RESEARCH Volume-04 ISSN: 2455-3085 (Online)
OREVIE"; Issue-06 RESEARCH REVIEW International Journal of Multidisciplinary
JOURNAL June-2019 www.rrjournals.com[UGC Listed Journal]

Validity of Winner’s Curse Hypothesis: Evidence from Indian Stock Market IPOs
during 2018-19

'Devina Mohan & **Vineeth KM (Dr)

!Assistant Professor, Department of Commerce (SF), Aquinas College, Edacochin, Kerala (India)
2Assistant Professor, Post Graduate and Research Department of Commerce, Maharaja’s College, Ernakulam, Kerala (India)

ARTICLE DETAILS ABSTRACT

The winner’s curse is a tendency for the winning bid in an auction to exceed the
intrinsic value or true worth of an item. Because of incomplete information, emotions
or any other number of factors regarding the being auctioned, bidders can have a

Article History
Published Online: 10 June 2019

difficult time determining the item’s intrinsic value. As a result, the largest
overestimation of an item’s valued ends up winning the auction. Accordingly, the
winner will be "cursed" in one of two ways: either the winning bid will exceed the value
of the auctioned asset making the winner worse off in absolute terms, or the value of
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the asset will be less than the bidder anticipated, so the bidder may garner a net gain
but will be worse off than anticipated. This paper examines the validity of Winners’
Curse Hypothesis in Indian IPOs during 2018-19. 10 out 11 IPOs during the period of
which data are available are analysed in this aspect and it could be found that
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Winners’ Curse do exist in the Indian IPOs.

1. Introduction

The winner’s curse is a tendency for the winning bid in an
auction to exceed the intrinsic value or true worth of an item.
Because of incomplete information, emotions or any other
number of factors regarding the being auctioned, bidders can
have a difficult time determining the item’s intrinsic value. As a
result, the largest overestimation of an item’s valued ends up
winning the auction. The winners curse is a phenomenon that
may occur in common value auctions, wherein the winner will
tend to overpay due to emotional reasons or incomplete
information. Accordingly, the winner will be "cursed" in one of
two ways: either the winning bid will exceed the value of the
auctioned asset making the winner worse off in absolute terms,
or the value of the asset will be less than the bidder anticipated,
so the bidder may garner a net gain but will be worse off than
anticipated. However, an actual overpayment will generally
occur only if the winner fails to account for the winner's curse.
The expense of the stockholders of the acquiring firm when
several potential acquirers are involved in the bidding. The
winning bidder in an auction of several bidders will pay too high
a price. From an investor's standpoint, the winner's curse
implies the stockholders of the firm acquired in a merger will
benefit.

Book Building is basically a capital issuance process used
in Initial Public Offering (IPO), which aids price and demand
discovery. It is a process used for marketing a public offer of
equity shares of a company and is a common practice in most
developed countries.

1.1. Statement of the Problem

The investigation is to conducted to validity of winner’s
cures hypothesis Evidence from IPOs in 2017 to 2018.The
study examined Whether the IPOs in 2017-2018 (FY) are
oversubscribed; Whether winners curse hypothesis in the IPOs
during 2017-2018 , Whether there is any significant difference
among sectors in IPOs performance and also analyse the best
performing IPO during 2017-2018 .
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1.2. Objectives of the Study
e To know whether the IPOs in 2018-2019 FY are
oversubscribed
e To study whether winners curse exist in the IPOs
during 2018-2019 FY

1.3. Research Methodology

The study is empirical in nature and considers all the recent
IPOs occurred in the different sectors. The data collected from
the websites of National Stock Exchange of India, annual
reports of Companies, websites ,RBI and various journals and
academic publications . The study uses Returns and Market
Adjusted Returns to calculate abnormal returns. Testing of
winners curse hypothesis

ER = MAR - RF;

if ER is Negative, there is Winner's Curse
ER = Excess Return

MAR =Market Adjusted Return

RF =Risk Free Return

The study includes 10 out of 11 companies which offer
public issue as the Initial Public Offerings (IPOs) during the
period April 2018 up to March 2019 through National stock
exchange (NSE).

2. Results

Analysis of rates of oversubscriptions indicates the
response of IPO investors for subscribing the IPOs. Almost all
the issues were oversubscribed by the investors. Average
Issue size and times oversubscribed are 1694.76 and 51.5445
respectively. It indicates that IPOs from various companies got
good response from the market. Among these, Apollo Micro
System Itd has high over subscription rate of 248.51 times
and The Bharat Dynamics has the low over subscription rate of
1.3 times.
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Table 1 Analysis of IPO Under pricing

