Dr. Seema Mohindra [Subject: Commerce] International Journal Vol. 2, Issue: 5, June: 2014

of Research in Humanities and Social Sciences ISSN:(P) 2347-5404 ISSN:(0)2320 771X

Short Run Performance o Initial Public Offerings of
Companies Listed at NSE

DR. SEEMA MOHINDRA

Abstract:

The study focuses on analysing the investor experience of investing in the IPOs in the short run. It
further studies the influence of offer size, offer price, premium on issue, listing price and the age of
the company on the short run performance of IPO. The average Market Adjusted Abnormal Return
(MAAR) for all the companies together was found to be 28%. The offer size, premium on issue and the
age of the company had no influence on the short run returns reflected by Market Adjusted Abnormal
Returns (MAAR). The listing price had a positive influence on MAAR that means a higher listing price
led to an increase in the abnormal returns in the short run. The offer price had a negative influence
on MAAR, which implies that a higher offer price led to a decrease in the abnormal returns in the
short run.
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1. Introduction

When an unlisted company makes either a fresh issue of securities or offers its existing securities for
sale or both for the first time to the public, it is called an IPO (Initial Public Offering). This paves way
for listing and trading of the issuer’s securities in the Stock Exchanges.

Prior to reforms initiated in early nineties, all public issues in India were required to obtain approval
from the office of Controller of Capital Issues (CCI) for raising capital. With the abolition of the
office of CCI in 1992, Securities and Exchange Board of India (SEBI) was formed and the issuers
were free to price their issues in consultation with the lead managers giving justifications for the
proposed premium and disclosing the relevant information. This mechanism for pricing the IPOs was
called the fixed price method where the price of the offer was decided by the issuer along with the
lead manager well in advance. The forces of globalization and technological advancements
accompanied by the reforms aiming at liberalization and deregulation in the Indian securities market
led to expansion and growth of Indian capital markets. Equity market reforms involved developing
institutions that expanded both the scope and the reach of the market participants. In its strive to
continuously improve the Indian Securities market, NSE offered infrastructure for conducting online
Initial Public Offerings (IPOs) through book-building mechanism. Though the guidelines for book-
building were issued in the year 1995, they were implemented in the year 1999 only. NSEs’ online
IPO system was launched with the book-built issue of Hughes Software Systems Ltd. in September
1999 and the issue was oversubscribed nearly twenty six times. This shows investors keen interests in
investing in an IPO.

2. Literature Review

Performance of IPOs in the short-run has evolved as an area of interest among capital markets
research. “The Initial Return performance of U.K. Property Company IPOs” by Winston Sahi and
Stephen L. Lee (1995) presented empirical evidence for a sample of 48 UK property company initial
public offerings over the period 1986 to 1995 and concluded that the property companies showed
positive average first day returns (7.8%) and the average first day return by property trading
companies was significantly higher than that for property investment companies. John W. Cooney,
Ajai Singh and others (2001) studied a sample of U.S. IPOs drawn from 1981-1998 and found a
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negative relation between IPO initial returns and underwriter reputation in the 1980s and a positive
relation in the 1990s. However, a more detailed analysis revealed that the inverse relationship
between underwriter’s prestige and initial returns continues but only for offerings priced between the
filing range where filing range refers to the price between the high and the low estimated offering
price filed with the IPO’s preliminary prospectus.

Chitru S. Fernando and others (1999) in their study, “Offer price, target ownership structure and 1IPO
performance”, based on US firms, found that higher priced IPOs, marketed by more reputed
underwriters and attracting a larger institutional investment were relatively more underpriced and the
long-run performance increased with offer price.

Another study by Francesca Cornelli and David Goldreich (2003) found that the information in bids
which included a limit price, especially those of large and frequent bidders, affected the issue price.
Oversubscription and demand elasticity were positively correlated with first-day after market returns
and demand elasticity was negatively correlated with after market volatility. Their results supported
the view that bookbuilding is designed to extract information from investors. ‘An Empirical
Examination of Intended and Unintended IPO Underpricing in Singapore and Malaysia’ by Md
Hamid Uddin (2008) is a comparative study on Singapore and Malaysia and stated that the delay in
IPO listing after setting the offer price resulted in unintended underpricing. Hence, the listing time lag
is an important factor to explain IPO initial returns.

3. Objectives of Study
The main objectives of the study are as follows:
1. To study short run performance of the Indian IPOs
2. To study the influence of Offer size, Offer Price, Listing Price, Premium and Age on the short run
performance of the IPOs.

4. Hypotheses

1) Ho: There is no influence of Offer size, Offer Price, Listing Price, Premium and Age on the short
run performance of the IPOs.

Hi: There is influence of Offer size, Offer Price, Listing Price, Premium and Age on the short run
performance of the IPOs.

The dependent variable for this hypothesis is MAAR (Market Adjusted Abnormal Returns) and the
independent variables are offer size, offer price, listing price, premium on issue and age of the
company.

2) Ho: There is no influence of Offer size, Offer Price, Listing Price and Age on Premium in the short
run.
Hi: There is an influence of Offer size, Offer Price, Listing Price and Age on Premium in the short
run.

The dependent variable for this hypothesis is Premium on issue and the independent variables are
offer size, offer price, listing price and age of the company.

5. Data Processing and Analysis Plan

To study the short run price performance of the sample companies Market Adjusted Abnormal
Returns (MAAR) for each company has been calculated.

