






































































































































The long-term performance of IPOs are also affected by the time period when the issue was
made. The political, economic, and social state of the country in which the firm is listing. The
health of the business environment as well as how investors perceive the market conditions at
the time of issue will have an impact on the prospects of the listing firm (Govindasamy, 2010).
It was established by Shikha and Balwinder (2008) that market conditions play a significant
role in the performance of IPO returns in the first three years. The effects of market conditions
can be seen in figure 1 where the total amount of IPOs significantly decreases in years of market
stress like the 2008 financial crisis. Cai, Liu, and Mase (2008) conclude that another
explanation of the long-term underperformance of IPOs is that more IPO issues tend to follow
successful IPOs. Firms decided to go public when they see other firms that have conducted
successful offerings. Most of the time these firms are not ready (o go public and thus
underperform compared to the first issuing firms. Schultz (2001) also concluded that more
[POs follow successful IPOs. Thus, the last large group of IPOs would underperform and be a
moderately substantial portion of the sample used in a study. If the underperformance of the
[POs is using an equally weighted portfolio, the high-volume periods will carry a great weight,

this will result in an underperformance of the IPOs, on average.

Ritter and Welch (2002) cite serval studies which argue that overoptimistic investors have also
been found to play a role in the long-term underperformance of [POs. When a firm first lists
optimistic investors would likely buy their share regardless of not having much information in
order to make an informed investment decision. However, over time investors start to lose their
overoptimism and their valuation of the firm will gravitate back the mean valuation. Thus, over
the long-term, the share price of the respective IPO that they invested in will decrease. Ritter
and Welch (2002) found that both overoptimistic accounting reports at the beginning of the
offering as well as the suppression of possible warning signs can also contribute to the long run
underperformance of IPOs. Moreover, Kooli and Suret (2004) put forward a hypothesis called
the investors’ overreaction hypothesis which could help to explain the long-term
underperformance of IPOs. Further studies by Dimovski and Brooks, (2004) and Goa (2010)

found that the window of opportunity to be the explanation for IPO underperformance.

Lijun (2006) put forward the argument that the investor's overreaction hypothesis which they
call the overestimate hypothesis supports the idea that firms will forecast their future earning
based on information which can be found in the prospectus. Because the share price predictions
are formed on the expectation of the firm’s future actions, analysts’ forecasts are a very

valuable source of information that investors rely on. Investors will thus use this information
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which heavily influences their decisions on whether or not to buy the IPOs shares. Thus, many
investors will utilise the same information which could lead to an overoptimistic view on the

share’s prices.
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5 CONCLUSION

This study has examined the long run return performance of South Airican IPOs which have
listed on the JSE during the period 1996 to 2013. It specifically iooked at IPO returns over a
period of 10 years. The results showed that there is a significant overpricing of SA IPOs in the
short term as well as a significant underperformance of IPOs in the long term when CARs and
BHARs are calculated using the J203 as a benchmark. As investors can make an average return
of 14.6 % after holding an IPO stock for six months preceding its listing but suffer a maximum
loss of -52% after 46 months. The underperformance of IPOs was found to continue when
looking at a ten year period. These findings are consistent with previous studies on the
performance of IPOs listing on the JSE, such as Michael and Reyneke (1957), M'Kombe and
Ward (2002) and Auret and Britten (2008). The study also showed the different effect of CAR
and BHAR have on the returns on a portfolio, indicating that when looking at the performance
of IPOs it is important to use various measures to verify a studies findings. The question of
does an IPO stop suffering from underperformance, in the long run. was answered. The trend
of IPO returns in conjunction with comparing their returns them to different indices showed
that IPO returns have a clear downward trend and fail to recover to levels which exceed the
benchmark. They are consistent with M'Kombe and Ward (2002) who studied the long-run
performance of IPOs on the JSE for the period 1980 to 1998. These findings indicate the fact
that there is no one point in the IPO life cycle where they stop suffering from
underperformance, as there seems to be no shift in the underperformance of whether it is over

a one-year period or a ten-year period.

