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Abstract: - The scope of the present study is to find out 

how far the publicly available information
1
 is being used 

by the IPO firms and IPO investors. The models designed 

in the study all are based on publicly available 

information. The study period is from the year 2004 to 

2013. It is based on a sample of 200 IPOs issued during the 

study period. The objectives of the study are: to see the 

relationship between long run and short run returns of 

IPOs and find out the determinants of long run returns of 

IPOs. 

Key Words : IPO, Book-Building, Long-run performance, 

offer documents, IPO research 

I. INTRODUCTION 

n the event of IPO on the one side the company reveals 

its value in the market and on the other side the market 

(investors) also decides value of the company. Thus, 

determination of the value of a company through pricing of 

the IPO becomes a key aspect while going public. The 

international phenomenon is that valuation by the company 

differs from the valuation done by the market. The valuation 

differs because these two sides have opposite expectations. 

The issuing firm wants to raise maximum funds from the 

market by selling the issue at maximum price while investors 

want to buy at least price. The effect of pricing of the initial 

public offerings is not limited to these two sides. The pricing 

of initial public offerings affects an economy also. As public 

offering is a way of resource mobilization from investors to 

business projects that implies the resource mobilization from 

low growth opportunities to high growth opportunities. 

Therefore if the issuing firms keep very high offering price 

then it discourages to the investors for buying the issue while 

if it is very low then it discourages to the issuing firms 

because leaving money in the market in terms of low offer 

price is an indirect cost of fund raising for the company. Here, 

low and high price is a deviation from true value of the issue. 

                                                           
1 It is the information about an IPO which is available either in IPO 

offer documents or website of BSE or NSE. 

The true value of a share is determined by the secondary 

market forces on the first trading day. 

 
 

II. LITERATURE REVIEW 

Long Run Performance of IPOs 

One of the most researched IPO puzzles is the poor long run 

return of IPOs. Stoll & Curley (1970) studied 205 small IPOs 

in US and found that these IPOs did not perform well in the 

long run as they performed in the short run. Ibbotson(1975) 

using a sample of 120 IPOs in US found positive performance 

in the 1
st
 year and negative performance on next 3 years and 

then again positive performance in the 5
th

 year. Ritter (1991) 

argued that Ibbotson (1975) results cannot be generalized due 

to large standard errors caused by a small sample size. 

Exceptionally Buser & Chan (1987) evaluating 1078 IPOs 

during 1981-1985 found a positive average market adjusted 

return of 11.2 % for 2 years after listing.  Ritter (1991) 

provided with an explanation of the 2 years positive returns 

founded by Buser & Chan (1987) that in the sample period the 

NASDAQ Composite Index underperformed over other 

indices and eventually resulted in a positive average market 

adjusted return of 11.2 % for 2 years after listing. These 

positive returns are also attributed to sample selection criteria 

and calculating returns for 2 years instead of 3 years. Ritter 

(1991) analyzed 1526 US IPOs listed during 1975-84 period 

and found average holding period returns of 34.47% in the 3 

years period after going public compared to 61.86% for the 

matching firms. The holding period returns were measured as 

percentage difference between the closing market price on 

listing day and the closing market price on the 3 year 

anniversary. Loughran (1993) suing 3656 IPOs reported 

underperformance up to 6 years. Loughran & Ritter (1995) 

using a large sample of 4753 IPOs issued in the US between 

1970 and 1990  found that IPOs underperformed up to 5
th

 year 

after listing. DeBondt & Thaler (1985,1987) found evidence 

of marker overreaction. They found that IPOs with higher 

initial returns have worst long run performance which 

supports the hypothesis of “market overreaction”. This 

tendency is stronger for low capitalized stocks or smaller 

IPOs. In similar line to Ritter (1991) , Yi (2001) using a 

sample of 1032 IPOs in the US between 1987 and 1991 found 

O 
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that in the period of 3 years IPOs underperformed benchmark 

index and the matching firms. The author found evidence in 

support of overoptimistic behavior of investors for new firms. 

In the long run the firms with negative earnings at the time of 

issue underperformed significantly and with higher degree 

than the firms with positive earning at the time of issue. Brav 

& Gompher (1997) found that verture capital backed IPOs 

perform better than nonventure capital backed IPOs. Carter et 

al.(1998) found that IPOs underwritten by the investment 

banks with highest reputation are less underperformed than 

those writer by less reputed investment banks.Eckbo &Norli 

(2005) found that lower leverage and lower liquidity resulted 

in lower expected returns on IPO stocks.  

There are several other evidences of poor performance of 

IPOs in the long run. Keloharju (1993) in Finalnd, Levis 

(1993) in UK ,Aggarwal et al. (1993) in Brazil and Chile, Lee 

et al. (1996) in Australia & Stehle et al.(2000) in Germany, 

Allen et al.(1999), Kim et al.(2004) and Vithessonthi (2008) 

in Thailand reported underperformance of IPOs in the long 

run. On the other hand some studies like Drobetz et al. (2005), 

Kunz & Aggarwal (1994) found no evidence of long run 

underperformance of IPOs in Switzerland. In contrast to other 

studies (Ritter,1991 and Welch & Ritter ,2002) ,Brav & 

Gompers (1997) found no evidence of long run 

underperformance of IPOs in US. Houge & Loughran (1999) 

on sample of bank IPOs found that over the five years after 

market performance of larger banks is negative while smaller 

banks overperformed market. The underperformance of larger 

banks is attributed higher growth in their loan portfolio around 

the IPO issue. 

