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THE PRICING PERFORMANCE 
PUZZLE OF INITIAL PUBLIC 
OFFERINGS (IPOS) 

EVIDENCE FROM INDIAN IPO MARKET 
Dr.A.Satya Nandini & Leena Guruprasad 

Abstarct 

The introduction of the Book-building process fo r Initial 

Public offerings (IPOs) improved lPOs pricing & 

performances. This paper with a sample of24 lPOs attempts to 

study the long run & short run performances. Resu lts indicated 

33% of the issue were under-priced. ln the short-run , they 

reported positive average Market Adju ted Abnormal Return 

(MAAR) of upto 42.85%. In the long run, using buy-and-hold 

ab normal retu rn (BHARs), the e IPOs significantly 

underperformed the market benchmark up to a period of 1 

month from the date of listing and va ni h thereafter. The 

inve tors who buy at offer get po itive returns throughout the 

period, while the initial day traders are required to wait for 

more than 1 month to earn a minimal positive return. 

l.lntroduction 
Thousand of firms around the world have preferred to 

go public in the last decade. An initial public offering (lPO) 

occurs when a security is sold to the general public for the first 

time. There is considerable international empirical evidence 

unanimou ly indicating that lPOs outperform in the short-run, 

especially on the first day of trading. The phenomenon of lPO 

underpricing! has long existed in the global stock market, 

although the magnitude of under-pricing varies from country 

to country. However, several academic researchers found in 

their stud ies that IPOs show underperformance in the long-run 

or have negative abnormal returns over holding periods after 

the IPO issue date. This implies that most !PO investors earn 

large positive returns in the early aftermarket period; their 

returns, however, will be diminished in the long-run. In 

contrast, the findi ng of Jelicet al. (2001), Ahmad-Zalukiet al. 

(2007) and C horruk and Worthington (2010) show IPO long

run over performance in developing countries uch a Malaysia 

and Thailand. However, the i sue of IPO over- or 

underperformance in the lo ng run is still controversial. As 

noted among re earchers, the results of long-term performance 

studies may differ as a result of differences in the methods and 

approaches u ed co measure the abnormal return. 

The purpo e of this study is to extend the existing 

literatu re on the aftermarket performance of IPOs by 

examining the Indian IPOs on the E. In particular, the 

i sue of firm that took place between 1999 and 2004 are 

analy ed. Thi paper focu es on the evaluation of price 

performance of IPO up to a period of 10 years including the 

Ii tingday. 

This paper pre ents fresh evidence on !PO performance, 

i.e., short-run under pricing and long-run underperformance 

for 24 Indian IPOs issued during the period 1999-2004. It is 

reported that on an average the Indian IPOs are underpriced co 

the tune of 46.55 per cent on the listing day (listing day return 

vis-a-vis is ue price) compared to the market index. Another 

contribution of this paper is the evaluation of the long-run post

i ue price performance of Indian !PO . The long-run 

performance oflPOs up to a period of IO years are measured by 

using the most promising evaluation techniques, i.e., buy-and

hold abnormal rate of return (BHAR), after being adjusted with 

market index, CNX- ifty. 

Broadly, thi paper is structured as follows: Section 

consists of the introduction, Section 2 consists of the literature 
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o n short-term & long-term !PO performance. The data samples 

& methodology are described in Section 3 while Resu lts and 

statistical analyses are indicated in Section 4. Finally, the 

conclusions of this study are presented in Section 5. 

Review of Literature 

Perfo rmance of IPOs in the long run and short run has 

attracted considerable attention in the literature in recent 

years. Most of the existi ng studies from internationa l markets 

provide evidence indicating initial public offerings (IPOs) 

being under-priced o r showing outperformance in the short

run . The evidences for the same are indicated as below: 

Ritter (1991) exam ines 1,526 !PO stocks in the long run and 

fou nd that three-year market-adjusted buy-and-hold returns are 

negative to the extent of-23 .4%. Their exp lanatio n of this long

run underperformance is that firms go to the public when 

investors are over-optimistic abou t the growth of such !PO 

companie . In the ame way, investors are period ically over

optimistic about the earnings potential of you ng growth 

companies. 

