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IPO volume has been very low in the U.S. since 2000

In 1980-2000, an average of 310 firms went public every year
In 2001-2014, an average of 110 firms went public every year
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US IPO Volume has been particularly low for small firms

Small firm IPOs are defined as IPOs with less than $50 million in LTM sales ($2009)
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. IPOs with pre-IPO Annual Sales less than or greater than $50m/Year ($2009)
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Sheet1

		Year		Proceeds		Money		Number		IR				small		big

		1980		$0.91		$0.18		71		14.30%				36		35		$50 million, $2009

		1981		$2.31		$0.13		192		5.90%				134		58

		1982		$1.00		$0.13		77		11.00%				53		24

		1983		$8.89		$0.84		451		9.90%				275		176

		1984		$2.07		$0.05		173		3.60%				95		78

		1985		$4.31		$0.23		187		6.40%				93		94

		1986		$13.37		$0.68		393		6.10%				186		207

		1987		$11.68		$0.66		285		5.60%				125		160

		1988		$3.72		$0.13		102		5.70%				40		62

		1989		$5.20		$0.24		113		8.20%				44		69

		1990		$4.27		$0.34		110		10.80%				43		67

		1991		$15.35		$1.50		286		11.90%				107		179

		1992		$22.69		$1.82		412		10.30%				181		231

		1993		$31.39		$3.51		509		12.70%				220		289

		1994		$17.25		$1.46		403		9.80%				200		203

		1995		$27.95		$4.90		461		21.20%				244		217

		1996		$42.04		$6.76		676		17.20%				396		280

		1997		$31.76		$4.56		474		14.00%				252		222

		1998		$33.65		$5.25		281		21.90%				139		142

		1999		$64.95		$37.11		477		71.10%				328		149

		2000		$64.86		$29.83		381		56.30%				274		107

		2001		$34.24		$2.97		79		14.20%				24		55

		2002		$22.03		$1.13		66		9.10%				13		53

		2003		$9.54		$1.00		63		11.70%				15		48

		2004		$31.19		$3.86		173		12.30%				67		106

		2005		$28.23		$2.64		159		10.30%				42		117

		2006		$30.48		$3.95		157		12.10%				48		109

		2007		$35.66		$4.95		159		14.00%				54		105

		2008		$22.76		$5.65		21		6.40%				4		17

		2009		$13.17		$1.46		41		9.80%				4		37

		2010		$29.82		$1.84		91		9.40%				20		71

		2011		$26.97		$3.23		81		13.30%				22		59

		2012		$31.11		$2.77		93		17.90%				18		75

		2013		$38.75		$8.64		157		21.10%				55		102

		2014		$42.20		$5.41		206		15.50%				96		110

		$2,014.00
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IPO Exits for VC-backed Firms Have Been Limited
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Source: NVCA 2014 Yearbook Tables 9 and 10
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Figure 2: The Shiller P/E ratio is taken from Robert Shiller’s website and is computed as the ratio of the S&P 500 index divided by the inflation-
adjusted ten-year moving average of S&P 500 earnings. Scaled IPO volume is quarterly IPO volume divided by annual real GDP, in trillions of
2009 dollars.
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Sheet1