This study also found that if investors invest in IPOs in the first few montas after listing they
can take advantage of abnormal returns. However, if the investor continues to hold the stock
past the first year preceding the listing they will experience significant losses. These results are
consistent with Ritter’s (1991) finding that IPOs experience significant short-term
overperformance due to under-pricing and then experience significant underperformance in the
long run. Therefore the long-term underperformance of [POs on the JSE could be explained by
the window of opportunity hypothesis. Further studies by Dimovski and Brooks, (2004) and
Goa (2010) support these finding of the window of opportunity. As the IPO provides investors
in the firm the opportunity to sell off all their shares in their firm and cash in on their investment
or sell them off gradually once their company has been listed on an exchange while reaping

increase share prices caused by the under-pricing effect of the IPO in the short term.
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5.1 CONTRIBUTIONS AND SUGGESTIONS FOR FURTHER RESEARCH

This study looked at the long run performance of I[POs using three, {ive and ten-year periods
to determine if IPOs underperform in South Africa and to see if IPOs ¢ver stop being IPOs.
[PO returns and IPO success or failure patterns. A Potential area for future study could use the
same idea set out in this paper but look at the first day returns and compare them to the ten-

year returns.

Further studies could investigate the influence of firm size on IPO performance to identify if it
influences the overall performance of IPOs, as well as how hot and cold market periods effect
IPO returns in SA. Lastly, future studies could examine why firms underperform over three
years and continue to underperform in the long run, and which characteristic’s causes this

underperformance.
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Table 7: NYSE and Worldwide minimum listing requiremenis

REQUIREMENTS
# OF SHARES PUBLICLY HELD
# PUBLIC BOARD LOT HOLDERS

MARKET VALUE OF PUBLICLY HELD
SECURITIES

TRADING PRICE OF LISTED SECURITIES
SHAREHOLDERS EQUITY

#1 — EARNINGS:

) AGGREGATE PRE-TAX INCOME FOR

- LAST 3 YEARS
MIN. PRE-TAX INCOME IN EACH OF 2
PRECEDING YEARS

OR:

' AGGREGATE PRE-TAX INCOME FOR
LAST 3 YEARS
MIN PRE-TAX INCOME IN MOST
RECENT YEAR
MIN. PRE-TAX INCOME IN NEXT MOST
RECENT YEAR

#2A — VALUATION/CASH FLOW

. GLOBAL MARKET CAPITALIZATION

REVENUES (MOST RECENT 12-MONTH
PERIOD)

AGGREGATE CASH FLOW FOR LAST 3
YEARS

MINIMUM CASH FLOW IN EACH OF 2
PRECEDING YEARS

#2B — VALUATION/REVENUE:
GLOBAL MARKET CAPITALIZATION

REVENUES (MOST RECENT FISCAL
YEAR)

#3 — AFFILIATED COMPANIES:
GLOBAL MARKET CAPITALIZATION
OPERATING HISTORY

#4 — ASSETS/EQUITY
GLOBAL MARKET CAPITALIZATION
TOTAL ASSETS
STOCKHOLDERS EQUITY

Source: (Corporation, 2017)

STANDARD 1

$100,000,000

uniess 1PO, carve-out or spin-off

AND NN

$40,000,00(

$500,000,000
$100,000,000

QS N )
[OVSORRVAVAVIRVAVAV]

(ali 3 veers must be positive)

N/A

$750,000,000

$75,000,000

$500,000,000

12 Months

$150.000.000
$75,000,000

$50,000,000

WORLDWIDE
2,500,000

SyT—
J,UUU

$100,000,000

4.0

555,000,000
$100,000,000

525,000,000

00,000,000
00,000,000

S5
$1
$100,000,000
$25,000,000

$750,000,000
$75,000,000

$5060,000,000
12 Months

N/A
N/A
N/A
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