Akh igbe et al. (2006) stud ied long-term performance of 2,483 

IPOs in the US using industrial sector class ificatio n. They also 

repo rted that the mean one-, two-, and three-year buy-a nd-hold 

abnormal returns of the IPO firms were-27.07%, -19.05% and -

10.1 6% respectively and were statistically signi ficant at an 0.01 

level. 

KULABUTR KOMENKUL*, JANUSZ BRZESZCZYNKI 

AND MOHAM ED 5HERJF(2013) EXAM IN ED long-run 

perfo rmance of 227 IPOs in the Thai stock market duri ng the 

period from 2001 to 2012. They analysed that large IPOs are 

characteri zed by a worse long-run perfo rmance wh ile the IPOs 

of smaller companies perform better than those oflarger ones. 

Goerge net al. (2007) stud ied 252 IPOs listed on the London 

Stock Exchange between 1991 and 1995. They also fo und poor 

long-run perfo rmance of UK IPOs, in particu lar of the smaller 

firms while those of the large firms perfo rmed better in a cross

sectional study. This find ing is consistent with that of Burrowes 

and Jo nes (2004) that showed the long-run underperformance 

o r negative returns from Alternative Investment Market (AIM3) 

IPOs during the initial two years of seasoning. 

Lee et al. (1996) investigated the short- and long-run returns of 

266 Australian IPOs during 1976- 1989. Their results also 

showed that the equally-weighted cumulative abnormal return 

at month 36 was -51.26% and was significant at an 0.01 level. 

Moreover, they suggested that the performance of Australian 

IPOs is cons iderably poorer than that of the US IPOs in Ritter's 

(1991) study. 
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Jelic, Saadouni, and Briston (2001) studies the share price 

perfo rmance of Malays ian IPOs listed on the KLSE (Kuala 

Lumpur Stock Exchange) Main Board during the period 1980 -

1995. They report that the month 36, CAR (C umu lated 

Abnormal Return) is signi ficantly pos itive at 24.83 percent; 

buy-and ho ld returns (BAH Rs) adjusted fo r the KLSE index are 

also positive and statistica lly significant for month 36, at 21.98 

pe rcent and is consistent with CAR. 

Ahmad-Zalukiet al. (2007) supported Jelic by examining that 

investors buyi ng IPOs in Malaysia o n the first day of trad ing and 

holding them for a three-year period can ga in significant 

abnorma l returns fo r equa lly-weighted event time CARs and 

BHARs using two market benchmarks.5 Their study reported 

pos it ive and statistically significant long-term returns up to 3 

yea rs after listing for Malaysian IPOs during the period 1980 to 

1995. 

O m ra n (2005) stud ies 53 Egyptian firms from 1994 to 1998 and 

shows that these fi rms yield statistica lly significant initial excess 

return . He finds mixed results in the aftermarket of those IPOs. 

Su llivan & Unite (1999) show fi rst-day returns earned by 

investors purchasing the initial publi c offer of a Philippine 

compa ny are consistent with what has been documented in 

ocher countries. This finding confirms the view that investors 

in mailer countrie with a less developed capita l market are 

subject to greater risks. However, this under-pricing of 

Philippine IPOs is d ramatically less severe than under-pricing 

documented fo r other emerging market cou ntries and less than 

other Pacific-Rim countri es. Poss ible reasons fo r these 

d ifferences include: (1) Stage of market libera lization, (2) 

Development of the stock market, (3) Stock market regulations, 

(4) In formation disclosure and accuracy, and (5) Specific firm 

characteristics. 

Few stud ies on IPOs have been done in Ind ia as well and some 

of them are quoted below. 