		year		quarter		total		big		small		PE		rtotal		rbig		rsmall		realGDP

		1975		1		1		1		0		8.289		0.188		0.188		0		5.306

		1975		2		2		1		1		10.16		0.374		0.187		0.187		5.346

		1975		3		4		4		0		11.01		0.736		0.736		0		5.436

		1975		4		5		5		0		9.919		0.908		0.908		0		5.507

		1976		1		8		6		2		10.25		1.42		1.065		0.355		5.632

		1976		2		6		6		0		11.63		1.057		1.057		0		5.675

		1976		3		8		6		2		11.54		1.403		1.052		0.351		5.703

		1976		4		4		2		2		11.81		0.696		0.348		0.348		5.744

		1977		1		4		3		1		11.6		0.688		0.516		0.172		5.811

		1977		2		6		5		1		10.9		1.012		0.844		0.169		5.926

		1977		3		0		0		0		10.53		0		0		0		6.032

		1977		4		5		2		3		10.07		0.829		0.332		0.497		6.031

		1978		1		0		0		0		9.678		0		0		0		6.052

		1978		2		3		3		0		8.95		0.477		0.477		0		6.29

		1978		3		8		5		3		9.55		1.26		0.787		0.472		6.351

		1978		4		7		6		1		9.942		1.088		0.932		0.155		6.435

		1979		1		5		5		0		9.012		0.776		0.776		0		6.446

		1979		2		12		8		4		9.071		1.86		1.24		0.62		6.452

		1979		3		6		3		3		8.854		0.923		0.462		0.462		6.498

		1979		4		15		8		7		9.113		2.302		1.228		1.074		6.516

		1980		1		8		4		4		8.745		1.224		0.612		0.612		6.537

		1980		2		13		5		8		8.081		2.03		0.781		1.249		6.403

		1980		3		20		10		10		8.512		3.129		1.565		1.565		6.391

		1980		4		32		16		16		9.196		4.916		2.458		2.458		6.51

		1981		1		37		12		25		9.39		5.568		1.806		3.762		6.645

		1981		2		73		19		54		9.081		11.07		2.882		8.192		6.592

		1981		3		37		11		26		8.765		5.546		1.649		3.897		6.672

		1981		4		50		17		33		7.581		7.588		2.58		5.008		6.589

		1982		1		15		4		11		7.833		2.315		0.617		1.697		6.481

		1982		2		14		2		12		6.951		2.149		0.307		1.842		6.516

		1982		3		17		5		12		6.692		2.619		0.77		2.003		6.491

		1982		4		33		13		20		7.399		5.08		2.001		3.079		6.496

		1983		1		51		16		35		8.468		7.754		2.281		5.322		6.577

		1983		2		101		38		63		9.233		15.02		5.651		9.369		6.724

		1983		3		143		59		84		10		20.85		8.604		12.25		6.857

		1983		4		155		63		92		9.984		22.15		9.001		13.14		6.999

		1984		1		66		26		40		9.815		9.251		3.644		5.606		7.135

		1984		2		37		14		23		9.327		5.098		1.929		3.169		7.258

		1984		3		37		20		17		9.01		5.049		2.729		2.456		7.328

		1984		4		35		19		16		9.687		4.737		2.572		2.301		7.388

		1985		1		18		6		12		9.595		2.414		0.805		1.609		7.458

		1985		2		42		20		22		10.37		5.585		2.659		2.925		7.521

		1985		3		48		25		23		10.81		6.284		3.142		3.011		7.638

		1985		4		77		43		34		10.47		10.005		5.457		4.418		7.696

		1986		1		50		29		21		11.69		6.435		3.732		2.831		7.77

		1986		2		115		58		57		13.19		14.74		7.434		7.306		7.802

		1986		3		105		51		54		13.89		13.33		6.475		6.983		7.877

		1986		4		121		66		55		13.47		15.287		8.339		7.202		7.915

		1987		1		74		37		37		14.09		9.298		4.649		4.649		7.959

		1987		2		87		56		31		16.43		10.82		6.962		3.854		8.043

		1987		3		102		57		45		16.83		12.57		7.026		5.547		8.113

		1987		4		21		9		12		17.68		0		0.969		1.454		8.252

		1988		1		16		8		8		13.39		1.929		0.964		0.964		8.295

		1988		2		37		23		14		14.67		4.404		2.738		1.666		8.401

		1988		3		27		17		10		14.77		3.197		2.013		1.184		8.444

		1988		4		22		14		8		14.37		2.571		1.636		0.935		8.557

		1989		1		7		4		3		14.7		0.81		0.463		0.347		8.637

		1989		2		31		19		12		15.3		3.562		2.183		1.379		8.702

		1989		3		30		19		11		16.64		3.42		2.166		1.254		8.771

		1989		4		45		27		18		17.71		5.119		3.072		2.048		8.79

		1990		1		25		15		10		17.65		2.815		1.689		1.126		8.882

		1990		2		47		30		17		16.83		5.271		3.364		1.906		8.917

		1990		3		33		20		13		17.82		3.701		2.243		1.458		8.917

		1990		4		5		2		3		15.3		0.566		0.226		0.339		8.839

		1991		1		21		14		7		15.85		2.387		1.592		0.796		8.796

