricing is the result of investors' high 

tested by the researchers in their research are of second type.  
willingness pay, high demand of the issue, high firm value and high 

Empirical evidence proves that IPOs provide positive abnormal 
fluctuations in the market returns. The result shows that IPOs of 

return in the short run but loss in the long run. 
high value firms are more under priced in India.  Also under 
pricing is high when index is highly volatile in the market. Research paper by Loughran Tim, Ritter R Jay and Rydqvist 

Kristian (1994) discusses short run and long run performance of 
An empirical research by Sahoo Sesadev and Rajib Prabina (2010) 

the companies going public in many countries.  Evidence indicates 
in the research paper titled, “After Market Pricing Performance of 

that East Asian economies successfully time their offerings for 
Initial Public Offerings: Indian IPO Market 2002-2006” studies 

periods when valuations are high and investors receive low return 
performance of 92 IPOs. The paper notes that on an average Indian 

in the long run. 
IPOs are underpriced to the extent of 46.55 percent on the listing 
day compared to the market index.  The paper has tested long run Levis Mario (1993), in their paper titled, “The Long-run 
performance of the IPOs by taking 36 months after their issuance. Performance of Initial Public Offerings: The UK Experience 1980-
Paper finds that underperformance is found in the initial year of 1988” has empirically studied 712 IPOs listed on the London Stock 
trading i.e. up to 12 months and after that over performance is Exchange. This study has recorded an average first day return of 
observed. 14.3%.  It shows that initial public offerings in the UK 

underperformed a number of relevant benchmarks in the first 36 
Ghosh Saurabh (2005), in the research paper titled, “Under pricing 

months from the day of their listing. 
of Initial Public Offerings: The Indian Experience” has attempted 
to identify the factors explaining under pricing of Initial Public Empirical Methodology
Offerings of 1842 companies of Bombay Stock Exchange for a 

Rationale for the study
period of 1993 to 2001.  The paper finds that uncertainty plays a 
role for vicious under pricing in the Indian primary market. It finds Under pricing of the IPOs is one of the market anomalies found all 
that IPOs with large issue size and with seasonal offerings had less over the world. It has been observed even in developed countries of 
under pricing. Opposite to evidence found in international context, the world that newly listed firms generate positive abnormal return 
under pricing was found less during hot period compared to slump immediately and also in the short run; thereafter they generate 
period in Indian market. negative abnormal return in the long run.  Also it has been found 

that issues which offer price above face value have lower under 
Purnanandan K Amiyatosh and Bhaskaran Swaminathan (2004), 

pricing. Thus, the results are mixed regarding overpricing/under 
in their article titled, “Are IPOs really underpriced?” have studied 

pricing of the IPOs.
more than 2000 firms from a time period of 1980 to 1997. The 
result indicates that the median IPO was significantly overvalued Objectives of the study
compared to valuation based on industry peer price multiples. The 

1. To study whether IPOs are underpriced or not in India?
study reveals that overvalued IPOs provide first day high return but 
later on provide low long run stock adjusted return. 2.  To analyze the performance of IPOs for a different time 

framework.
Teoh Hong Siew, Welch Ivo and Wong J T (1998), in their research 
paper titled “Earnings Management and Long run Market 3. To find out how investors can maximize their wealth gain 
Performance of Initial Public Offerings”, provide empirical in short term, medium term and long term?
evidence that issuers with unusual high accruals in the IPO year 

Scope of the study
experience poor returns i.e. it results in to capital loss for such 
firms. To study whether IPOs are under priced or not 150 IPOs from a 

period of 2005 to 2012 are considered. The index considered for 
Welch Ivo (1989), in the research paper titled, “Seasoned 

the study is BSE Sensex.  To find out the abnormal return of the 
Offerings, Imitation Costs and the under pricing of Initial Public 

IPOs, Capital Assets Pricing Model (CAPM) is used.  The other 
Offerings” empirically presents a signalling model in which high-

tool used to study how investors can maximize their wealth over a 
quality firms under price IPOs in order to obtain a higher price at 

short term, medium term or a long term is Wealth Relatives (WR). 
seasoned offerings. 

It has been taken care to cover the almost all the sectors of the 
An empirical research by Ritter Jay (1991) studied the time and economy while selecting 150 IPOs.  To study IPOs performance 
industry dependence of the long run performance of initial public and to reach to a conclusion, time period of 365 days from the date 
offerings.  As per the author's findings investing in the IPO at the of listing of the IPOs is considered.
end of the first day trading and holding them up to 3 years results in 

Collection of Data
to 83 cents for each dollar invested. Moreover, the evidence 
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Prices of the IPOs from the date of listing to 365 days are taken period of time. 
f rom www.bse ind ia .com,  www.nse ind ia . com and  
www.moneycontrol.com.

Techniques used to study IPOs

1. Capital Asset Pricing Model

                The model formula is
Where

           R= R  + β (R -R )f m f

R  =  is the return of the individual IPO i on day t from the offer day.it
Where,

R  = is the market index return for BSE for the corresponding time mtR – Required return on a stock
period of given IPO.

β – Beta (Risk Co-efficient) of the stock
N= is total size of the IPOs in the portfolio.