Shah (1 995) documents a phenomenal 105.6% excess return 

over the offer price in a study of 2056 new listings over the 

pe riod January 1991 to May 1995. However, this study provides 

evidence on the short run perfo rmance only. 

M ad husoodan and Thiripa lraju( 1997) examined the initial 

and aftermarket returns of 1,922 companies listed on the BSE 

from 1992 to 1995. The returns given by the Indian IPOs were 

very high in the short-run compared to the experiences of other 

countries. In the long-run , the retu rns were sti ll positive and 

high , compared to negative retu rns in most other cou ntries. 

Kakati (1999) analysed the performance of a sample of 500 

lPOs that came to the market du ri ng Janu ary 1993 to March 



1996 and documents th at the sho rt run under-pricing is to the 

tune of36.6% and in the long-run the overpricing is 40.8%. 

M adan (2003) exa mined under-pri cing and lo ng-run 

performance of 1,597 Indian IPOs listed during 1989-95 on th e 

BSE. His study also confirms that in the long-run (fiveyea rs after 

listing), there was a lras tic fall in the I PO returns. 

Sacya Nandini and Shivraj (2005) examined the initi al 

return (as on Listing day) of 20 lPOs from different sectors 

issued during the year 2003-2004 & concluded that the returns 

of each [PO varied fro m 25% to 209%, with the average first 

day retu m s of 48%. 

Singh and Singh (2008) cond ucted a study based on a sa mple of 

1,963 fixed price lPOs for the period July 1992 to August 2006. 

The result show that the adjusted initi al return , reputation of 

lead manager, and age of the co mpany provided a certificatio n 

to i sues leading to over subscripti on in lnclian lPOs. 

Pancle and Vaiclyanathan (2009) studi ed 55 firm s listed on the 

National Stock Exchange from March 2004 to October 2006 

and they demon trace that the degree of under-pricing in the 

Indian stock markets has reduced over the yea rs.from 105.6% 

as reported by Shah (1995) to 22.6% . 

Se hadev Sahoo and Prabina Rajib (2010) presented fresh 

evidence that on an average the Indian IPOs are under-priced to 

the tune of 46 .55 per cent on the listing day (listing day return 

vis-a-vis issue price) compared to the market index. The lo ng

run performance of IPOs up to a period of 36 months are 

measured by using the two most promi ing evaluation 

techniques, i.e., wea lth relative(WR) and buy-and-ho ld 

abnormal rate o f return (BHAR), both being adjusted with 

market i nclex, C NX-N i fey. Further, th e results evidence that the 

underperformance is most pronounced during the initial year 

of trad ing, i. e., up to 12 months from the listing date fo llowed 

by over- perform ance. 

S S Kumar (201 0) examined the perform ance of lPOs issued 

th rough the book building process in India over the period 

1999-2006 with a sample comprising of 156 firms chat offered 

their shares through th e book bui lding route o n the NSE. They 

inferred that upon listing the IPOs on an average offered 

positive returns (a fter adj usting fo r market move ment) to 

investors and a large part of the closing day returns on the listing 

day were accounted fo r by the opening returns. In the long run , 

the IPOs offered pos itive returns up till twenty four months but 

subsequently they underperform the market. 

From the literature review the fo llowing inferences can be 

made: 

Short-run und er-pricing of IPOs is an international 

phenomenon. 

Under-pricing in the Indian market is qu ite high 

co mpared to the international experiences. 

On the other hand, the results of !PO over- o r 

underperfo rmance in the long-run are mixed. 

From 1999 onwards most of the !PO were issued 

through the book building process. 

So far all the study on Long-run !PO perfo rmance in 

India is been limited to 60 months (5 years after listing). 

Hence, it will be of interest to exam ine the price 

performance of all IPOs being issued during the year 

1999-2004 till date ( [0 years after listing). 