Long-Run Return of IPOs in India 

Gopalaswamy et al.(2008) considering a sample of 50 IPOs 

listed during 1999-2004 . This sample consisted 40 per cent 

book built IPOs. They compared the return of IPOs issued 

through fixed price and book building route in India. In the 

short run they found no difference in performance but in the 

long run IPOs issued through book building performed far 

better than IPOs issued through fixed price method. Long- run 

returns covered 3 years period post listing. Deb & Guha 

(2009) using a sample of 187 IPOs listed during 2001 to 2009 

found that average net returns on 30
th

 days after listing was 

not statistically significant. They also found that in 

aftermarket holding period overpriced IPOs generated 

statistically significant negative returns. The author concluded 

that after market excess returns of IPOs are not available to 

the investors in Indian capital market. Deb & Marisetty (2010) 

found that market return and volume are positively related to 

long run performance of IPOs while age of the firm is 

negatively related to it. The IPO grading was found not to be a 

significant determinant of long run performance of it. The 

limitation of these findings is that they calculated only 1 year 

return which may not reflect true performance of a longer 

period more than 1 year. Marisetty & Subrahmanayam (2010) 

found that group affiliated companies perform better 

compared to stand alone counterparts in the long run. 

Kumar (2007) found positive return of Indian IPOs up to 2 

years post listing. After 2 years they found returns are 

negative. Phani, Kunal & Katti (2010) reported positive return 

of IPOs up to 9 months. They found issue size, total assets, 

oversubecription , age & group affiliation as significant 

determinants of long run performance.  Sahoo & Rajib (2010) 

reported that IPOs underperformed market index up to 12 

months after listing, then overperformed market index at 24 

and 36 months. They found initial return, leverage, offer size, 

IPO activity period & ex ante uncertainty as significant 

determinants of long run performance of IPOs. Among these 

offer size, initial return, IPO activity period are negatively 

related to long run performance. Sehgal & Singh (2007) found 

positive performance of IPOs in first year , fourth year and 

fifth year. Singh (2012) did a industry-wise analysis and 

found that banking industry in India provided with positive 

returns for three years. In IT industry returns are highest up to 

one year then average  returns start declining . The Finance 

and investment  industry provided with the highest negative 

return after three years. 

As per the above discussion it can be concluded that in the 

long run book built IPOs performed better than the fixed price 

IPOs. Te significant determinants of long term returns 

documented in the literature are market return, volume, age of 

the firm, group affiliation, issue size, total assets, 

oversubscription and ex ante uncertainty. IT industry and the 

banking industry performed better than the finance and 

investment industry. A contradiction can be found among 

different studies regarding significance of long term returns 

for different periods. 

 Relationship between Long Run and Initial Return 

Ritter (1991), Deb& Marisetty (2010), Marisetty& 

Subrahmanyam (2010) found no significant relationship 

between initial return & long run return. On the other hadn 

Bradley et al. (2008) reported evidences of negative and 

significant relationship between initial return and long run 

performance of IPO. Kumar (2007) reported positive relation 

between initial return and long run performance up to 2 years.  

Sahoo & Rajib (2010) found that underpriced IPOs 

underperform over market index in the long run. They found 

inverse relationship between initial return and long run 

performance. Sehgal & Singh (2007) found no relationship 

between initial return and long run performance.  

Thus there contradictory findings in the literature on 

relationship between initial returns and long term returns. 

III. DATA ANALYSIS 
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Long Run Return of IPOs in India 

The aim of this section is to measure and analyze the long 

term return of IPOs. For this purpose the IPO returns are 

calculated from listing day to 36
th

 Month. The long term 

returns are measured in the following three forms: 

1. Average Adjusted Returns  (AAR) 

2. Cumulative Adjusted Returns (CAR) 

3. Buy-and-Hold Adjusted Returns (BHAR) 

 
This section is structured as follows: 

 
 

 

1. Average Adjusted Returns (AAR) 

 

Arit = Rit -Rmt ,  

Where, 

 Arit is the Sensex-adjusted return for script I in the event 

month t, 

 Rit is the raw return for company i in the month t, and Rmt is 

the return of the BSE index used as the benchmark return.  

The average benchmark-adjusted return on a portfolio of n 

stocks for event month t is the arithmetic mean of the 

benchmark-adjusted returns.  

 
, where, AARt is mean of benchmark adjusted return on a 

portfolio of n stocks for event month `t'.  

ARit is the benchmark adjusted returns for i IPO during t 

month 

Table 1: Descriptive Statistics -AAR 

 
95% Confidence Interval 

 

No. of Months MEAN MAXIMUM MINIMUM 
STD 

DEV 
SE Mean Lower Limit Upper Limit P 

1 23.24 336.49 -40.62 60.82 5.77 11.93 34.55 0.00 

2 20.57 340.51 -66.05 67.72 6.43 7.97 33.17 0.00 

3 19.86 406.7 -77.06 73.85 7.01 6.12 33.60 0.01 

4 20.14 415.15 -71.44 77.7 7.37 5.69 34.59 0.01 

5 19.85 378.62 -63.72 77.18 7.33 5.49 34.21 0.01 

6 19.58 370.86 -69.79 77.67 7.37 5.13 34.03 0.01 

7 19.7 377.25 -71.33 79.74 7.57 4.87 34.53 0.01 

Long –term 

Performance of 

IPOs 

AAR CAR BHAR Relationship 

b/w IR & BHAR 
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Interpretation: The above table shows descriptive statistics of adjusted average returns (AARs). It can be seen that mean of AAR 

is significant up to 11 months after listing. 
 