The total return for stock “i” at the end of first trading day is calculated as:
Ri1= (Pit/Pig)-1 -===-==mmmmmmmmmm e oo (1)
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where Pj; is the closing price of the stock “i” at the first trading day and Pjo is its offer price and R;; is
the total first-day return on the stock.

The return on the market index during the same period is calculated as:

Rm1=(Pm1/Pmo)-1 N )

where Py is the closing market index (S&P CNX NIFTY) value at the first trading day and P, is the
closing market index value on the offering day and Rp; is the first trading day’s comparable market
return.

Using these two returns, the Market Adjusted Abnormal Returns (MAAR) for each IPO on the day of
listing is computed as:
MAAR;1=100 x {[(1+Ri1)/(1+Rm1)]-1}----------------- (3)

6. Result and Findings

The average initial return for all the companies together was 28%. The number of companies with a
negative MAAR was 72, which is 30.51% of the total number of companies studied and 164
companies out of 236(69% of the total number of companies) showed positive returns in the short run.
There were 15 companies that provided an initial return of more than 100% which accounts for 6.35%
of the sample size. Standard Deviation was high at 45.99, which shows a high variability in the
returns provided by the companies in the short run.

7. Regression Analysis
Hypothesis 1

Ho: There is no influence of Offer size, Offer Price, Listing Price, Premium and Age on the short run
performance of the IPOs.

Hi: There is influence of Offer size, Offer Price, Listing Price, Premium and Age on the Short run
performance of the IPOs.

Model Summary

ANOVAP

Coefficients®
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Collinearity Diagnostics®

a. Predictors: (Constant), Offer Price, Listing Price

ANOVAP

Coefficients®

Collinearity Diagnostics®
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8. Observations

1) The Adjusted Rsquare value is 53.8% which means that the present model is able to explain 53.8%
variance in MAAR.

2) The p value is less than 0.05, so the model is significant and we reject null hypothesis at 5% level
of significance.

3) The p value for listing price and offer price is 0.00 which means that individual coefficients of
these variables exist. So, there is a significant influence of offer price and listing price on the MAAR
(Market Adjusted Abnormal Returns).

4) The Standardized Beta Coefficient indicates that a unit change in listing price has a positive effect
on MAAR. A higher listing price leads to an increase in the abnormal returns.

5) The Standardized Beta Coefficient indicates that a unit change in offer price has a negative effect
on MAAR. A higher offer price leads to a decrease in the abnormal returns.

The influence of listing price and offer price on the MAAR can be explained by the following
regression equation:

MAAR = 29.479 + 0.266(Listing Price) -0.353(Offer Price) + e

Hypothesis 2
Ho: There is no influence of Offer size, Offer Price, Listing Price and Age on Premium in the short
run.

Hi: There is an influence of Offer size, Offer Price, Listing Price and Age on Premium in the short
run.

Model Summary

ANOVAP

Coefficients®

Online & Print International, Refereed (Reviewed) & Indexed Monthly Journal
RET Academy for International Journals of Multidisciplinary Research (RAIJMR)




Dr. Seema Mohindra [Subject: Commerce] International Journal Vol. 2, Issue: 5, June: 2014

of Research in Humanities and Social Sciences ISSN:(P) 2347-5404 ISSN:(0)2320 771X

Collinearity Diagnostics®

Coefficients®

Online & Print International, Refereed (Reviewed) & Indexed Monthly Journal
RET Academy for International Journals of Multidisciplinary Research (RAIJMR)




Dr. Seema Mohindra [Subject: Commerce] International Journal Vol. 2, Issue: 5, June: 2014

of Research in Humanities and Social Sciences ISSN:(P) 2347-5404 ISSN:(0)2320 771X

1 1 1.748 1.000 A3 A3
2 .252 2.636 .87 .87

a. Dependent Variable: Premium

9. Observations

1) The Adjusted R square value is 32.0% which means that the present model is able to explain 32.0%
variance in Premium in the short run.

2) The p value is 0.00 which means that we reject null hypothesis at 5% level of significance.

3) The p-value of independent variable, offer price is 0.00 which means that individual coefficients of
this variable exist which implies that there is an influence of offer price on the Premium in the short
run which can be explained by the following regression equation:

Premium =-9.639 + 0.182 (Offer Price) + e

10. Conclusion

The book-building is a process of price discovery where price of the shares is discovered on the basis
of demand received from prospective investors at various price levels. Since the mechanism
incorporates the investor demand in price discovery, it is expected that the book-building mechanism
leads to discovery of price determined by the demand and supply forces of the market. This study
found that the average initial Market Adjusted Abnormal Return (MAAR) for all the companies
together was 28%. So, the IPOs were underpriced by 28%. 69% of the companies studied, showed
positive returns in the short run. The regression analysis showed that offer size, premium on issue and
the age of the company had no influence on the short run returns reflected by MAAR (Market
Adjusted Abnormal Returns). The listing price had a positive influence on MAAR that means a higher
listing price led to an increase in the abnormal returns in the short run. The offer price had a negative
influence on MAAR, which implies that a higher offer price led to a decrease in the abnormal returns
in the short run. An analysis of the influence of offer size, listing price, age of the company and offer
price on the premium an issue shows that the first three variables had no influence on the premium.
The offer price had an influence on the premium.
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