Sample and Rc,earch Methodology 

The sample in this study includes all the new equity issues 

offered through book building route on the National Stock 

Exchange (NSE) & Bo mbay stock exchange (BSE) from 1999 

till May 2004. The entire list of public offers made through NSE 

& BSE are avai lable on their web site (www.nse india.com) & 

(www.bseindia .com). However, we have excluded all offer for 

sale i sues, follow on public offers. For the listing clay and the 

next day (second day) we collected the opening price and 

closing price of the !PO from the NS E's web site. 

Table l presents tota l !PO activity in the Indian market 

during the period 1999-2014. The number are inclusive of 

both fixed & book-bui lt IPOs helping us to analy e the IPO 

trend in India. The data were provided by PRIME Database . It 

is an agency monitoring and compiling information on all 

public issues in Indian market . Table 2 presents the Book-built 

IPO activity at SE during September, 1999 to May, 2004, 

which is the scope of this study. 

Table 1 : IPO Activity In lndl• - Ever since the Introduction of Book Building 

y- Numberofl'OI 
1999-00 56 
2000-01 11 0 
2001 -02 6 
2002-03 6 
2003-04 28 
2004-05 29 
2005-06 102 
2006-07 85 
2007-08 90 
2008-09 21 
2009-10 44 
2011).. 11 57 
2011 -12 36 
2012-13 44 
201 3-14 82 
2014-15 (as on 31/05"14) 2 
Total 798 
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Table 2 : Book-built IPO Activity at NSE (September 1999 to May 2004) 

,....,.,1101 
1999 3 

10 
2001 
2002 5 
2003 
2004 ( Until May 2004:) 10 

Toail 37 

A sum total of 37 lPOs are issued during the period 1999-2004. 

From this sample, we excluded I IPO due to missi ng offer price. 

To examine the after-market performance (both short-run and 

long-run), we exclude another 12 lPOs due to non-availability 

secondary market price data reducing our sample to 24 new 

issues, which represents 64.86 per cent of the populatio n. Each 

of the 24 IPOs was tracked for 60 months from the date of 

listing to evaluate the long-run price performance. Table 3 

explains the sample size and its selection methodology. 

Table 3, : Description ,of the Sample of IPOs .and the, Sampling Criteria 

Total number of Book Built IPOs offer:ed at NSE during the period 
Exclusion number of IPOs due to missing offer price 

Remaining 

Exclusion number of IPOs - Due to incomplete after-market price data. 
(As a result of merger & other alliances) 
Remaining total number of IPOs eligible for study 

Percentage of eligible companies in the sample for study 

37 

36 

12 

24 
64.86 

The details of the IPOs listed with their date of listing, listing 

price & issue price are presented in Table 4. As it can be 

inferred, the number of IPOs during this period peaked in 

2000 - dot com boom. The number of book building issues has 

become a significant part of the IPO market over the years. Over 

the sample years, though the number of public issues was 

relatively less the size of the issues were large. The closing prices 

were obtained from NSE website to calculate the yearly returns. 

Of the 37 IPOs analysed in this study, the majority were from 

the IT sector. Some of the other prominent sectors represented 

were banking, pharmaceuticals, media and entertainment. 

Tabl• 4 : D•scription of the Sampl•d Book-Built IPOs 

IINo COi 1111 ....... .,... Ulll1•llrlce CloN ............ c..ntnt Price aa.e 
1 T.V. Today Network Limited 16-01-04 181.35 95 150.1 

2 lndraerastha Gas limited 26-12-03 119.40 48 322.2 

3 Vardhman AC!}'.lics Limited 30-09-03 11.10 10 18.05 

4 New Delhi Televis ion Limited 19-05-04 99.45 70 85.35 

5 Dishman Pharmaceuticals & Chemicals Limited 22-04-04 541.25 175 88.95 

6 Biocon limited 07-04-04 484.50 315 437.3 

7 Petronet LNG Limited 26-03-04 14.65 15 155.35 

8 Power Tradinl Coreoration of India Limited 07-04-04 44.80 j 90 85.7 I 
9 Divi's Laboratories Limited 12-03-03 176.25 I 140 1275.2 