Figure 1: AAR 

8 19.76 364.57 -72.29 81.81 7.77 4.54 34.98 0.01 

9 19.31 352.45 -73.51 83.84 7.96 3.71 34.91 0.02 

10 18.18 336.94 -74.7 84.6 8.03 2.44 33.92 0.03 

11 16.69 373.97 -75.04 84.82 8.05 0.91 32.47 0.04 

12 15.47 454.52 -75.1 86.79 8.24 -0.68 31.62 0.06 

13 14.44 546.26 -75.71 90.03 8.55 -2.31 31.19 0.09 

14 13.69 650.02 -81.24 94.55 8.97 -3.90 31.28 0.13 

15 13.2 757.87 -85.83 100.51 9.54 -5.50 31.90 0.17 

16 12.73 870.55 -89.04 107.91 10.24 -7.35 32.81 0.22 

17 12.38 1014.08 -91.18 118.32 11.23 -9.63 34.39 0.27 

18 11.79 1124.38 -93.45 126.8 12.04 -11.80 35.38 0.33 

19 11.06 1212.4 -94.46 133.86 12.71 -13.84 35.96 0.39 

20 10.18 1299.04 -95.86 140.89 13.37 -16.03 36.39 0.45 

21 18.45 2574.95 -188.42 278.01 26.39 -33.27 70.17 0.49 

22 16.79 2573.19 -186.26 276.37 26.23 -34.62 68.20 0.52 

23 15.08 2561.63 -183.69 274.05 26.01 -35.90 66.06 0.56 

24 13.23 2523.68 -180.12 269.63 25.59 -36.93 63.39 0.61 

25 11.58 2492.69 -176.94 265.97 25.24 -37.90 61.06 0.65 

26 9.86 2446.15 -173.57 261.14 24.79 -38.72 58.44 0.69 

27 8.36 2414 -170.61 257.66 24.46 -39.57 56.29 0.73 

28 6.99 2398.45 -169.19 255.68 24.27 -40.58 54.56 0.77 

29 5.85 2409.29 -168.38 256.02 24.30 -41.78 53.48 0.81 

30 4.73 2429.36 -167.92 257.14 24.41 -43.11 52.57 0.85 

31 3.83 2460.62 -167.85 259.34 24.62 -44.42 52.08 0.88 

32 2.29 2413.81 -167.84 254.85 24.19 -45.12 49.70 0.93 

33 0.65 2353.21 -167.97 249.19 23.65 -45.71 47.01 0.98 

34 -0.94 2295.18 -167.86 243.8 23.14 -46.30 44.42 0.97 

35 -2.53 2241.44 -168.02 238.76 22.66 -46.95 41.89 0.91 

36 -4.11 2187.96 -168.06 233.79 22.19 -47.60 39.38 0.85 
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The above graph plots mean of AAR. It can be seen that mean 

AAR are continuously declining and goes negative for 34, 35 

and 36 months. 

2. Cumulative Adjusted Returns (CAR) 

The cumulative benchmark-adjusted return from event month 

q to event month s is the total of the average benchmark-

adjusted returns.  

 

where,  

CARt, is the mean cumulative abnormal return for period t. 

Table 2 : Descriptive Statistics- CAR 

            

95% 
Confidence 

Interval     

No. of Months Average CAR MAXIMUM MINIMUM STD DEV SE Mean Lower Limit Upper Limit P value 

1 697.2 10094.81 -1218.62 1824.721 173.1949 354.2742 1040.126 0 

2 1234.2 20430.49 -3962.96 4062.923 385.6356 470.6415 1997.758 0.002 

3 1787.67 36602.87 -6935.06 6646.734 630.8801 538.5275 3036.813 0.005 

4 2416.62 49817.96 -8573.1 9323.688 884.9653 664.3887 4168.851 0.007 

5 2977.05 56792.36 -9557.66 11576.43 1098.786 801.4535 5152.646 0.008 

6 3525.3 66754.9 -12562.7 13980.51 1326.971 897.8969 6152.703 0.009 

7 4136.6 79221.94 -14978.9 16744.87 1589.353 989.6816 7283.518 0.011 

8 4743.37 87497.63 -17350.1 19634.34 1863.609 1053.424 8433.316 0.012 

9 5214.54 95162.53 -19847.5 22636.09 2148.523 960.4653 9468.615 0.017 

10 5453.31 101081 -22408.7 25379.78 2408.942 683.6046 10223.02 0.026 

11 5506.48 123409.7 -24763.8 27991.99 2656.882 245.8534 10767.11 0.041 

12 5568.71 163627.6 -27035.3 31243.63 2965.514 -303.008 11440.43 0.063 

13 5632.96 213042.1 -29527.8 35112.59 3332.74 -965.864 12231.78 0.094 

14 5748.2 273009.9 -34119.7 39712.29 3769.324 -1715.06 13211.46 0.13 

15 5942.14 341041.3 -38624.1 45230.66 4293.104 -2558.21 14442.49 0.169 

16 6110.77 417864.3 -42741.1 51794.42 4916.109 -3623.13 15844.67 0.217 

17 6316.05 517181.4 -46500.4 60342.72 5727.478 -5024.36 17656.46 0.273 

18 6366.87 607165.7 -50461.5 68471.03 6498.983 -6501.12 19234.86 0.329 
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19 6302.15 691068.2 -53843.4 76302.05 7242.27 -8037.54 20641.84 0.386 

20 6106.8 779421.5 -57514.8 84533.76 8023.589 -9779.91 21993.51 0.448 

21 11679.17 1629942 -119272 175982.3 16703.5 -21393.8 44752.1 0.486 

22 11129.06 1706024 -123492 183234.3 17391.83 -23306.8 45564.88 0.524 

23 10450.89 1775207 -127296 189915.4 18025.97 -25240.5 46142.31 0.563 

24 9568.41 1824619 -130224 194944.8 18503.34 -27068.2 46205.03 0.606 

25 8721.63 1876996 -133237 200278.7 19009.61 -28917.4 46360.66 0.647 

26 7720.49 1915336 -135904 204471.6 19407.59 -30706.5 46147.51 0.692 

27 6799.34 1962580 -138710 209481.1 19883.07 -32569.1 46167.81 0.733 

28 5896.71 2021893 -142624 215541.4 20458.28 -34610.7 46404.11 0.772 

29 5105.66 2103313 -146996 223501.5 21213.82 -36897.7 47109.03 0.81 

30 4268.63 2193714 -151634 232194.3 22038.91 -39368.4 47905.67 0.847 

31 3572.34 2295763 -156600 241962.7 22966.08 -41900.5 49045.18 0.877 

32 2200.99 2324502 -161627 245424.7 23294.68 -43922.5 48324.46 0.925 

33 643.64 2336739 -166797 247449 23486.82 -45860.3 47147.54 0.978 

34 -957.42 2347970 -171724 249411.4 23673.08 -47830.1 45915.28 0.968 

35 -2667.83 2360232 -176930 251416.1 23863.36 -49917.3 44581.62 0.911 

36 -4453.86 2369565 -182011 253199 24032.59 -52038.4 43130.66 0.853 

 

Interpretation: The above table 2 shows descriptive statistics of cumulative adjusted returns (CARs). It can be seen that mean of 

CAR is significant up to 11 months after listing.  