R  – Market rate of returnm If WR is greater than 1, it indicates better performance of IPOs 
over the market index; less than 1 value indicates under R  – Risk free rate of returnf

performance of IPOs.
2. Wealth relatives

Empirical Findings
Wealth relatives are calculated on a group of IPOs at a specific 
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From the table 1 the cumulative abnormal rate of return (Actual R –   = Daily Actual Rate of Return – Daily Required Rate of Return
Req. R) for the companies is observed. The Beta values have been 

From the table 1 it can be observed that only 43 IPOs have given 
calculated from security wise data and market return data. The 

positive abnormal return starting from their day of listing to 1 year 
Beta values are for a period of 365 days and from the date of listing 

(365 days) time period, while remaining 107 IPOs have given 
for respective stocks. The risk-free rate of return taken here is the 

negative abnormal return. This indicates that it is a really notion 
91-day treasury bills which is 8 percent p.a. and has been converted 

that IPOs are always under priced. It is also evident that from the 
into daily rate by dividing the yearly rate by 365 days.

very well talked IPOs from the market and investors point of view, 
e.g.  8 / 365 = 0.021917808 many investors had to wash their hands.  The results of WRs for a 

first month indicate that only 52 IPOs index was above one 
The under pricing of the stock i.e. IPO is proved when cumulative 

indicating they have performed less than the market.  The WRs 
abnormal rate of return is positive. 

calculated for a 1 year indicates that 46 IPOs have performed better 
Cumulative Abnormal Rate of Return = Σ Daily Abnormal than the market as their WRs are greater than 1. Thus, from the 
Rate of Return table it can be concluded that there is no clear cut pattern regarding 

performance of IPO is observed. 
Daily Abnormal Rate of Return

The above table 2 shows the abnormal rate of return of 150 the faster rate as time increases.  Thus, it can be interpreted that 
companies for different time framework after the listing of the IPOs do not provide positive abnormal rate of return immediately 
IPOs.  Here average abnormal rate of return is taken for that time from the date of listing.  Thus, it is a notion that IPOs are always 
framework. From the above table it can be observed that 1-day to 7 underpriced and provide positive abnormal rate of return in a short 
day to till 1 day to 364 days average abnormal return of the IPOs is span from the date of their listing.  
negative; however negative abnormal rate f return decreases with 
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The above figure shows the average abnormal rate of return of 150 security. It shows that the abnormal return of the IPOs immediately 
companies for the first 7 days from the date of listing of the decreases in the initial days.

The above figure shows the average abnormal rate of return of 150 immediately in the initial 1-8 days then it shows the slightly 
companies for the first 15 days from the date of listing of the upward and then zigzag trend.
security. It shows that the abnormal return of the IPOs decreased 
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From the figure 3 to 7 it can be concluded that as the time span increases tendency of the IPOs to give positive return increases.  

From the table 3 it can be seen that total 43 IPOs out of 150 IPOs it can be concluded that now a day's majority of the IPOs are 
have given positive CARR while majority of the IPOs undertaken overpriced and do not provide positive abnormal return as they are 
for the study 107 IPOs out of 150 have given negative CARR. Thus meant for that in earlier time period. 

Volume 6, Issue 6, December 2013



w w w. p b r . c o . i n 89

If WRs is greater than 1, it indicates better performance of the IPOs approximately near to one for a six month time period while for a 
compared to market and thus it shows IPOs are underpriced; while one year time period 150 IPOs undertaken for a study have 
if WRs are less than 1, it indicates IPOs have given lesser return provided WRs value less than 1.  Thus, it can be concluded that as 
than the market and thus they are overpriced.  Here it can be per WR's estimates in a comparatively shorter time framework, 
observed that on an average for one month time period IPOs have IPOs are under priced but as time spans their return decreases.
provided very high value of WRs, which decreases and becomes 

Here looking at the calculation of WRs for a period of 1 month, 3 III, No.6. 
month and 1 year, it can be observed that tendency of the IPOs to 

Welch Ivo (1989). “Seasoned Offerings, Imitation Costs and the 
give WRs value greater than 1 decrease as time spans from 1 month 

Under pricing of Initial Public Offerings”, The Journal of 
to 1 year.  Also, for a one month time period 55 IPOs have shown 

Finance, Vol. 44, Issue 2, 
WRs value greater than 1(underpriced)  and 95 IPOs have shown 
WRs value less than 1(overpriced); while for a 1 year time period Loughran Tim, Ritter R Jay and Rydqvist Kristian (1994). “Initial 
only 46 IPOs have shown WRs value greater than 1 (underpriced) Public Offerings: International Insight”, Pacific Basin 
and 104 IPOs have shown WRs value less than 1 (overpriced). Finance Journal, Vol.2, pp. 165-199.
Thus, over a long time span more and more IPOs give return less 

Hanley Weiss Kathleen (1993). “The Under pricing of Initial 
than the market. 

Public Offerings and the Partial Adjustment 
Findings and Implications Phenomenon”, Journal of Financial Economics, Vol.34

This paper studies the aftermarket price performance of IPOs from Welbourne M Theresa and Andrews O Alice (1996). “Predicting 
a date of listing to 365 days for a time period of 2005 to 2012. This the Performance of Initial Public Offerings: Should 
paper presents clear cut evidence of IPOs performance anomaly Human Resource Management be in the Equation?” The 
that IPOs are initially underpriced and over a long term they show Academy of Management Journal, vol.39, no.4, pp. 891-
underperformance (i.e. over priced). The high initial day return 919.
observed in the figure 2 may be due to over expectation or 

Ritter R Jay (1991). “The Long-run Performance of Initial Public 
speculation of the investors.  Thus, the analysis conducted on an 

Offerings”, The Journal of Finance, Vol. 46, No.1, pp. 3-
individual basis leads no conclusion while computed on an 

27.
aggregate basis indicates that IPOs are under priced but only up to 
first month of their listing and then they start underperforming.  Aggarwal Reena and Rivoli Pietra (1990). “Fads in the Initial 

Public Offering Market”, Journal of Financial 
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