10 Creative Eye Limited 20-12-00 64.10 50 4 .55 I 
11 Balajl Telefilms Limited 22-11-00 157.00 130 54.35 I 
12 Prit ish Nandy Communications Limited 11-12-00 165.15 155 14.85 I 
13 MROTEK Limited 06-11-00 94.55 95 7.67 

14 Tata Teleservices !Maharashtra) Limited 26-10-00 11.95 12 11.04 

15 Shree Rama Multi Tech Limited 23-03-00 100.00 120 I 4.95 

16 HCL Technolo1ies Limited 11-01-00 1,575.30 580 1418.55 

17 Bank of Maharashtra 12-04-04 39.35 23 I 46.95 

18 VIJAYA BANK 10-01-01 9.50 I 10 50.2 

19 Allahabad Bank 29-11-02 10.15 10 126.5 

20 Andhra Bank 04-04-01 8.90 10 95.25 

21 Indian Overseas Bank 13-12-00 9.90 10 77.3 

22 Punjab National Bank 26-04-02 37.40 31 943 .8 

23 Syndicate Bank 27-12-99 ,33.00 10 141.2 

2.4 Union Bank •of india 24-09-02 16.35 16 206.50 
--
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In th is study, we examined the price perfo rmance of the 

IPOs both in the sho rt-run as well as in the lo ng-run .i.e., 

perfo rmance on the listing day, fo llowed by an estimatio n of 

long-term pricing perfo rmance over a period of 120 mo nths or 

10 years fro m the d ate of listing. !PO lo ng run perfo rmance is 

gauged by examining the returns beyond the second day o f their 

listing at half yea rly & yearly intervals till May 2014 subject to a 

maximum of 120 mo nths o r 10 years. Therefore, fo r those listed 

in May 1999 yearly returns will be observed till May 2014 

encompassing higher than 120 mo nths or 10 years returns. 

Howeve r, fo r a stock listed in M ay 2004 we could analyze its 

perfo rmance fo r a maximum of 10 years o r 120 mo nths. 

Methodology fo r compu tatio n of Sho rt-run price 

perfo rm a nee of I POs 

To examine the initial returns of the Indian IPOs, we 

calculate market-adjusted initia l returns fo r all IPOs. Market

adjusted abno rmal return (MAAR) fo r the listing d ay is 

ca lculated as the di ffe rence of initial return calculated fo r (i) 

the secu rity o n day o ne and (m) the benchmark return o n that 

day which is S & P C NX Nifty ofNSE. Miller and Reilly (1987), 

ca lculated MAAR using the formula as given in Eq. ( l). 

The MAAR fo r the IPO stock (i) o n day I is calculated by 

us ing Eq. (1 ). 

Where, MAARi 1 is the market-adjusted abno rmal rate of 

return fo r the stock i o n day 1, Ri 1 reflects the percentage 

change in list price vis-a-vis offer price. Rm I is calculated as the 

percentage change in closing ma rket index value o n the listing 

day to market index o n the date of closure of issue. The initial 

day price performance of each IPO has been calculated by using 

Eq .(I). The above method ology is also in line with Sohail and 

Nasr (2007). The S & P C NX Nifty (hence after Nifty) closing 

value has been used to calculate the market index return. 

A pos itive MAAR o n the initia l day of listing can be 

interpreted as a better performa nce fo r the lPOs compared to 

the benchmark return (NIFTY) fo r the sa me period & provides 

an evidence fo r under-pricing of IPOs. From the investors' 

po int of view, such lPOs provide investo rs with positive initial 

excess abno rmal return , through buying stocks at subscription 

prices in the primary market and selling them o n first trading 

day in stock market . 

