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ABSTRACT 

The initial public offering is the negligible stage before the company goes public, especially 

when it needs a large amount of money to support its development. This thesis tries to specify 

what factors affect initial public offering (IPO) and to verify what factors can influence the 

aftermarket performance of IPO, based on IPO trends. Furthermore, this thesis also wants to 

test whether there exists a difference in IPO long-term performance between the U.S. market 

and the China market from 2014 to 2018. The methodology used in this thesis is the multiple 

regression analysis and the difference in mean test. The results of this thesis display that 

internal factors as price-earnings ratio and external factors as GDP can affect total money 

raised in IPO, while earnings per share and cash ratio can significantly influence IPO 

aftermarket performance. Besides, Chinese companies have similar IPO aftermarket 

performance to American companies for sample companies. 
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1. INTRODUCTION 

Initial public offering (IPO) stands for the process that the first time a private 

corporation provides its shares to the public. Before initial public offering, the corporation is 

considered private, and it has a relatively small number of shareholders, including early 

investors such as founder, friends, family, and professional investors such as angel investors 

and venture investors. When the company enters a particular stage of its growth process that it 

is mature enough to deal with the strict regulations of SEC and can responsibility for public 

shareholders, it will advertise its interest in a listing. Then the company typically chooses one 

or more underwriters, such as investment banks. 

After the company agreeing on the details of the offering, they need to submit a 

Registration Statement covering Prospectus and Private filings document to SEC. The stock 

price and the total number of shares to be sold will decide on the day before the effective day. 

Underwriters must provide analyst advice to stabilize the aftermarket and create the market 

for the stock after issuing the stock. If the aftermarket is not stable, underwriters can purchase 

shares at or below the issue price. (Corporate Finance Institute, 2019) The company can raise 

funds from public investors by IPO, and this process coverts a private corporation to a listed 

corporation, which stands that people can trade this company’s stock through the stock 

exchange. 

The main benefit of the initial public offering is that it can attract a large number of 

investors to raise funds quickly. Then, companies will take advantage of this money to promote 

their business, whether in research, infrastructure, or expansion. Furthermore, issuing stocks 

to the public is a superb way for relatively fewer famous companies to become well-known. 

Listing enables companies using lower costs to raise capital than private corporations, and it 

also allows them to grab market share by increasing their competitiveness. In the meantime, 
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making initial public offering also increase people’s confidence about the company since only 

when the company meets certain conditions can do it. It means that the company is successful 

enough, and it needs more funds to keep increasing. The only way for the company to get 

enough money to make massive expansion is to create an initial public offering. Moreover, by 

providing privileges such as stock options, the initial public offering can help growing 

companies attract new talent. Besides, for owners such as private equity investors or senior 

management, it a good time for them to take advantage of their hard work. They are usually 

rewarded with a significant amount of initial stock, which gives them the chance to earn high 

profits on the day when the company goes public. (The Balance, 2019) 

People always the first modernization of initial public offering took place in 1602-----

Dutch East India Company issued the company’s stock to the public to raise funds. After the 

first IPO, these initial public offerings raised a total of $488 billion (value in 2001), with an 

average of $78 million per transaction. The number of companies listed in the US surpassed 

one per working day between 1980 and 2001, but the number of IPO is different every year. 

There were fewer than 100 initial public offerings in some years, but also more than 400 in 

other years. This difference in IPO numbers is related to some factors which we would analyze 

in this thesis. 

The nonnegligible stage of the corporation, when it does not have enough money to 

support its development, is the initial public offering. My thesis will find the data about trends 

of companies to do IPO and total capital raised in IPO, and then analyze the internal and 

external factors that affect IPO decisions. Another objective is to find the difference of IPO long 

performance between China and America companies and find the factors that affect IPO 
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aftermarket performance. Other researchers’ work will be reviewed in the literature review 

section as follows. 

 

2. LITERATURE REVIEW 

Most researches focus on IPO underpricing and long performance. Based on the IPO trend, 

volume, and long performance, many researchers find many internal and external factors 

affect IPO decisions. Besides, they also provide several reasons to explain IPO long 

performance.   

2.1 IPO trend and volume 

The number of IPOs and the total amount of funds gathered have changed over time. 

