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Astudyoninitialandpostissueperformanceof

initialpublicofferings(IPO’s)atNSE

"Intheshortrun,themarketisavotingmachinebutinthelongrun,itisa

weighing

machine.  -BenjaminGraham

I. Introduction:

A financialsystem isasystem thatallowstheexchangeoffundsbetween

lenders,investorsandborrowers.Itpromotessavingsandinvestmentintheeconomy

andenlargestheresourcesflowingintothefinancialassetswhicharemoreproductive

thanthephysicalassets.Afinancialmarketisamarketinwhichpeopletradefinancial

securities,commoditiesandotherfungibleitemsofvalueatlowtransactioncostsand

atpricesthatreflectivesupplyanddemand.Financialmarkethassignificantroletoplay

inthiscontextbecauseitisapartofthefinancialsystem.Itprovidesthefinancial

resourcesneededforthelongterm andsustainabledevelopmentofdifferentsectorsof

theeconomy.

Investorshaveaccesstoalargenumberoffinancialmarketsandexchanges

representingavastarrayoffinancialproducts.Someofthesemarketshavealways

been open to private investors;others remind the exclusive domain ofmajor

internationalbanksandfinancialprofessionaluntiltheveryendofthetwentiethcentury.

Financialmarketisdividedintomoneymarketandcapitalmarket.

Primarymarketfacilitatesecuritiestotheinvestorsandassistthecorporate

sectorinarrangingfundsintheform ofpublicissue,offerforsale,privateplacement

andrightissue.PublicissuecanbefurtherclassifiedintoInitialPublicOffer(IPOs)and

FurtherPublicOffer(FPO).Aninitialpublicofferingisacompany’sfirstofferingof

equitytothepublic.IPOisamajorsourceofcapitalforfirms.

IPO’sareimportantmilestoneinanycompany’sgrowthasitprogressesfrom

being a start-up/private limited company to public limited.SuccessfulIPO can

generatetremendousamountofwealthforcompanypromotersaswellaspreIPO

investors.HistoricallyamajorityoftheIPO’swereunder-pricedwithanaim toissue

abnormalprofitsonthelistingthusattractingmoreinvestorstosubscribetotheir

stocks.Empiricalstudieshaveestablishedtheaboveinefficientmarkets.

Numerousresearch papershavestudied theanomalyofunderpricing and

abnormalreturnsyettheyareinsufficienttodemystifytheabove.Hencethisstudywill



analyzetheshortterm andthelongterm performanceoftheInitialPublicOfferings

andhelptheinvestorstakeaninformeddecisionwhileinvestingforthesame.

II. Relevanceofthetopic:

IPO’sareoftenlookeduponasaspeculativeopportunitytoearnabnormalprofits

onthelistingday.Companieswhichdecidetogopublicfacetheaddedpressureofthe

marketwhichmaycausethem tofocusmoreonshort-term resultsratherthanlong-

term growth.Theactionsofthecompany'smanagementalsobecomeincreasingly

scrutinizedasinvestorsconstantlylookforrisingprofits.Thismayleadmanagementto

perform somewhatquestionablepracticesinordertoboostearnings.

Beforedecidingwhetherornottogopublic,companiesmustevaluateallofthe

potentialadvantagesanddisadvantagesthatwillariseandfixpricesthatareinthebest

interestofthecompanyandinvestors.Thisstudyhelpstheinvestortodecidethe

suitableinvestmentstrategytogetmaximizedreturns.

III. Objectivesofthestudy:

Thepresentstudyhasbeeninitiatedwiththefollowingobjectives:

 TofindouttheperformanceofIndianIPOsforshortperiod,i.e.from thedateof

offerto thepublictothedateoftheirfirstdayoftradingafterlistingonstock

exchange.

 Tomeasurethelongterm performanceofIndianIPOsincludingandexcluding

initialreturns.

 Toanalyzewhetherthereturnsaremoreinshortterm orlongterm forbetter

conclusion

 Tocompare&analyzeInitialPublicOfferings(IPO’s)returnswithIndexreturns.



IV. Reviewofrelatedliterature:

SudeshKumarSharma,SanjivMittal&N.K.Gupta,“Post-issuePerformanceof

IPOsinIndia”(2013),indicateinverserelationshipofmarketpriceappreciationtotime

periodmeaningthatthestockappreciationtendstodecreasewithtime.Maximum

appreciationofstocksiswitnessedonlistingdayacrossallsectors.Appreciationis

observedrangingfrom 12percentto42percentwithaveragebeing25percentacross

allsectors.FinanceandIT/ITESsectorsoutperform theaveragelevelofappreciation.

PetrochemicalandInfrastructuresectorstocksgainpoorlyonlistingday.

Dr.P.Roopa“AstudyoninitialperformanceofIPO’sinIndia”,during2015-16,

wasrevealedthataveragereturnonthelistingdayincaseoffixedpriceissueis7.04%

andincaseofbookbuildingmechanism is6.4%.Incaseofmarketadjustedinitial

returns,theaveragereturninfixedpriceofferis7.3%andbookbuildingmechanism is

9.8%.