Methodology fo r computatio n o f Lo ng-run price 

perfo rmance of IPOs 

Motivated by the existing internatio nal practice, we use 

Buy-and-H o ld Ab no rmal Returns (BHAR) to evaluate lo ng

term perfo rmance fo r a period of 120 mo nths or 10 years fro m 

the da te of listing. Market-adjusted BHAR are calculated with 

reference to both issue price and list price. In this method , we 

assess the change in the wealth of the investors fo r the sampled 

IPOs by assuming that the same amount of mo ney is pass ively 

invested in the initial day and held fo r a specified period 

(excluding initial d ay) and then compare these with a market 

benchmark (CNX NIFTY). The market-adjusted BHAR as the 

excess return fo r the lPOs over and above the market return is 

computed as: 

T T 

BHAR,r = 11 {I+ R11 )- 11 (I+ R..,) 

Where, Rit is the return of the individual IPO stocks i at 

time t and Rmt is the market index return for Nifty fo r the 

corresponding time t. 

The above methodo logy is also in line with So hail and 

Nasr (2007) & Seshadev Sahoo and Prabina Rajib (2010). The 

Nifty closing value has been used to calculate the market index 

return. 

A positive BHAR for a specific time period can be 

interpreted as a better perfo rmance fo r the IPOs compared to 

the benchmark return (NIFTY) fo r the same period . The 

advantage of this method is that the terminal values o f both of 

the investment strategies, i.e., investment on a po rtfo lio oflPO 

and market index, are compared . From the investors' point of 

view, BHAR ind icated whether the benefit(pos it ive initial day 

return) accrued in terms of investing through IPO subscriptio n 

is extended to the late buyers or is completely exhausted o n the 

listing date. 

The average BHAR for the entire sa mple is also 

calculated to fi nd out the overn ll performance of the portfo lio 

of IPOs fo r a specific period o f time. The mean BHAR is 

computed as the arithmetic average of abnormal returns on all 

IPOs in the sample of size N. Mean BHAR is co mputed by the 

fo llowing fo rmula: 

BHAR 
1 

N 

. 
LBHAR,r 
' I 
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Analysis & Interpretation 

Short-run price perform ance ofIPOs on using MMR 

Table 5 details the short-run perfo rmance of IPOs using 

MMR. It repo rts the distribution of MMR from the Issue 

close day up to the listing day (close price). In other wo rds, it is 

the excess retur n over the market benchmark being computed 

on using Eq. (1). Table 5 also indicates that underpri cing (U P) 

persists in thelndi an !PO market during the study period. For 8 

IPOs, the list price is below the offer price indicating !PO 

overpri ce fo r these issues. 

It is fo und that the investors outperfo rm (i. e. there is 

under-pricingof IPOs in the market) , th rough buying stocks at 

subscription pri ces in the primary market and sell ing th em o n 

first trad ing day in stock market. The res ults revea l that 33% (8 

out of 24 IPOs) provide inves to rs with ini tial negative return , 

presenting that these IPOs are overpriced whi le 67% (16 out of 

24 lPOs) provide investors with positive initial excess ab norm al 

return , present incr th at these IPOs are under-priced . H owever, 

jo intly, all 24 IPOs provide investors wi th positive ave rage 

Market Adjusted Abnormal Return (MMRl) up to 42.85% 

after having adjusted with the benchmark (CNX NlFTY) 

returns.Th e hi gher percentage of unde rva lu at io n in 

compa rison with international findings could be interpreted as 

Indian issuers leaving too much o n the table. 

Table 5 : M arket Adjusted Abnormal Returns(MAAR) Relative to List price & Offe r Price 