 
Figure 2: Avearge CAR 

 

 
 
In the above graph it can be seen that cumulative returns are 

increasing upto 11 months after that upto 19 months they are 

almost constant then after 21 months they started falling and 

they turn to negative in 34, 35 and 36 months. 

3.Buy and Hold Returns (BHAR) 

The return of IPO i is calculated for a buy-and-hold 

investment strategy. This investment strategy assumes that an 

IPO is received at the offer price and is kept in the portfolio 

for a period of t months. The buy-and-hold abnormal return 

for firm i for a period of t months, is calculated as:  

 

Where, 
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 BHARiT is the buy-and-hold abnormal return for firm i for 

holding period T,  

Rit is the raw return of firm i in month t, and  

Rmt is the return of the BSE sensex used as the benchmark 

return. 

 Positive buy-and-hold abnormal return showed that better 

performance of IPO compared to the benchmark. The mean 

buy-and-hold abnormal return is computed as the arithmetic 

mean of abnormal returns on all IPOs in the sample of size n:  

,  

where, BHARIPO, T is the mean buy-and-hold abnormal return 

of all the IPOs in the sample of size N for the holding period 

T and BHAR iT is the buy-and-hold abnormal return for firm i 

for the holding period T. 

Table 3:  Descritpive Statistics-BHAR 

  95% Confidence Interval   

No. of Months Average BHAR MAXIMUM MINIMUM 

STD 

DEV SE Mean Lower Limit Upper Limit P  

1 17.33 403.76 -78.56 70.65 6.71 4.05 30.61 0.01 

2 19.53 724.07 -110.17 96.60 9.17 1.38 37.68 0.04 

3 17.64 729.94 -91.64 97.77 9.28 -0.73 36.01 0.06 

4 20.16 666.96 -87.10 100.32 9.52 1.31 39.01 0.06 

5 19.30 445.86 -93.70 91.81 8.71 2.05 36.55 0.04 

6 20.53 468.11 -97.27 106.41 10.10 0.53 40.53 0.03 

7 21.97 532.59 -98.89 110.58 10.50 1.19 42.75 0.05 

8 18.81 607.70 -98.14 122.62 11.64 -4.23 41.85 0.04 

9 10.20 570.83 -107.43 105.90 10.05 -9.70 30.10 0.11 

10 2.90 619.65 -112.95 106.64 10.12 -17.14 22.94 0.31 

11 2.80 1233.07 -117.23 143.00 13.57 -24.07 29.67 0.78 

12 3.01 1700.66 -119.18 180.73 17.15 -30.96 36.98 0.84 

13 0.91 1722.99 -152.28 182.78 17.35 -33.44 35.26 0.86 

14 6.46 2153.53 -155.54 223.45 21.21 -35.53 48.45 0.96 

15 5.97 2387.01 -179.75 244.17 23.18 -39.92 51.86 0.76 

16 6.21 2989.07 -174.00 298.46 28.33 -49.88 62.30 0.80 

17 3.64 3123.93 -162.59 310.19 29.44 -54.66 61.94 0.83 

18 -2.14 2616.22 -167.37 266.47 25.29 -52.22 47.94 0.90 

19 -3.39 3113.35 -174.02 309.93 29.42 -61.64 54.86 0.93 

20 -11.87 2539.46 -175.16 257.76 24.47 -60.31 36.57 0.63 

21 -18.68 2278.39 -241.11 235.69 22.37 -62.97 25.61 0.41 

22 -16.99 2897.87 -247.50 290.18 27.54 -71.52 37.54 0.54 

23 -32.80 1224.36 -229.58 144.13 13.68 -59.89 -5.71 0.02 

24 -27.73 1699.00 -197.16 183.46 17.41 -62.21 6.75 0.11 

25 -31.15 1478.38 -226.67 169.59 16.10 -63.02 0.72 0.06 

26 -34.26 1149.61 -199.58 146.52 13.91 -61.80 -6.72 0.02 

27 -29.60 1925.40 -228.84 209.40 19.88 -68.95 9.75 0.14 

28 -28.02 2186.36 -225.55 232.50 22.07 -71.71 15.67 0.21 

29 -27.02 2973.69 -268.39 301.38 28.61 -83.66 29.62 0.35 

30 -26.71 3141.63 -301.41 318.19 30.20 -86.51 33.09 0.38 
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Interpretation :  In the above table it can be seen that BHAR is significant for one, two five, six, seven ,eight, twenty three, twenty 

six, thirty two, thirty three, thirty four, thirty five and thirty six months at 5% level of significance. 

 

 

 

 

 
Figure 3: Average BHAR 

 
 
The above graph shows mean of BHAR in our sample. It 

can be seen that if IPOs in India are hold for more than 17 

months then average BHAR is negative from 18 to 36 

months. 

4. Relationship between IR and BHAR 

Table 3 Correlation between IR, BHAR 6, BHAR12, 

BHAR24, BHAR36 

  IR BHAR1 BHAR6 BHAR12 BHAR24 

BHAR1 

0.830 

(0.00)         

BHAR6 
0.632 

(0.000) 

0.617 

(0.000)       

BHAR12 
0.325 
(0.000) 

0.269 
(0.000) 

0.597 

(0.000)     

BHAR24 

0.286 

(0.002) 

0.294 

(0.000) 

0.522 

(0.000) 
0.914 

(0.000)   

BHAR36 

0.161 

(0.091) 

0.250 

(0.008) 

0.260 

(0.006) 

0.426 

(0.000) 
0.573 

(0.000) 

 

The above table shows a significant & positive correlation 

between Initial Returns (IR) and BHAR one, six, twelve, 

twenty four and thirty six months. 

Graphical presentation of IR and BHAR 

 

The below graph 12, 13 ,14 15 & 16 shows a relationship 

between IR or closing returns on listing day and 

BHAR1,BHAR6,BHAR12,BHAR24 ,and BHAR36 

respectively. 