		1991		2		84		53		31		17.82		9.485		5.985		3.501		8.856

		1991		3		76		48		28		18.02		8.546		5.397		3.149		8.893

		1991		4		105		64		41		18.36		11.761		7.169		4.704		8.928

		1992		1		128		69		59		18.44		14.181		7.645		6.426		9.026

		1992		2		114		64		50		19.28		12.5		7.016		5.481		9.122

		1992		3		73		46		27		19.32		7.921		4.991		2.93		9.216

		1992		4		97		52		45		19.71		10.42		5.476		4.939		9.313

		1993		1		106		59		47		20.45		11.36		6.324		5.037		9.33

		1993		2		103		68		35		20.86		10.97		7.242		3.727		9.39

		1993		3		130		77		53		20.61		13.77		8.158		5.615		9.439

		1993		4		172		85		87		20.99		17.984		8.783		8.992		9.564

		1994		1		118		55		63		21.17		12.22		5.695		6.42		9.657

		1994		2		121		57		64		20.83		12.361		5.925		6.538		9.789

		1994		3		79		43		36		20.29		8.019		4.365		3.654		9.852

		1994		4		86		48		38		20.58		8.634		4.718		3.815		9.961

		1995		1		61		34		27		19.91		6.109		3.405		2.704		9.986

		1995		2		102		50		52		21.15		10.19		4.996		5.196		10.01

		1995		3		112		51		61		22.72		11.1		5.054		6.045		10.09

		1995		4		186		83		103		23.95		18.307		7.971		9.939		10.16

		1996		1		142		54		88		25.03		13.881		5.18		8.601		10.23

		1996		2		202		83		119		25.63		19.41		7.974		11.43		10.41

		1996		3		145		64		81		25.97		13.809		6.191		7.715		10.5

		1996		4		187		79		108		25.68		17.625		7.255		10.27		10.61

		1997		1		103		41		62		27.72		9.631		3.834		5.797		10.7

		1997		2		103		48		55		28.8		9.49		4.33		5.16		10.85

		1997		3		118		51		67		31.26		10.74		4.641		6.097		10.99

		1997		4		150		82		68		32.67		13.55		7.314		6.14		11.07

		1998		1		82		41		41		33.03		7.335		3.668		3.668		11.18

		1998		2		118		69		49		36.3		10.46		6.029		4.433		11.28

		1998		3		56		24		32		36.8		4.899		2.1		2.8		11.43

		1998		4		27		8		19		33.53		2.322		0.688		1.634		11.63

		1999		1		58		29		29		38.82		4.945		2.472		2.472		11.73

		1999		2		135		41		94		41.36		11.421		3.384		7.952		11.82

		1999		3		138		39		99		42.18		11.53		3.258		8.27		11.97

		1999		4		146		39		107		41.32		11.98		3.2		8.78		12.19

		2000		1		123		31		92		44.2		10.07		2.537		7.53		12.22

		2000		2		86		26		60		43.22		6.904		2.087		4.817		12.46

		2000		3		128		34		94		42.78		10.27		2.727		7.54		12.47

		2000		4		44		16		28		41.9		3.508		1.276		2.233		12.54

		2001		1		18		9		9		37.28		1.44		0.72		0.72		12.5

		2001		2		24		20		4		32.33		1.908		1.59		0.318		12.58

		2001		3		11		8		3		33.07		0.877		0.638		0.239		12.55

		2001		4		26		18		8		27.67		2.065		1.43		0.635		12.59

		2002		1		14		13		1		30.5		1.102		0.866		0.236		12.7

		2002		2		31		23		8		30.29		2.428		1.802		0.627		12.77

		2002		3		5		4		1		26.39		0.39		0.312		0.078		12.83

		2002		4		16		13		3		22.36		1.247		1.013		0.234		12.84

		2003		1		3		3		0		23.1		0.233		0.233		0		12.89

		2003		2		2		2		0		21.31		0.154		0.154		0		13

		2003		3		16		14		2		24.83		1.211		1.06		0.151		13.21

		2003		4		41		29		12		25.24		3.075		2.175		0.9		13.33

		2004		1		28		16		12		26.63		2.087		1.192		0.894		13.42

		2004		2		47		30		17		26.88		3.48		2.221		1.259		13.51

		2004		3		44		26		18		26.4		3.234		1.911		1.323		13.61

		2004		4		55		35		20		25.66		4.01		2.552		1.458		13.72

		2005		1		35		26		9		27.14		2.525		1.876		0.649		13.86

		2005		2		34		27		7		26.33		2.442		1.94		0.503		13.92

		2005		3		52		37		15		26.06		3.706		2.637		1.069		14.03

		2005		4		39		26		13		25.72		2.765		1.844		0.922		14.1

		2006		1		33		21		12		26.43		2.311		1.47		0.84		14.28

		2006		2		42		27		15		26.32		2.929		1.883		1.046		14.34

		2006		3		18		14		4		24.74		1.255		0.976		0.279		14.34

		2006		4		64		47		17		25.63		4.433		3.255		1.177		14.44

		2007		1		34		19		15		27.27		2.352		1.314		1.037		14.46