Between 1973 and 1979, only 329 companies were listed, compared to 2,644 companies listed 

in the seven years before 1973, and 3,805 companies in the seven years after 1979. (Lowry, 

2003) The circulation approximately doubled every year between 1990 and 1994, and then it 

increased again between 1995 and 1998, reaching $35 billion per year. Between 1999 and 

2000, the numbers reached $65 billion a year and then fell to $34 billion. In 2001, this figure 

touched $1 billion. (Ritter & Welch, 2002) 

There were more than 1,380 China A-share IPO activities from 1991 to 2005, showing that 

initial pricing was 238% lower (Zhou & Zhou, 2009). This founding is related to Derrien's 

research. His study found that one of the hottest IPO markets in history was in the late 1990s. 

Only in 1999 and 2000, 803 companies were listed in the US, raising approximately $123 billion 

and leaving roughly $62 billion in initial returns (Derrien, 2005). The phenomenon linked to the 

peak of the IPO is that IPO underpricing reached an alarming figure number in 1999 and 2000. 
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The first day of public offerings (IPOs) earned an average of about 17% in 1996, but in 1999, the 

average return on the first day was 73% (Ljungqvist & Wilhelm, 2003). Lowry and Schwert got 

the same results: a surge in IPOs follow the period of high initial and rising returns, then it 

would lead a period of low initial returns (Lowry & Schwert, 2002). 

2.2 Internal and External factors affect IPO decisions 

2.2.1 Internal factors 

Significant changes in ownership structure can partly explain institutional changes in 

initial returns and other factors of pricing behavior. Before the initial public offering, the CEO’s 

equity was half of the previous one or less than half, so the degree of ownership dispersion 

increased sharply. (Ljungqvist & Wilhelm, 2003) Entrepreneurs play a critical role in the IPO 

decision because they need to decide whether to go public and when to do it. Entrepreneurs 

must address the additional complexity of implementing the best time points for a company's 

projects. Besides, only those companies who have accumulated significant performance for 

successful operations will find the best option to sell stocks in the public stock market. 

(Chemmanur & Fulghieri, 1999) 

In addition to entrepreneurs, the company's main decision requires the participation of 

the board of directors. Board knowledge can have a substantial direct impact on IPO outcomes. 

The reason is that the extensive and in-depth knowledge of the directors may enable them to 

more appropriately manage the IPO process and accurately price IPOs before listing. (Judge et 

al., 2014) Based on the study from Zhou and Zhou, not only the board knowledge can affect 

IPO decisions, but board size can also influence it. The company's age and board size have a 

positive impact on the initial issue price. (Zhou & Zhou, 2009) However, Chang and his friends 
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hold different ideas. They believe that the size of the board of directors has a negative impact 

because the oversized board of directors reduces the effectiveness of corporate governance. 

(Chang, Lin, Tam & Wong, 2010) 

Size is also a critical determinant of IPO decisions, and big companies have more 

probability of doing list. Companies that are growing faster and more profitable before the IPO 

have more likelihood to be attracted by IPO. The typical new listed company is much larger and 

has a long history in Italy than the US. The average Italian IPO is eight times the size of a 

standard US IPO and six times the size of an old IPO. The reason might be that there is relatively 

little law enforcement against minorities in Italy, and it makes it harder for start-up companies 

to obtain the trust of investors, and they need higher reputation capital to go public. (Pagano, 

Panetta & Zingales, 1998)  

The amount of IPO has a positive relationship with the company's capital needs. The 

change of total money demand by private companies can change in the number of IPOs. When 

the economy is in good shape, and expected growth is high, firms' demand for capital is always 

high. The higher capital demand will cause more companies seeking to go public. Manages will 

select a suitable financing tool to maximize the company's value and minimize the cost to 

acquire enough capital. When public equity provides the most considerable net income, the 

company will conduct an initial public offering. (Lowry, 2003) 

2.2.2 Investor sentiment, Industry, and Information  

The amount of IPO has a tight relationship with investor sentiment. In some conditions, 

investors are optimistic about the company’s development, so they are willing to pay the 

premium for the stock. Therefore, in these periods, the cost of listing is relatively low. 
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Consequently, many companies find that listing is the best choice at that time. Conversely, 

during periods of emotional downturn, investors may underestimate the value of the company, 

resulting in lower IPO volumes. (Lowry, 2003) Derrien agrees with Lowry that high demand for 

investors leads to a higher price of IPO. The underwriter decides the IPO price mainly depends 

on the intrinsic value of the company and the investor's sentiment. Besides, underwriters will 

make some adjustments is due to their concerns about the after-sales behavior of the IPO 

shares. (Derrien, 2005) 

Industry dynamics play an essential role in corporate listing decisions (Lowry, 2003). 