 

 

31 -20.41 3669.18 -299.48 366.40 34.78 -89.27 48.45 0.56 

32 -53.10 421.94 -275.13 103.33 9.81 -72.52 -33.68 0.00 

33 -50.27 398.70 -248.62 108.07 10.26 -70.58 -29.96 0.00 

34 -59.05 363.24 -249.55 99.29 9.42 -77.71 -40.39 0.00 

35 -56.65 397.91 -217.19 105.47 10.01 -76.47 -36.83 0.00 

36 -63.15 274.71 -230.29 97.46 9.25 -81.47 -44.83 0.00 
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Figure 4: IR & BHAR1 

 
Figure 5: IR & BHAR6 

 
Figure 6: IR & BHAR12 
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Figure 7: IR & BHAR24 

 
 

Figure 8: IR & BHAR36 

 
 
From the above graphs it can be inerpreted that IR and BHAR 

are following same pattern in almost all IPOs in the sample. 

 

IV. DETERMINANTS OF SHORT -RUN AND LONG- 

RUN RETURNS OF IPOS 

The objective of this section is to find out the determinants of 

BHAR1, BHAR6, BHAR12, BHAR24 , and BHAR36. 

Model 1 : Determinants of BHAR1  

The objective of this model is to find out the determinants of 

Buy-and-Hold Adjusted Returns of one month after listing. 

Hypothesis 1 

HA1:  One month buy and hold abnormal returns depend on 

publicly available information to the investors. 

Theoretical Linear Regression Equation – Model 1 

 
Where, 

1. β0 = Intercept or Constant 

2. β1, β2……….. β10 is the Slope (Beta coefficient) for 

respective independent variables 

3. 3BHAR1 = Buy and Hold Returns for 1 month after 

listing 

4. Ln Excess CR = Natural Logarithm of excess closing 

returns on listing day. 

5. ln Subscription = Natural Logarithm of no. of times 

the IPO was subscribed 

6. ln Issue Size = Natural Log of no. of shares of an 

IPO 

7. EPS (Rs)  = Earnings per Share in Rs. 

8. NAV = Net Asset Value 

9. RONW (%)  = Return on Net Worth in percentage 
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10. Pre-issue debt to equity = Debt to equity ratio before 

listing  

11. Promoters Holding = Percentage of shares hold by 

promoters in IPO 

12. P/E = Price to Earnings Ratio 

13. P/B = Price to Book Value Ratio 

14. ѐ = Error term Explanation-Model 1 

The multiple regression model 1 takes BHAR1 as dependent 

variable and 10 independent variables. The purpose of this 

model is to find out the determinants of one month buy and 

hold returns after listing. The independent variables are 

selected on the rationale that this information is available to 

investors at the time of investing in an IPO in India. Among 

the these variables the information about Issue Size, RONW, 

P/E,P/B, NAV, pre-issue debt to equity ratio ,and promoters 

holding information is available in the offer document of the 

IPO. Information of subscription rate is available on NSE‟s 

website during subscription period of an IPO. Thus, all above 

said information is freely available to all IPO investors. 

 

Empirical Linear Regression Equation - Model 1 

 

Table 4: Regression Results-Model 1 

Predictor Coef P VIF 

Constant -30.11 0.336   

ln Excess CR* 85.37 0.000 1.72 

ln Subscrption* 6.37 0.000 1.85 

ln Issue Size -0.196 0.918 1.48 

EPS (Rs.) 0.501 0.205 5.904 

NAV(Rs) -0.15962 0.082 5.062 

RONW(%) -0.2987 0.069 4.254 

PreIssue Debt/Equity* 5.32 0.017 1.186 

PromotersHolding(%) 0.1802 0.115 1.178 

P/E* 0.299 0.000 1.4 

Price/Book value -5.5 0.759 5.615 

 

 *Significant at 1% level  

 **Significant at 5% level  

 

  R-Sq = 85.5%   R-Sq(adj) = 83.5%   F = 42.92 

Interpretation: In the above table as per the t statistics 4 

variables ln Excess CR, ln Subscription, Pre-issue debt/equity 

, P/E  are the significant independent variables. Thus we reject 

the null hypothesis and, conclude that the publicly available 

information significantly affects the buy and hold returns of 

one month after listing 

ANOVA test shows that overall model is statistically 

significant with an F-ratio of 42.92 and a significance level 

0.000 

  

Conclusion – Model 1 

Based on the empirical results of model 1 we reject the null 

hypothesis and accept the research hypothesis. We conclude 

that the publicly available information affects buy and hold 

returns of one month after the listing of an IPO in India capital 

market. 

Model 2 : Determinants of BHAR6 

The objective of this model is to find out the determinants of 

Buy-and-Hold Adjusted Returns of six months after listing 

Hypothesis 2 

HA2:  Six months‟ buy and hold abnormal returns depend on 

publicly available information. 

 

Theoretical Linear Regression Equation – Model 2 

 
Where, 

1. β0      = Intercept or Constant 

2. β1, β2……….. β10 is the Slope (Beta coefficient) for 

respective independent variables 

3. BHAR6 : Buy and Hold Returns for 6 month after 

listing 

4. Ln Excess CR = Natural Logarithm of excess closing 

returns on listing day 

5. ln Subscription = Natural Logarithm of no. of times 

the IPO was subscribed 

6. ln Issue Size = Natural Log of no. of shares of an 

IPO 

7. Pre-issue debt to equity = Debt to equity ratio before 

listing  

8. Promoters Holding = Percentage of shares hold by 

promoters in IPO 

9. P/E = Price to Earnings Ratio 

10. P/B = Price to Book Value Ratio 

11. BHAR1 = Buy and Hold Returns of 1 month after 

listing 12. ѐ      = Error term 

Explanation-Model 2 
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The multiple regression model 2 takes BHAR6 as dependent 

variable and 8 independent variables. The purpose of this 

model is to find out the determinants of six months‟ buy and 

hold returns after listing. The independent variables are 

selected on the rationale that this information is available to 

investors at the time of investing in an IPO in India. Among 

the these variables the information about Issue Size, P/E,P/B, 

pre-issue debt to equity ratio ,and promoters holding 

information is available in the offer document of the IPO. 