Dr.S.Poornima,AalaaJ.Haji&Deepha.B “Astudyontheperformanceofinitial

publicofferingofcompanieslistedinNSE,India&GulfBaseGCCIndex”(2016),show

thattherearefivecompaniesthatofferedhigherreturnsintheprimarymarketandsold

inthesecondarymarket,whereasthereisonlyonecompanywhichgiveshigherreturns

intheprimarymarketandonecompanywhichgiveshigherreturnsinthesecondary

market.



V. ResearchMethodology:

Theshort-term returnsarecalculatedforthelistingdayusingthetraditional

methodofcalculatingreturns,i.e.Thedifferencebetweentheclosingpriceonthefirst

dayoftradingandofferpriceanddividedbytheofferprice.Theresultfigurewas

multipleby100tosetthefigureinpercentage.

TomeasuretherawreturnofIPOs,whetheraninvestorgainedorlostbybuying

theshareduringtheIPOonofferdateandsellingattheprevailingpriceontheopening

daythefollowingformulahasbeenused

Ri=p1-p0/p0*100…………..(1)

Where

Ri=subscribersinitialreturn(hereafterrawreturn)

P1=closingpriceonthefirstdayoftrading

P0=offerprice

IfRiismorethanzero,onecaninterpretthatshortterm returnswerepositiveand

theissueswereunder-priced,ifRiislessthanzero,onecaninterpretthatshortterm

returnswerenegativeandtheissueswereoverpriced,andifRiwaszero,itmeansthere

werenoreturns

MarketAdjustedExcessReturns(MAERs):

Thereturnsmeasuredbyeq.(i)wouldbevalidinaperfectmarket,wherethereis

notimegapbetweentheapplicationclosingdateandfirstdayoftradingbutinIndia

thistimegapisquitelong.Duringthisperiod,amajorchangecouldoccurinmarket

conditions.Astherewasalagbetweenofferdatesandlistingdate,thepriceobserved

inthemarketonthelistingdaymaybedifferentfrom theofferpriceasaresultofthe

overallmarketmovements,theresearcheralsocomputemarketadjustedreturnsofthe

IPOsforthesameperiod.Therefore,theinitialreturnestimatedbyeq.(i)willbe

adjustedformarketreturnasunder;



MAER=(p1-p0/p0)–(m1-m0/m0)*100

Where

P1=closingpriceonthefirstdayoftrading

P0=offerprice

M1=marketindexonthefirstdayoftrading

M0=marketindexontheofferdate

MAER=marketadjustedexcessreturn

VI. Dataandsampling:

Datahasbeencollectedfrom NSE,CMIEPROWESS,andCAPITALLINE.The

presentstudywasmainlyconfinedtosecondarydata.Thesampleofthestudywas

basedonthefollowingcriteria

Theresearchwillbedonethroughobservationmethodbytaking7yearsdata

startingfrom 2013.FurthertheresearcherwilltakethedetailsoftheIPO’spriceatthe

timeoflistingandtheperformanceofthepublicissuesafteroneyear.Basedonthis

theresearcherconcludesandgivesthequantitative&qualitativeinterpretationwhich

willbeusefultotheinvestors.

NSE-NiftywasselectedastheMarketIndexforthestudybecauseNational

StockExchangeofIndiaistheoldeststockexchangeandmostofIPOswerelistedin

thestockexchange.

IPO's-YearWise(IPO'sinIndiaShareMarket)

Year No.ofIPOs
AmountRaised

(RsInCr)

Issues

Succeeded
IssuesFailed

2013 5 1,283.95 3 2

2014 7 1,200.94 5 2

2015 21 11,362.30 21 0

2016 27 26,372.48 26 1

2017 35 70,714.41 35 0

2018 25 31731.28 24 1



2019* 13 11027.64 13 0

Source:https://www.nseindia.com/products/content/equities/ipos/hist_ipo.htm

VII. Conclusion:

ThisstudyaimedatanalyzingtheperformanceofIPObothinprimarymarketand

secondarymarket.InvestmenttoolsliketheRaw Returns;MarketAdjustedExcess

Returnsisusedtoanalyzeboththeshortterm andthelongterm performance.Itis

importantfortheinvestorsto analyzethetrendofIPO stocksto makeinformed

decisions.

Thesamplesizeusedinthisstudyissmall,andstudyperiodforthelongterm

performanceisalsosmallsinceitmaytakemorethan1yearforacompanytoimprove

theirfinancials.ThestudyimplementedonlyMarketAdjustedExcessReturnsmethod

toanalyzetheperformanceoftheIPOduetotimeconstraintwhereasothertoolslike

BuyandHoldAbnormalReturnsandWealthRelativescouldbeusedtoanalyzethe

actualperformanceofIPO’s.CompanieslistedinBombayStockexchangecanalsobe

takenforstudytounderstandtheoverallperformanceofIPOstocksinIndia.Factors

influencingunderpricingwhichresultsinabnormalprofitscanalsobestudiedtohavea

comprehensiveviewontheexactreasonbehindtheanomaly.
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