Ritter and Welch found that companies always avoid issue stocks during the periods when 

there are few other high-quality companies (Ritter & Welch, 2002). Lowry and Schwert also 

found that companies of the same type will choose to go public at the same time (Lowry & 

Schwert, 2002). The increase in capital productivity has led to the rise in demand for capital, 

which in turn has led to a more active IPO market (Yung, Colack & Weiwang, 2008). Similarly, 

economic expansion is associated with a sharp increase in the number of listed companies 

(Yung, Colack & Weiwang, 2008). Also, stock market valuations of companies in the same 

industry have a straight impact on the IPO (Pagano, Panetta & Zingales, 1998). Due to 

companies in the product market may be listed, even companies with sufficient capital to fund 

their operating may be listed (Chemmanur & He, 2011). Trailblazer's results reflect private 

information, so the later pricing becomes easier and lures more companies into the IPO 

market. (Altı, 2005).  

The amount of IPO is inversely related to information asymmetry. When reverse 

selection costs are lower, companies are also more likely to make initial public offerings. 

(Lowry, 2003) Also, when there are no informed investors, the IPO prices are not undervalued 
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(Michaely & Shaw, 1994). If more specific information leads to higher initial returns, more 

companies will apply for IPOs soon. In the process of IPO marketing, the company and its 

underwriters collect data about their valuation of the new company from informed investors as 

a determining factor in the pricing of the IPO and provide decisions for other companies (Lowry 

& Schwert, 2002). 

2.2.3 Policies, Underwriters’ reputation and Patent  

Policies also affect IPO decisions. After the adoption of the JOBS Act in April 2012, there 

was a significant increase in US IPO activity, especially in small companies. Although the 

number of IPOs is still considerably lower than before 2001, the number of IPOs and publishers 

of small companies was the largest since 2000 from April 2013 to March 2014. (Dambra, Field 

& Gustafson, 2015) Chen also found that in China, the low IPO pricing is negatively related to 

the scale of shares held by various government organizations. In the case of the government 

holding more shares of state-owned enterprises, the company's IPO returns are lower. (Chen & 

Strange, 2012)Underwriters' reputation has a positive impact on stock returns after initial 

public offerings, and well-known underwriters have reduced information asymmetry in IPO 

pricing (Chang, Lin, Tam & Wong, 2010). Because the most prestigious underwriters usually 

avoid bringing smaller IPOs to market, using information that is not available to the public to 

screen listed companies. Then they will choose riskless companies, which reduces the number 

of uninformed investors. Uncertainty and information asymmetry. Compared to less-reputation 

investment banks, well-reputation investment banks can leave less money. (Michaely & Shaw, 

1994)  

The patent also has a significant positive relationship with IPO performance. Patents can 

also be excellent information to remind the financial markets, thereby decreasing the problem 
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of information asymmetry. Before the initial public offering of US companies, the number of 

patent applications increased. It is recommended that patents be mainly beneficial to US 

software companies for initial public offerings. The results also show that patents have a more 

significant impact on European companies than European patents. Besides, the patent is a 

signal to the IPO investors to convey the quality of the company. Companies may increase the 

number of patent filings after the IPO decides to increase the amount of capital needed for the 

IPO (Useche, 2014) 

2.3 IPO aftermarket performance of Chinese and Americans companies 

Companies that issue shares between 1970 and 1990, whether they are initial public 

offerings or experienced stock offerings, are long-term bad investments for investors. During 

the three-year holding period, IPO stocks had worse performance than non-issuing companies 

of the same size, down 7.4% annually, and down 7% annually after five years. In the five years 

after the issuance, investors of listed companies only earned 5% per year. For the initial public 

offering samples from 1979 to 1991, they found similar results. (Loughran & Ritter, 1995) The 

market-adjusted buy and hold gains are negative from 1995 to 1998(Ritter & Welch, 2002). 