Information of subscription rate is available on NSE‟s website 

during subscription period of an IPO. Thus, all above said 

information is freely available to all IPO investors. 

Empirical Linear Regression Equation - Model 2 

 

Table 5: Regression Results-Model 2 

Predictor Coef P VIF 

Constant 11.22 0.832   

ln Excess CR** -60.11 0.005 4.552 

ln Suscription -3.413 0.231 2.086 

ln Issue Size -2.161 0.5 1.247 

Preissue debt/equity -15.622 0.008 1.27 

PromotersHolding(%) 0.0945 0.642 1.188 

P/E 0.1673 0.181 1.302 

P/B* 52.37 0.001 1.155 

BHAR1* 1.26 0.000 4.503 

 

 *Significant at 1% level  

 **Significant at 5% level  

S = 22.8468   R-Sq = 70.1%   R-Sq(adj) = 66.2% 

F=18.15 

Interpretation: In the above table as per the t statistics 3 

variables ln Excess (CR), P/B and BHAR1 are the significant 

independent variables. Thus we reject the null hypothesis and, 

conclude that the publicly available information significantly 

affects the buy and hold returns for 6 months after listing 

ANOVA test shows that overall model is statistically 

significant with an F-ratio of 18.15 and a significance level 

0.000. 

Conclusion – Model 2 

Based on the empirical results of model 2 we reject the null 

hypothesis and accept the research hypothesis. We conclude 

that the publicly available information affects buy-hold 

returns for 6 months after listing of an IPO in Indian capital 

market. 

Model 3: Determinants of BHAR12 

The objective of this model is to find out the determinants of 

Buy-and-Hold Adjusted Returns of twelve month after listing. 

Hypothesis 3 

HA3:  Twelve months‟ buy and hold abnormal returns depend 

on publicly available information to the investors. 

 

Theoretical Linear Regression Equation – Model 3 

 
Where, 

1. β0      = Intercept or Constant 

2. β1, β2……….. β9 is the Slope (Beta coefficient) for 

respective independent variables 

3. BHAR12 : Buy and Hold Returns for 12 month after 

listing 

4. Ln Excess CR = Natural Logarithm of excess closing 

returns on listing day 

5. ln Subscription = Natural Logarithm of no. of times 

the IPO was subscribed 

6. ln Issue Size = Natural Logarithm of no. of shares 

issued in an IPO 

7. Pre-issue debt to equity = Debt to equity ratio before 

listing  

8. Promoters Holding = Percentage of shares hold by 

promoters in IPO 

9. P/E = Price to Earnings Ratio 

10. P/B = Price to Book Value Ratio 

11. BHAR1 = Buy and Hold Returns for 1 month after 

listing 

12. BHAR6 : Buy and Hold Returns for 6 month after 

listing 

13. ѐ = Error term 

 

Explanation-Model 3 

The multiple regression model no. 3 takes BHAR12 as 

dependent variable and 9 independent variables. The purpose 

of this model is to find out the determinants of twelve months‟ 

buy and hold returns after listing. The independent variables 

are selected on the rationale that this information is available 

to investors at the time of investing in an IPO in India. Among 

the these variables the information about Issue Size, P/E,P/B, 

pre-issue debt to equity ratio ,and promoters holding 

information is available in the offer document of the IPO. 

Information of subscription rate is available on NSE‟s website 
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during subscription period of an IPO. Thus, all above said 

information is freely available to all IPO investors. 

 

Empirical Linear Regression Equation - Model 3 

 

Table 6: Regression Results-Model 3 

Predictor Coef P VIF 

Constant -84.2 0.068   

ln Excess CR 11.03 0.489 3.31 

ln Subscription 0.509 0.843 2.122 

ln Issue Size 3.589 0.203 1.076 

Pre issue debt/Equity 5.027 0.435 1.19 

PromotersHolding(%) -0.1131 0.531 1.116 

P/E 0.0862 0.42 1.232 

P/B** -29.16 0.034 1.229 

BHAR1 0.2313 0.104 5.549 

BHAR6* 0.1845 0.02 2.39 

 

 *Significant at 1% level  

 **Significant at 5% level  

 

S = 20.7598   R-Sq = 57.5%   R-Sq(adj) = 50.6% 

F=8.28 

Interpretation: In the above table as per the t statistics 2 

variables P/B and BHAR6 are the significant independent 

variables. Thus we reject the null hypothesis and, conclude 

that the publicly available information significantly affects the 

buy and hold returns for 12 months after listing. 

ANOVA test shows that overall model is statistically 

significant with an F-ratio of 8.28 and a significance level 

0.000. 

Conclusion – Model 3 

Based on the empirical results of model 3 we reject the null 

hypothesis and accept the research hypothesis. We conclude 

that the publicly available information affects buy-hold 

returns for 6 months after listing of an IPO in Indian capital 

market. 

Model 4 : Determinants of BHAR24 

The objective of this model is to find out the determinants of 

Buy-and-Hold Adjusted Returns of twenty four months after 

listing. 

Hypothesis 4 

HA4:  Twelve months‟ buy and hold abnormal returns depend 

on publicly available information. 