		2007		2		48		31		17		26.22		3.29		2.125		1.165		14.59

		2007		3		29		23		6		27.41		1.973		1.565		0.408		14.69

		2007		4		49		32		17		26.72		3.32		2.168		1.152		14.76

		2008		1		9		7		2		25.95		0.613		0.476		0.136		14.69

		2008		2		8		7		1		22.6		0.543		0.475		0.068		14.74

		2008		3		3		2		1		22.41		0.205		0.137		0.068		14.6

		2008		4		1		1		0		20.36		0.07		0.07		0		14.27

		2009		1		1		1		0		15.37		0.071		0.071		0		14.08

		2009		2		7		7		0		13.32		0.498		0.498		0		14.06

		2009		3		8		7		1		16.38		0.567		0.496		0.071		14.12

		2009		4		25		22		3		18.83		1.754		1.543		0.21		14.26

		2010		1		19		13		6		20.32		1.325		0.907		0.418		14.34

		2010		2		24		20		4		21		1.665		1.387		0.277		14.42

		2010		3		17		13		4		19.73		1.172		0.896		0.276		14.51

		2010		4		32		25		7		20.37		2.192		1.713		0.48		14.6

		2011		1		24		15		9		22.39		1.644		1.027		0.616		14.6

		2011		2		26		20		6		22.89		1.77		1.362		0.408		14.69

		2011		3		12		9		3		22.09		0.814		0.611		0.204		14.74

		2011		4		19		15		4		19.69		1.277		1.008		0.269		14.88

		2012		1		37		31		6		20.52		2.474		2.006		0.468		14.96

		2012		2		21		16		5		22.05		1.398		0.999		0.399		15.02

		2012		3		17		14		3		20.54		1.123		0.925		0.198		15.14

		2012		4		19		14		5		21.78		1.253		0.923		0.33		15.16
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Why Has IPO Volume Been So Low?



Conventional Wisdom: The IPO Market Is Broken

Sarbanes-Oxley Act of 2002 (SOX) has
iImposed costs on publicly traded firms,
especially small firms

Decimalization, Reg FD in 2000, and the
Global Settlement in 2003 have led to a drop in
analyst coverage for small firms, lowering their
P/E ratios, and the collapse of the IPO
ecosystem



The Economies of Scope Hypothesis

Increased economies of scope

Increased importance of speed to market

Getting big fast is more important than in the
past



Changes in the Product Market

The profitability of small independent firms
has declined relative to the value created as
part of a larger organization that can quickly

implement new technology and benefit from
economies of scope



Evidence

The percentage of small firms that are unprofitable has increased
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Small firm IPOs have become less profitable
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Source: Table 2, columns 2 and 4 of Gao, Ritter, and Zhu “Where Have All the IPOs Gone?”
December 2013 Journal of Financial and Quantitative Analysis
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Are recent IPOs going private more frequently?
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Source: Table 3 (both LBOs and acquisitions by private firms)
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Young growth firms are more likely to be
involved in an M&A transaction

Either as an acquirer or being acquired

Uptrend started in early 1990s



Evidence on post-IPO analyst coverage

There is near universal analyst coverage on IPOs in 1994
to 2009

The percentage of small (grey) and large (red) firm IPOs with analyst
coverage from at least one lead underwriter within one year of the IPO
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Source: Table 5, column 3 of Gao, Ritter, Zhu (2013 JFQA)
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Figure 2. Price-earnings ratio of small company (annual sales less than $1 billion, 2011 purchasing power) and big
company stocks with positive EPS (Before extraordinary items) traded on the Amex, Nasdaq, or NYSE with Compustat
EPS data available. The price-earnings ratios are computed as the sum of the market values divided by the sum of the
earnings for, respectively, small and big companies with positive EPS.