SINO Name of the issue 
1 T.V. Today Network Limited 

2 lndraprastha Ga s Limi t ed 

3 Vardhman Acryli cs limited 

4 New Delhi Telev ision limited 

5 Dishman Pharm aceuticals & Chemicals Limited 

6 Biocon Lim ited 

7 Pet ronet LNG limited 

8 Power Trad ing Corporation of India Limited 

9 Divi 's l aboratories limit ed 

10 Creative Eye limited 

11 Balaji Te lefilms Limited 

12 Prit ish Nandy Commun ications Limited 

13 MROTEK Limited 

14 Tat a Te leservices (Maharashtra) Limited 

15 Shree Rama Multi Tech Limited 

16 HCL Techno logies Limited 

17 Bank of Maharashtra 

18 VIJAYA BANK 

19 Allahabad Bank 

20 And hra Bank 

21 In dian Overseas Bank 

22 Punj ab Nati onal Bank 

23 Syndicat e Bank 

24 Union Bank of India 

Long-run Price Performance of IPOs on using 

BHAR 

Table 6 d etails the lo ng-run perfo rmance of IPOs 

using BHAR. lt presents the distributio n ofBHAR from the 

listing d ay up to 120 m onths or 10 yea rs, with refe rence to 

both o ffer price and list price. Panel 'A' shows market-
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Issue dosing NIFTY Issue Listing NIFTY 
date Close Price price Ustlna: - ") 

27-12-2003 1874.05 95 181.35 1900.64 88.22 

05-12-2003 1645.80 48 119.4 1837.25 122.83 

19-09- 2003 1407.05 10 11.1 1417.1 10.21 

28-04-2004 1816.55 70 99.45 1567.85 64.61 

07-04-2004 1848.70 175 541.25 1889.55 202.60 

18-03-2004 1716.65 315 484.5 1848.7 42.82 

08-03-2004 1885.25 15 14.65 1747.5 5 .37 

08-0 3-2004 1&85.25 90 44.8 1848.7 -49.24 

21-02-2003 1066.15 140 176.25 1001.7 33.99 

19-11-2000 1208.05 50 64.1 1295.25 19.57 

U-10-2000 1206.25 130 157 1222.35 19.18 

11-09-2000 1456.35 155 165 .15 1332.15 16.48 

09-09-2000 1456-35 95 94.55 1240.25 16.87 

18-07-2000 1463.10 12 11.95 1186.3 22.82 

21--01-2000 1620.60 120 100 15S3.4 -13.06 

24-11-1999 1394.95 580 1575.3 1572.5 140.94 

04-03-2004 1843.85 23 39.35 1838.2 71.61 

04-12-2000 U 75.60 10 9.5 1287.3 -5 .86 

31-10-2002 951.4 10 10.15 1050.15 -8.04 

22-02-2001 1355.1 10 8.9 1136.65 6.10 

06-10-2000 1285 10 9.9 1354.3 -6.07 

26-03 -2003 1013.85 31 37.4 1097.4 11.46 

04-11-1999 1336.80 10 33 1432.1 208.04 

30-08-2002 1010.6 16 16.35 966.2 6.88 

adjusted 'BHAR List,' computed fro m the list price. Panel 'B' 

reports 'BHAR Offer' be ing evaluated with reference to offe r 

pri ce. 

T he emp irica l results in Panel A o f Table 7 shows 

negat ive BHARs up to 1 mo nth fro m the date ofli sting. For 

lo nger peri ods, e.g. , 6 mo n ths to 120 mo nths/ 10 yea rs, 

pos itive BHARs are reported . Negative BHARs can be 



Table 6 Buy and Hold Return(BHAR) Relative to List price & Offer Price 

BHAR List Price BHAR Offer Price 

Time Frame Mean Standard Deviation Mean Standard Deviation 
Li st ing Day N A NA 0.44 I 0 .69 