The average pricing of A-share and B-share IPOs was 178% and 11.6% in China between 

1993 and 1998., respectively. The aftermarket performance of A-share IPOs is slightly inferior 

to the benchmark portfolio, while B-shares perform better than the benchmark portfolio, 

which is in stark contrast to the overvalued IPOs in the United States. An exciting feature of the 

Chinese IPO market is that the central government determines the total number of new shares 

offered each year. However, investments in the market for newly issued shares are insufficient 

to meet the needs of Chinese investors. To stimulate investor enthusiasm and guarantee full 
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subscription, the issue price is set to be much lower than the market willing price the market, 

which will cause a lot of speculation when the IPO goes public. (Chan, Wang & Wei, 2004) 

2.4 Factors affect IPO aftermarket performance 

IPOs will result in poor returns in the long term due to valuation errors at the time of 

listing, which is consistent with the ratio of operating cash flow to asset median of 682 listed 

companies between 1976 and 1988. The majority fell sharply after listing one to three years.  

Another reason is the wrong assessment of SEO. In the market, when the company's stock is 

seriously overvalued, the stock issuance is announced. The market does not correctly reassess 

the stock, and the stock is still severely overvalued at the time of publication. Therefore, their 

long performance after the IPO is terrible. (Loughran & Ritter, 1995) 

In the long run, IPOs underwritten by established investment Banks have done much 

better (Michaely & Shaw, 1994). Compared to under-reputed underwriters, reputable 

investment bankers can get relatively small initial returns and low long-term negative returns 

from IPO (Carter, Dark & Singh, 1998). Because underwriters can influence the aftermarket 

price by actively participating in the aftermarket. If the price performs worse in the long-term 

transaction, the underwriter can repurchase up to 15% of the shares and return the shares. The 

allocation of these additional stocks will increase the demand for the stock in the aftermarket. 

Additional purchase and holding requirements due to over-allocation will increase the stock 

price (Ritter & Welch, 2002) 

Investors have different expectations for the company's valuation, and the investor with 

confidence in the company's development buys stock in the primary market. Over time, as the 

difference in views diminishes, the opinions from marginal investors tend to average out, and 
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its price will fall. (Ritter & Welch, 2002) Derrien found that the better the investor's sentiment 

when the stock issued, the worse the stock would perform for a long time(Derrien, 2005). 

Because the company is eager to look good in an IPO, and it's difficult for the entire market to 

distinguish between carefully hidden warning signs. IPOs with higher prices than the open 

market have terrible performance in the long-term. (Ritter & Welch, 2002) 

 

3. METHODOLOGY & DATA 

3.1 DataSet:  

The factors that affect IPO decisions can be divided as internal and external factors. The 

internals factors are about the company’s profitability, liquidity, and growth rate, while the 

external factor is about macroeconomics. Therefore, I choose ROA, EPS, P/E ratio, stock price, 

cash ratio, GDP, inflation as the variables to test which factors would most significantly 

influence the IPO decisions. Return on assets (ROA) shows how profitable a company is related 

to the assets and price-earnings (P/E) ratio represent the price that investors pay for $1 profit, 

standing for the stock valuation. Earnings per share (EPS) is the profit of the company per 

share, and the cash ratio is the liquidity of the company, which also can be the risk of 

bankruptcy. GDP and inflation are the external factors related to IPO decisions.  

To answer how the difference of IPO long performance between China and America 

companies, the price change will be the dependent variable. Furthermore, EPS, P/E ratio, ROA, 

ROE, cash ratio, sustainable growth ratio will be the independent variable to test the long-term 

performance of companies. ROE having a similar formula with ROA, it's a measure of a 

company's net income as a percentage of its total equity. The ceiling rate of growth a company 

can obtain without having to finance growth with additional equity or debt is called the 
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sustainable growth rate. All the data comes from Bloomberg or Ritter's data, which can be 

found in Appendix A.   

3.2 Sample: 

Besides, the data I used to test what factors can affect IPO decisions are 40 famous 

companies, while 20 companies in the U.S. and 20 companies in China. All the companies went 

public between 1992 and 2014, and all the data I collected were in the year when companies 

went public. Therefore, I can test the relationship between the above variables and IPO 

decisions. To verify whether exist a difference in IPO long performance in China and America 

market, I collected data about the long-term performance of 21 China companies and 18 U.S. 

companies during the period of 2014 to 2018 to acquire the price change of different 

companies in different years, totally getting 79 observations. Besides, I randomly choose 26 

companies from China and America and use the data about their performance from 2014 to 

2018, sum to 107 observations, to decide the most significant factor that affects IPO 

aftermarket performance. All the observations can be found in Appendix.  