IPOs are underpriced in every country

In the U.S. from 1980-2013, the average
first-day return is 18%



Average first-day returns on (mostly) European IPOs
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Average first-day returns on non-European IPOs
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Does Underpricing Harm the Shareholders of an Issuing Firm?



The Effect of Underpricing on the Wealth and Ownership of Pre-issue Shareholders

Assumptions:

Pre-issue shares outstanding: 15.6 million shares

Gross proceeds of IPO: $78 million

Post-issue market cap: $280.8 million

# of shares sold by pre-issue shareholders: Zero

Strategy 1 Strategy 2

Offer price and number of shares offered: 7.8 m at $10.00 6.0 m at $13.00
Post-issue shares outstanding: 23.4 million 21.6 million
Market price per share: $12.00 $13.00
Money left on the table: $15.6 million Zero
Post-issue wealth of pre-issue shareholders: $187.2 million $202.8 million

Post-issue % of firm owned by
pre-issue shareholders: 66.7% 72.2%




Long-run Performance of IPOs



While IPOs tend to go up on the first day of trading, in the long run,
on average they have tended to underperform.

But there is a strong cross-sectional pattern in the U.S.: IPOs that
had annual sales of less than $50 million severely underperform,
whereas those that had achieved annual sales of $50 million don’ t
underperform.

Buy-and-hold stock returns are skewed: there are some big
winners, but most stocks underperform. This is especially true
with young companies, where there is even greater right
skewness.



Annual Percentage Returns

Style Matched

First  Year

Second Year IPOs
Third Year
Fourth  Year

Fith  Year

Annual returns in the five years after going public for U.S. 8,278 IPOs from 1970-2011. Style-matched
firms match on market cap and book-to-market.
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Figure 4: Returns on IPOs and Nonissuers, 1990-1998
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		1970-1998		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		9.20%		8.50%		10.40%		13.70%		12.10%

		Size Matched		10.80%		14.10%		14.20%		17.20%		14.00%

		1970-2011		First      Year		Second    Year		Third       Year		Fourth    Year		Fifth      Year

		IPOs		7.40		6.80		11.70		18.40		11.00

		Style Matched		9.00		12.50		11.50		18.30		13.10

		1970-1979		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		-13.80%		-19.10%		0.00%		27.30%		32.70%

		Size Matched		-4.90%		-4.50%		14.70%		30.00%		22.20%

		1970-1979		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		0.00%		1.50%		10.50%		27.80%		27.00%

		Style Matched		11.80%		1.40%		17.20%		29.90%		23.60%

		1980-1989		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		4.60%		11.50%		12.10%		-0.40%		6.90%

		Size Matched		7.60%		16.00%		14.40%		7.70%		11.50%

		2001-2011		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms

		Style Matched

		1980-1989		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		4.60%		11.50%		12.10%		-0.40%		6.90%

		Style Matched		-0.90%		11.20%		9.70%		4.20%		8.40%

		1990-1998		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		14.90%		12.00%		11.50%		24.20%		9.90%

		Size Matched		14.80%		16.60%		13.80%		23.10%		13.90%

		1990-1998		Year 1		Year 2		Year 3		Year 4		Year 5

		IPO Firms		14.40%		12.30%		11.00%		24.60%		10.00%

		Style Matched		11.60%		14.30%		11.80%		20.40%		11.70%






3-year Buy-and-hold Style-adjusted Returns
7,598 U.S. IPOs from 1980-2011. Style-adjusted returns exclude the opening day return
Style controls for market capitalization and book-to-market
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US small firm IPO returns have been disappointing

$50 million in pre-IPO annual sales cutoff, returns not including first-day return and ending in Dec. 2012)

Mean 3-year buy-and-hold returns on IPOs (blue) and style-matched seasoned firms (red)
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European small firm IPOs returns have also been low
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Small firm (<€30m in sales) IPO 3-year buy-and-hold returns are lower than for large
firm IPOs (returns are measured from the 22" trading day closing market price)
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3-year buy-and-hold returns of London IPOs, 1995-2006
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Source:  Vismara, Paleari, and Ritter, June 2012, European Financial Management.
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