Li st ing -+ 1 m o nth -1.11 29 .02 38 .32 68 .51 

Li sting+ 6 m o nth 10.11 83 .66 43 .9 109.55 

Li st ing+ 12 m onth 43 .71 168.91 87.72 218.22 

Li st ing , 2 yrs 62.69 224.32 99 .67 257.07 

list ing+ 3 yrs 93 .62 291.31 140.06 327.74 

Li st ing -+ 4 yrs 143 .06 420.21 203 .94 
I 

463 .39 

list ing -+ 5 yrs 102.62 344.04 149.8 370.7 

Li st ing + 6 yrs 29.76 35 1. 28 93 .52 I 389 .81 

Li st ing + 7 yrs 70.38 515.54 137.33 526.6 

listing 8yrs 172.22 723 .48 258.23 792.82 

list ing 9 yrs 132.29· 707.39 203 .48 796.61 

Li st ing 10 y rs 63 .83 614.07 137.57 651.32 

Note: M ost of the IPOs in our m,dy got !11ted dunng the period 2000 and 2004. 4 ye,m from the lis ting day for these set of IPOs Jails in the penod 2004 & f,m half 
of 2008, t111d 8 years from the list mg day of the sa me set of I POs fall in the period of 2008 & 2012 which witnessed fi nancial market boom. 

Condu,wn 

T his study has exam ined the short a nJ lo ng ru n share price 

perfo rmance o f Indian lPOs du ri ng the period 1999 to May 

2004.The under-pri cing is al o bserved in Indian IPOs, which is 

widely docu mented in the lite ratu re. O ur fi ndi ngs fro m the 

sampled 24 IP s reveal chat the 67% of IPO s arc under-priced and 

gene rates a ma rket adju red abnormal returns f 42. 5% to rho e 

inve to rs who wo uld have bought such stocks at sub criptio n prices 

in the primary market and so ld chem o n fi rst trading day in sto k 

ma rket. T his is defin itely, the profit o pportunity to those investors 

who borne the risk o f p rice uncertainty in the prima ry market. 

sing buy-a nd-ho ld abnorm al return (BHARs) as price 

perfo rm ance meas ure, we es timate the lo ng-run perfo rma nce fo r 

the sa mple IPOs up to a period of IO years/ 120 mo nths fro m the 

date of listing. We find that the IPOs signifi ca ntly underperfo rm 

the market benchmark up to a per iod of I mo nth fro m the date of 

listi ng and vanish thereafte r. In fact, we also report that the IPOs 

are signifi cantly over-perfo rming the C X N IFTY at 8 yea r from 

the init ial clay. In co nclusio n , this paper repo rts th e fresh evidence 

o n !PO price performance in lo ng run of up tu 10 years or 12 

mo nths. In co ntrary to internat io nal evidence where the 

underperfo rm ance continu es up to three to five yea rs, our results 

show underpe rfo rma nce up to 1 mo nth of t rading o n ly. Mo reover, 

by using buy-a nd ho ld return as an alre rnarive measure for 

eva lu ati o n of IPOs, we find that investors who buy at offer get 

po itive returns throughou t the period, while the initial day traders 

are required to wa it fo r mo re than I mo nth to ea rn a minimal 

positive return. 

The resu lts obtained Fro m the study provid e impo rtant 

informat ion to inve tors intend ing co invc t in IPO . Wefin d cha 

IPOs are under-priced on the listi ng day. Investo rs investing in 

!PO at the o ffer price and hold ing these shares over a lo nger 

period are better-off compared co investors investing in shares on 

the listing day. lnve tor investing at the list price wo uld no t g t 

excess retu rns at least up to o ne mo nth from the dace o f listing 

.Fm 111" 

We found that o n an average 3 3% of th e issues were und e r

priccd. 

In the short-run, the sa mpled IPOs repo rted pos itive average 

Marker Adjusted Abno rmal Return (MAAR) of upto 

42 . 5% on the ini t ia l day of listing, after having adjusted 

withrh e markerbenchmark(C X IFTY)returns. 

U ing buy-and-hold abno rmal return (BHARs) as price 

perfo rmance measure, we exa mined that in the long-run , 

sa me set of IPOs signi fica ntly undcrperfo rm the ma rket 

benchma rk up to a period of I mo nth fro m the date of listing 

a nd va nish the reafte r. 

Moreover, we fi nd tl1a t invesrors who buy aroffcr get positive 

returns thro ughout the period, while the initia l day traders 

are required to wait for more than I month co earn a 

minim al positive return. 
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