3.3 Methodology: 

I will use multiple regression analyses to test what factors would affect IPO decisions. 

To analysis the difference in IPO long performance between China and America companies, I 

will use a Difference in means test. Besides, I will also use multiple regression analyses to 

decide the most significant factor affecting IPO long performance.  

3.4 Model and Hypotheses: 

Model 1: test what factor would affect IPO decisions 
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Internal factors 

𝑇𝑜𝑡𝑎𝑙 𝑚𝑜𝑛𝑒𝑦 𝑟𝑎𝑖𝑠𝑒𝑑 𝑖𝑛 𝐼𝑃𝑂

= 𝛽0 + 𝛽1𝑅𝑂𝐴 + 𝛽2𝐸𝑃𝑆 + 𝛽3(
𝑃

𝐸
 𝑟𝑎𝑡𝑖𝑜) + 𝛽4(𝑠𝑡𝑜𝑐𝑘 𝑝𝑟𝑖𝑐𝑒)

+ 𝛽5(𝑐𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜) + 𝑒𝑖  

External factors:  

𝑇𝑜𝑡𝑎𝑙 𝑚𝑜𝑛𝑒𝑦 𝑟𝑎𝑖𝑠𝑒𝑑 𝑖𝑛 𝐼𝑃𝑂 = 𝛽6 + 𝛽7𝐺𝐷𝑃 + 𝛽8𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 + 𝑒𝑖 

Hypotheses:  

1. Internal factors do not have any significant impact on IPO decisions 

2. External factors do not have any significant impact on IPO decisions.  

 

Model 2: to test whether exist the difference of IPO long performance between China and 

America companies 

t = [ (�̅�𝑢.𝑠. - �̅�𝐶ℎ𝑖𝑛𝑎) - d ] / SE 

�̅�𝑈.𝑆. = 𝑚𝑒𝑎𝑛 𝑜𝑓 𝑝𝑟𝑖𝑐𝑒 𝑐ℎ𝑎𝑛𝑔𝑒 𝑜𝑓 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠 𝑖𝑛 𝑈. 𝑆.  

�̅�𝐶ℎ𝑖𝑛𝑎 = 𝑚𝑒𝑎𝑛 𝑜𝑓 𝑝𝑟𝑖𝑐𝑒 𝑐ℎ𝑎𝑛𝑔𝑒 𝑜𝑓 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠 𝑖𝑛 𝐶ℎ𝑖𝑛𝑎 

Hypotheses:   

There is no difference between the mean of 𝑝𝑟𝑖𝑐𝑒 𝑐ℎ𝑎𝑛𝑔𝑒 𝑜𝑓 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠 𝑖𝑛 𝑈. 𝑆. and the 

mean of 𝑝𝑟𝑖𝑐𝑒 𝑐ℎ𝑎𝑛𝑔𝑒 𝑜𝑓 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠 𝑖𝑛 𝐶ℎ𝑖𝑛𝑎 

 

Model 3: to decide the most significant factor affect IPO long-term performance 
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𝑚𝑎𝑟𝑘𝑒𝑡 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛

= 𝛽0 + 𝛽1𝐸𝑃𝑆 +
𝛽2𝑃

𝐸
+ 𝛽3𝑅𝑂𝐴 + 𝛽4𝑅𝑂𝐸 + 𝛽5(𝑐𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜) +

𝛽6𝐷

𝐸

+ 𝛽7(𝑠𝑢𝑠𝑡𝑎𝑖𝑛𝑎𝑏𝑙𝑒 𝑔𝑟𝑜𝑤𝑡ℎ 𝑟𝑎𝑡𝑖𝑜) + 𝑒𝑖 

Hypotheses:  

Every factor does not have any significant impact on IPO long-term performance.  

 

4. ANALYSIS & FINDINGS 

4.1 IPO Trends 

The sample used is IPOs with an offer price of at least $5.00 and aggregate proceeds 

include the global offering size between 1980 and 2018. Based on table 1, the number of IPOs 

is higher between 1980 and 2000 than the period of 2001 to 2018. The number of IPOS 

reached the top in 1996 with 677, while the total money raised was highest in 2000 with 64.8 

billion. Before 1990, the number of IPOs and total funds raised changed rapidly every year, 

exceptionally high in 1984 and 1986. Between 1990 and 1997, IPO number and full money 

raised keep increasing trend, and it higher than that of in recent years. This result is similar to 

Ritter and Welch’s conclusion in 2002 and also expand their effect to 2018. 