Theoretical Linear Regression Equation – Model 4 

 
Where, 

1. β0      = Intercept or Constant 

2. β1, β2……….. β10 is the Slope (Beta coefficient) for 

respective independent variables 

3. BHAR24 : Buy and Hold Returns for 24 month after 

listing 

4. Ln Excess CR = Natural Logarithm of excess closing 

returns on listing day 

5. ln Subscription = Natural Logarithm of no. of times 

the IPO was subscribed 

6. ln Issue Size = Natural Logarithm of no. of shares 

issued in an IPO 

7. Pre-issue debt to equity = Debt to equity ratio before 

listing  

8. Promoters Holding = Percentage of shares hold by 

promoters in IPO 

9. P/E = Price to Earnings Ratio 

10. P/B = Price to Book Value Ratio 

11. BHAR1 = Buy and Hold Returns for 1 month after 

listing 

12. BHAR6 = Buy and Hold Returns for 6 month after 

listing 

13. BHAR12 = Buy and Hold Returns for 12 month after 

listing 

14. ѐ = Error termExplanation-Model 4 

The multiple regression model no. 4 takes BHAR24 as 

dependent variable and 10 independent variables. The purpose 

of this model is to find out the determinants of twenty four 

months‟ buy and hold returns after listing. The independent 

variables are selected on the rationale that this information is 

available to investors at the time of investing in an IPO in 

India. Among the these variables the information about Issue 

Size, P/E,P/B, pre-issue debt to equity ratio ,and promoters 

holding information is available in the offer document of the 

IPO. Information of subscription rate is available on NSE‟s 

website during subscription period of an IPO. Thus, all above 

said information is freely available to all IPO investors. 

 

Empirical Linear Regression Equation - Model 4 
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Table 7: Regression Results-Model 4 

Predictor Coef P VIF 

Constant 0.94 0.98   

ln excess CR -4.92 0.70 2.45 

ln Subscription 4.36 0.06 2.13 

ln Issue Size -2.37 0.31 1.32 

Preissue debt/equity -6.00 0.19 1.32 

PromotersHolding(%) 0.01 0.96 1.16 

P/E** -0.21 0.04 1.57 

P/B** -24.39 0.02 1.25 

BHAR1** 0.27 0.05 4.56 

BHAR6** 0.13 0.04 2.42 

BHAR12* 0.47 0.00 1.52 

 

 *Significant at 1% level  

 **Significant at 5% level  

 

S = 14.9509   R-Sq = 90.1%   R-Sq(adj) = 88.0% 

F=42.89 

Interpretation: In the above table as per the t statistics 5 

variables P/E,P/B,BHAR1,BHAR6 and BHAR12 are the 

significant independent variables. Thus we reject the null 

hypothesis and, conclude that the publicly available 

information significantly affects the buy and hold returns for 

24 months after listing. 

ANOVA test shows that overall model is statistically 

significant with an F-ratio of 42.89 and a significance level 

0.000. 

Conclusion – Model 4 

Based on the empirical results of model 4 we reject the null 

hypothesis and accept the research hypothesis. We conclude 

that the publicly available information affects buy-hold 

returns for 6 months after listing of an IPO in Indian capital 

market. 

Model 5 : Determinants of BHAR36 

The objective of this model is to find out the determinants of 

Buy-and-Hold Adjusted Returns of thirty six months after 

listing. 

Hypothesis 5 

HA5:  Thirty-six months‟ buy and hold abnormal returns 

depend on publicly available information. 

Theoretical Linear Regression Equation – Model 5 

 
Where,  

1. β0      = Intercept or Constant 

2. β1, β2……….. β11 is the Slope (Beta coefficient) for 

respective independent variables 

3. BHAR36 : Buy and Hold Returns for 36 month after 

listing 

4. Ln Excess CR = Natural Logarithm of excess closing 

returns on listing day 

5. ln Subscription = Natural Logarithm of no. of times 

the IPO was subscribed 

6. ln Issue Size = Natural Logarithm of no. of shares 

issued in an IPO 

7. Pre-issue debt to equity = Debt to equity ratio before 

listing  

8. Promoters Holding = Percentage of shares hold by 

promoters in IPO 

9. P/E = Price to Earnings Ratio 

10. P/B = Price to Book Value Ratio 

11. BHAR1 = Buy and Hold Returns for 1 month after 

listing 

12. BHAR6 = Buy and Hold Returns for 6 month after 

listing 

13. BHAR12 = Buy and Hold Returns for 12 month after 

listing 

14. BHAR24 = Buy and Hold Returns for 24 month after 

listing 

15. ѐ  = Error term 

Explanation-Model 5 

The multiple regression model 5 takes BHAR36 as dependent 

variable and 11 independent variables. The purpose of this 

model is to find out the determinants of thirty-six months‟ buy 

and hold returns after listing. The independent variables are 

selected on the rationale that this information is available to 

investors at the time of investing in an IPO in India. Among 

the these variables the information about Issue Size, P/E,P/B, 

pre-issue debt to equity ratio ,and promoters holding 

information is available in the offer document of the IPO. 

Information of subscription rate is available on NSE‟s website 

during subscription period of an IPO. Thus, all above said 

information is freely available to all IPO investors. 

 

Empirical Linear Regression Equation - Model 5 

 



Volume III, Issue V, May 2016                                              IJRSI                                                                   ISSN 2321 – 2705                                                                            
 

www.rsisinternational.org Page 88 

 

 

  

Table 8: Regression Results-Model 5 

Predictor Coef P VIF 

Constant 10.00 0.77   

ln Excess CR -1.61 0.88 3.05 

ln Subscription -2.69 0.17 2.52 

ln Issue Size -0.39 0.85 1.33 

Preissue debt/Equity 0.46 0.84 1.49 

PromotersHolding(%)* -0.42 0.00 1.17 

P/E -0.08 0.26 1.32 

P/B 9.86 0.28 1.33 

BHAR1* -0.32 0.00 4.91 

BHAR6 0.01 0.86 2.21 

BHAR12 0.03 0.41 1.74 

BHAR24* 1.00 0.00 1.46 

 

 *Significant at 1% level  

 **Significant at 5% level  

S = 13.5633   R-Sq = 94.7%   R-Sq(adj) = 93.5% 

F=82.38 

 

Interpretation: In the above table as per the t statistics 3 

variables Promoters Holding, BHAR1, BHAR24 are the 

significant independent variables. Thus we reject the null 

hypothesis and, conclude that the publicly available 

information significantly affects the buy and hold returns for 

36 months after listing. 

ANOVA test shows that overall model is statistically 

significant with an F-ratio of 82.38 and a significance level 

0.000. 