Issue Size | Issue | Listing | Listing Lis.ting
Date IPO Name Sector (in crores) | Price | Open Close g/?)lns Inference
29-03-2019 | MSTC Miscellaneous 213.81 128 111 114.2 -10.78 | Overpriced
07-02-2019 | Chalet Hotels Hotels 1628.84 280 291 290.4 3.71 Underpriced
04-02-2019 | Xelpmoc Design Computers — Software 23 66 56 58.8 -10.91 Overpriced
08-10-2018 | AAVAS Financier Finance — General 1729.2 821 758 773.15 | -5.83 Overpriced
23-08-2018 | CreditAccess Gr igi?f_; ding Institutions | 112644 | 422 | 393 4208 | -0.28 | Overpriced
30-07-2018 | TCNS Clothing C Textiles — General 1121.98 716 715 657.8 -8.13 Overpriced
02-07-2018 | Fine Organics Miscellaneous 597.87 783 815 822.8 5.08 Unde4rpriced
02-07-2018 | RITES Diversified 453.6 185 190 212.7 14.97 Underpriced
21-05-2018 | Indostar Capita Finance — General 1844 572 600.6 585.5 2.36 Underpriced
05-04-2018 | ICICI Securities Ltd. | Miscellaneous 4016 520 435 444.9 -14.44 | Overpriced
04-04-2018 | Mishra Dhatu Ni Miscellaneous 438.38 0 93.1 90 0 N.A.

Source: Compiled from NSE and moneycontrol.com

There are 4 companies are underpriced, as their listing 2.1 Analysis of Sectoral Difference in IPO Performance

price is more than the issue price and 6 Companies are Analysis of sectoral difference (19 sectors) in IPO
overpriced and there is 1 company of which data is not performance using One Way ANOVA produced the following
available. results:

Table 2 Mean Returns of IPOs in Different Sectors

Date IPO Name sector Price | Gains () | Retum v | eturn® | Return o
29-03-2019 | MSTC Miscellaneous 128 -10.78 -12.70 -17.34 -12.42
07-02-2019 | Chalet Hotels Hotels 280 3.71 4.07 2.27 0.21
04-02-2019 | Xelpmoc Design Computers — Software 66 -10.91 -9.32 21.21 13.71
08-10-2018 | AAVAS Financier Finance — General 821 -5.83 -5.68 -5.07 -21.61
23-08-2018 | CreditAccess Gr _Frg'ri:"f_: ding Institutions | 422 | 028 0.01 -8.78 -10.88
30-07-2018 | TCNS Clothing C Textiles — General 716 -8.13 -7.94 -10.42 -10.57
02-07-2018 | Fine Organics Miscellaneous 783 5.08 5.08 3.18 -0.33
02-07-2018 | RITES Diversified 185 14.97 15.30 8.81 6.76
21-05-2018 | Indostar Capita Finance — General 572 2.36 2.47 2.24 -0.24
05-04-2018 | ICICI Securities Ltd. | Miscellaneous 520 -14.44 -14.40 -21.46 -18.04

(Source: Researcher's Computation)

Table 3 ANOVA Summary

Sum of Squares df Mean Square F Sig.

Between Groups 539.027 7 77.004

Listing Within Groups 215.322 2 107.661 0.715 0.692
Total 754.349 9
Between Groups 547.144 7 78.163

1 Day Within Groups 232.830 2 116.415 0.671 0.711
Total 779.973 9
Between Groups 1107.636 7 158.234

1Week | Within Groups 348.391 2 174.196 0.908 0.616
Total 1456.027 9
Between Groups 961.600 7 137.371

2 Week | Within Groups 163.799 2 81.899 1.677 0.423
Total 1125.399 9

(Source: Researcher’'s Computation)
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From the detailed analysis, it could be inferred that there is
no significant difference among the IPO performance in

different sectors in the Listing Gain, 1st Week Gain and 12th
Week Gain.

Table 4 Analysis of Winner’s Curse

IPO Name Sector Excei;;/eturn Excis\;;ekturn Excze\s;ezliurn Winners’ Curse
MSTC Miscellaneous -19.39 -24.0 -18.89 Accepted
Chalet Hotels Hotels -1.29 -1.31 -3.77 Accepted
Xelpmoc Design Computers — Software -16.02 14.92 9.16 Partially Accepted
AAVAS Financier Finance — General -12.23 -13.66 -27.62 Accepted
CreditAccess Gr _';g‘ri?izn ding Institutions | 71 -16.53 -17.42 Accepted
TCNS Clothing C Textiles — General -14.41 -17.18 -17.73 Accepted
Fine Organics Miscellaneous -1.82 -5.16 -9.45 Accepted
RITES Diversified 8.40 0.47 -2.36 Partially Accepted
Indostar Capita Finance — General -4.04 -5.72 -7.62 Accepted
ICICI Securities Ltd. | Miscellaneous -20.57 -28.86 -26.48 Accepted

Source: Computations by Researcher

Analysis of Winner's Curse Hypothesis done by analysing 1
day 1st week and 2nd week returns. Negative returns shows the
Winners Curse there are 8 companies are accepted and 2
companies are Partially Accepted. Hence, it is confirmed that
Winner’s Curse does exist in Indian IPOs.

3. Conclusion

The study shows that winner’'s curse hypothesis is valid in
most of the cases. It signifies the information asymmetry and
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lack of investor awareness in the equity market. The sectors
found underpriced and unaffected shall be studied by the
prospective investors before making a commitment. All factors
like EPS, Price Band, Issue Size, etc shall be considered by the
investors in this aspect.
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