Table 1: IPO trends 
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4.2 Internal factors and external factors 

Referred to Appendix B, the sample is 35 randomly chosen companies went public 

between 1992 and 2014, while 20 companies in China and 15 companies in the U.S. To test 

how do the internal factors and external factors affect IPO decisions, I use the model: 

Internal factors 

𝑇𝑜𝑡𝑎𝑙 𝑚𝑜𝑛𝑒𝑦 𝑟𝑎𝑖𝑠𝑒𝑑 𝑖𝑛 𝐼𝑃𝑂

= 𝛽0 + 𝛽1𝑅𝑂𝐴 + 𝛽2𝐸𝑃𝑆 + 𝛽3

𝑃

𝐸
+ 𝛽4(𝑠𝑡𝑜𝑐𝑘 𝑝𝑟𝑖𝑐𝑒) + 𝛽5(𝑐𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜) + 𝑒𝑖 

External factors:  

𝑇𝑜𝑡𝑎𝑙 𝑚𝑜𝑛𝑒𝑦 𝑟𝑎𝑖𝑠𝑒𝑑 𝑖𝑛 𝐼𝑃𝑂 = 𝛽6 + 𝛽7𝐺𝐷𝑃 + 𝛽8𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 + 𝑒𝑖 

Table 2: IPO decisions regression outputs 

 Coefficients t Statistics P-value 

ROA -6.903388085 -0.4011008 0.69128609 

EPS 39.9661593 0.40028662 0.69187897 

P/E 5.528936277 9.36184148 2.8827E-10 

Stock 
price 

1.100603401 0.23890131 0.81286238 

Cash 
ratio 

-65.86153761 -1.4064694 0.17021083 

GDP 0.000309943 3.38115222 0.00191713 

Inflation -22702.84717 -0.732961 0.46891778 

 

After running the regression for these two formulae, the p-value of the P/E ratio in the 

first formula is less than 0.1, but others all more than 0.1. For the second formula, the p-value 

of GDP is less than the significance level, while that of inflation is more than the significance 
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level. To be specific, I conclude that the internal factors as the Price-earnings ratio have a 

significant effect on the total money raised on IPO, and the external factors as GDP also have a 

significant impact on the full cash raised on IPO. The results are consistent with my second 

research question because I believe both internal factors and external factors can affect IPO 

activities. The first result can be explained using Lowry’s finding (2003) that the amount of IPO 

has a positive relationship with the level of investor sentiment. P/E ratio stands for the stock 

valuation, which also can be the signal of investor sentiment. In addition, the second result is 

similar to Yung, Colak, and Weiwang’s finding (2008) that an increasing number of listed 

companies is tightly related to economic expansion. Based on my literature review, the reason 

for my result can be that GDP is the information standing for the market condition. Higher GDP 

or significantly change of GDP can transform the superb market information to companies. 

After taking in the market signal, they will choose to expand their business and raise money by 

initial public offering or change their IPO year.  

4.3 IPO aftermarket performance  

I collected data about the long-term performance of 21 China companies and 18 U.S. 

companies during the period of 2014 to 2018 to acquire the price change of different companies 

in different years, totally getting 79 observations in Appendix C. The difference in the mean test 

is used to study the difference of IPO aftermarket performance between the U.S. and China 

companies, and the model is: 

t = [ (�̅�𝑢.𝑠. - �̅�𝐶ℎ𝑖𝑛𝑎) - d] / SE 

Based on the result of the “t-test: two-sample assuming unequal variances”, I do not 

reject Ho and conclude that the mean of price change between these two countries is the same 
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for the sample companies because p-values for t-tests are more significant than 0.1. In other 

words, there is not exist a difference between China's IPO aftermarket performance and U.S. 

aftermarket performance. My results are consistent with those of Chan's (2004) and Ritter's 

(1995)’ findings of the Chinese IPO market and American IPO market, which show similar 

aftermarket performance during recent years. Their discovery can also explain my results: 

invest initial public offering are long-term bad investments for investors. 