Conclusion – Model 5 

Based on the empirical results of model 5 we reject the null 

hypothesis and accept the research hypothesis. We conclude 

that the publicly available information affects buy-hold 

returns for 36 months after listing of an IPO in Indian capital 

market. 

V. CONCLUSION 

To analyze the long term performance of the IPOs in Indian 

Capital Market different measures were used . We used 

Average adjusted returns (AAR), Cumulative adjusted returns 

(CAR), and Buy-and-Hold adjusted returns (BHAR). It was 

found that mean of AAR is significant up to 11 months after 

listing and then continuously declining and goes negative for 

34, 35 and 36 months. 

The mean of CAR is significantly increasing up to 11 months 

after listing after that upto 19 months they are almost constant 

then after 21 months they started falling and they turn to 

negative in 34, 35 and 36 months. The return of IPO i is 

calculated for a buy-and-hold investment strategy. This 

investment strategy assumes that an IPO is received at the 

issue price and is kept in the portfolio for a period of t months. 

It was found that BHAR is significant for one, two five, six, 

seven ,eight, twenty three, twenty six, thirty two, thirty three, 

thirty four, thirty five and thirty six months at 5% level of 

significance. The BHAR positive for 17 months then average 

BHAR is negative from 18 to 36 months. To find out the co-

relation between initial returns and BHAR a corelation 

analysis was carried out It was found that there is a significant 

& positive correlation between Initial Returns (IR) and BHAR 

one, six, twelve, twenty four and thirty six months. To find 

out the significant determinants of buy and hold returns 

multiple regression analysis was done.  

The model 1 - “Determinants of BHAR1”‟s objective was to 

find out the determinants of buy-and-hold abnormal returns of 

one month. It is found that the excess closing returns on 

listing day, subscription, leverage and P/E ratio are found to 

be significant determinants of one month buy-and-hold 

returns. The positive coefficient of these variables indicates 

higher amount of initial closing returns on listing day, 

subscription, leverage and P/E ratio leads to a higher one 

month buy-and-hold abnormal returns.  

The model 2 - “Determinants of BHAR 6„s objective was to 

find the determinants of six months‟ buy-and-hold abnormal 

returns. It was found that excess closing returns on listing day, 

PB, and buy-and-hold returns of one month are found to be 

significant determinants of buy-and-hold returns of six 

months. The closing returns on listing day have a negative 

relationship with six month buy-and-hold returns while P/B 

and BHAR1 has the positive relationship with it.  

The model 3 - “Determinants of BHAR 12 „s objective was to 

find out the determinants of buy-and-hold abnormal returns of 

twelve months. It was found that BHAR6 and P/B ratios are 

the significant determinants of buy-and-hold twelve month 

returns. BHAR6 has the positive impact on BHAR 12 while 

P/B has a negative impact. Sahoo& Rajib (2010) found 

underpricing, offer size, leverage, ex-ante uncertainty, and 

time as significant variables.  

Model 4 - “Determinants of Closing Returns of BHAR 24”s 

objective was to find out the determinants of buy-and-hold 

abnormal returns of twenty four month. It was found that P/E, 

P/B, BHAR1, BHAR6 and BHAR12 are the significant 

determinants of BHAR24.  The coefficients of P/E and P/B 

are negative while coefficients of BHAR6 and BHAR 12 are 

positive. 
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Model 5 - “Determinants of BHAR 36”s objective was to find 

out the determinants of BHAR 36. It was found that 

promoters‟ holding, BHAR1 and BHAR 24 are the significant 

determinants. Promoters holding and BHAR1 has the negative 

coefficient while BHAR 24 has the positive coefficient. 

                                        The investors can have an 

understanding of 3 types of long term returns; average 

adjusted returns (AAR), Cumulative adjusted returns (CAR), 

and Buy-and-Hold adjusted returns (BHAR). They can have 

also an idea of pattern of long term returns in India, such as ; 

it was found that mean of AAR is significant up to 11 months 

after listing and then continuously declining and goes negative 

for 34, 35 and 36 months.; the mean of CAR is significantly 

increasing up to 11 months after listing after that upto 19 

months they are almost constant then after 21 months they 

started falling and they turn to negative in 34, 35 and 36 

months ; BHAR is significant for one, two five, six, seven 

,eight, twenty three, twenty six, thirty two, thirty three, thirty 

four, thirty five and thirty six months at 5% level of 

significance ; The BHAR positive for 17 months then average 

BHAR is negative from 18 to 36 months.  

With the help of present study the investos can understand the 

corelation between initial retruns and long term retruns. There 

is a significant & positive correlation between Initial Returns 

(IR) and BHAR one, six, twelve, twenty four and thirty six 

months. To find out the significant determinants of buy and 

hold returns multiple regression analysis was done.  

The models of determinants of buy-and-hold returns can be 

used for predicting the buy-and-hold abnormal returns of IPOs 

in India. They can gauge BHAR upto three years after listing. 

For this purpose they need the models from the present study 

and the publicly available information. The excess closing 

returns on listing day, subscription, leverage and P/E ratio are 

PB, and BHAR 1, BHAR6 , BHAR12 , BHAR 24 is the 

information they would require for predicting BHAR on the 

basis of present study. 

                             The investors as well as the IPO issuing 

firms should focus on the long term returns of their shares 

rather than looking for lucrative initial or short term returns. It 

is said that in the long term equity shares always beat the 

inflation, hence it is better to consider IPO as long term 

investment than the short term or one day investment. Putting 

money in IPOs for a very short period or one day becomes a 

speculation or gambling rather than the investment. And we 

all know there is no certainty of positive returns in speculation 

and gambling. On the other side the companies should also 

focus on the long term image or brand rather than reaping the 

benefits in one day then sharply coming down. A good firm 

always gets its benefit from the share market over a long 

period, but the bad firms may get initial advantage by 

manipulation eventually they suffer when their true value in 

known by the market in the long term. 

                               The present study leaves a wide future 

scope that the models of the present study can be compared 

with the international capital market. That is an international 

study can be carried out if sufficient time and data are 

available to the researcher. 
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