4.4 Factors affect IPO aftermarket performance   

I randomly choose 26 companies from China and America and use the data about their 

performance from 2014 to 2018, sum to 107 observations, showed in Appendix D, to decide 

which factors affect IPO aftermarket performance. The model I use in the here is: 

𝑀𝑎𝑟𝑘𝑒𝑡 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛

= 𝛽0 + 𝛽1𝐸𝑃𝑆 +
𝛽2𝑃

𝐸
+ 𝛽3𝑅𝑂𝐴 + 𝛽4𝑅𝑂𝐸 + 𝛽5(𝑐𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜) +

𝛽6𝐷

𝐸

+ 𝛽7(𝑠𝑢𝑠𝑡𝑎𝑖𝑛𝑎𝑏𝑙𝑒 𝑔𝑟𝑜𝑤𝑡ℎ 𝑟𝑎𝑡𝑖𝑜) + 𝑒𝑖 

Table 3: IPO aftermarket performance regression outputs 

  Coefficients t Statistics P-value 

EPS 4960.93226 5.977011566 3.60055E-08 

P/E  331.747322 0.840896689 0.402432268 

ROA -1998.028 -0.430679668 0.667637511 

ROE 560.074812 0.172616577 0.863305225 

Cash ratio 31362.3996 3.708395166 0.000344215 

D/E 15.1157814 0.458638878 0.647498798 

Sustainable growth 
ratio 

163.514114 0.314089266 0.754114144 
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According to t-test results showed in table 3, the p-value of cash ratio and earnings per 

share are lower than 0.1, and the p-value of P/E, ROA, ROE, D/E, and sustainable growth ratio 

are higher than 0.1, which is the maximum acceptable significance level. As a result, I conclude 

that the EPS and cash ratio are the two factors that affect IPO long-term performance. There 

are no researches specifically get the results that these two factors affect IPO aftermarket 

performance, and the reason might be the difference sample we used. However, the result can 

be easy to understand. Earnings per share are the income of companies, standing for the 

profitability, and the cash ratio is the liquidity of companies, standing for the risk of 

bankruptcy. High profit and suitable liquidity can increase public confidence toward companies, 

so both two factors can influence the investor’s sentiment. Besides, based on Ritter and 

Welch’s findings in 2002, the investor’s view would affect IPO aftermarket performance. 

Therefore, the IPO long-term performance is significantly related to the EPS and cash ratio. 

 

5. CONCLUSION 

This thesis analyzes the trend of Initial public offering (IPO) to verify what factors affect 

IPO decisions and what factors influence IPO aftermarket performance. Based on the data from 

Ritter (2019), the number of IPOs was higher in 1980 to 2000 than that from 2001 to 2018, 

reaching the top in 1996 with 677, and the total money raised in IPO was highest in 2000 with 

64.8 billion. The results of this thesis show that the internal factors as price-earnings ratio and 

external factors as GDP can significantly affect total money raised in IPO. Price-earnings ratio 

stands for the stock valuation, which can also be the signal of investors' sentiment, while GDP is 

a piece of useful information to represent the economic condition.  The phenomenon that 

Investors' sentiment and economic expansion can affect IPO decisions already tested by many 

researchers, like Lowry (2003), Yung, Colak, and Weiwang (2008). As for the long-term 
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performance of China and America, this is no difference between sample companies in these 

two countries. Besides, earnings per share (EPS) and cash ratio can considerably influence the 

aftermarket performance of IPO. Although no researchers mainly focus on how EPS and cash 

ratio affect the long-term performance of IPO, these results can be easily understand using 

investors' sentiment theory. EPS is a ratio to represent how profitable a company is, and the cash 

ratio defines the liquidity of a company, which is a signal of risk of bankruptcy. High profit and 

suitable liquidity can increase the public's confidence toward the companies.   

This thesis has several limitations. The most considerable limitation is sample size. 

When I test what factors affect IPO decisions, the sample size is only 35, because the data of 

the year that a company went public was a lot missing. The second limitation is company size. 

The size of all companies we can find enough data is not too small, so my thesis focuses more 

on big size companies. Thirdly, the factors I considered is limited. Many factors are considered 

internal and external factors, like policy and company structure, but I only pay close attention 

to several factors. 
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Appendix A: Number of IPOs and aggregate proceeds 

 



  

Appendix B: IPO data 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

Appendix C: IPO aftermarket price change in U.S. and China 

 



  

Appendix D: IPO aftermarket performance  

 


