
IJMBS Vol. 3, ISSue 1, Jan - March 2013

w w w . i j m b s . c o m InternatIonal Journal of ManageMent & BusIness studIes 81

 Issn : 2230-9519 (online)  |  Issn : 2231-2463 (Print)

Effects of Initial Public Offer on Performance of Companies 
Quoted at the Nairobi Stock Exchange

1John Kinyua, 2Philip Machuki Nyanumba, 3Robert Njagi Gathaiya, 4Joseph Wambua Kithitu
1,2,4Jomo Kenyatta University of Agriculture and Technology, Kenya

3City Square, Nairobi, Kenya

Abstract
This study focuses on the effects of initial public offer on 
performance of companies quoted at the Nairobi Stock Exchange, 
by studying three variables i.e. liquidity, leverage and Profitability 
(earnings per share). The literature reviews the effects of initial 
public offer on performance of companies quoted at the Nairobi 
Stock Exchange between 2006 and 2011. The study adopted a 
descriptive research design. The target population was employees 
of the 56 listed companies at the NSE. Primary data was gathered 
using semi-structured questionnaires. Secondary data was gathered 
from past published scholarly articles explaining theoretical and 
empirical information on employee issues. Descriptive analysis 
was be used including the use of weighted means, standard 
deviation, relative frequencies and percentages. 
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I. Introduction
Going public marks an important watershed in the life of a young 
company. It provides access to public equity capital and so may 
lower the cost of funding the company’s operations and investments 
(Motley Fool, 2006). It also provides an avenue for trading the 
company’s shares, enabling its existing shareholders to diversify 
their investments and to crystallize their capital gains from backing 
the company. This is an important consideration for investors and 
venture capitalists. The act of going public itself shines a spotlight 
on the company, and the attendant publicity may bring indirect 
benefits, such as attracting a different calibre of management. 
At the same time, the company acquires new obligations in the 
form of transparency and disclosure requirements, and becomes 
accountable to a larger group of relatively anonymous shareholders 
who will tend to vote with their feet (by selling the shares) rather 
than assist the company’s decision-makers in the way a venture 
capitalist might (Loughran and Ritter, 2002).
The Nairobi Securities Exchange (NSE) market was started in 
Kenya in the 1920’s by the British as an informal market for 
Europeans only. As a capital market institution, the NSE plays an 
important role in the process of economic development. It helps 
mobilize domestic savings thereby bringing about the reallocation 
of financial resources from dormant to active agents. Long-term 
investments are made liquid, as the transfer of securities between 
shareholders is facilitated. The stock market consists of both the 
primary and secondary markets. In the primary or new issue 
market, shares of stock are first brought to the market and sold 
to investors. In the secondary market, existing shares are traded 
among investors. Many researchers have documented a long-run 
decline in companies’ post-IPO operating performance. Jain and 
Kini (1994) were the first to investigate the operating performance 
of US IPOs in the first three years after going public. Mikkelson 
et al, (1997) have done so for the US market. Outside US, the 
international evidence is Sentis (2001) and Serve (2007) for 
the French market, Pagano et al, (1998) for the Italian market, 
Coakley, Hadass and Wood (2007) for the UK market, Wang, 

Wang, and Lu (2003) for the Singaporean market, and Cai and 
Wei (1997), Kutsuna, et al., (2002) and Yan and Cai (2003) for 
the Japanese market. All of these studies find that newly public 
firms exhibit a decline in return on assets relative to their pre-
issue levels. There are three common threads running through 
explanations of post-issue operating “underperformance”, which 
are identified as; decreasing in management ownership after going 
public leads to increase agency costs (Jensen and Meckling, 1976) 
and to reduce the managers’ incentives for value maximization, 
two, managers take advantage of temporary improvements in 
performance (windows of opportunity) to issue new shares when 
investors have overly optimistic expectations about firms’ future 
prospects (Loughran and Ritter, 2002) and third, Window-dressing 
of accounting earnings prior to the IPO, when cannot be sustained, 
disappointed investors revalue the firm down to a level justified 
by the fundamentals (Teoh et al, 1998).

II. Literature Review
The literature reviewed the effects of initial public offer on 
performance of companies quoted at the Nairobi Stock Exchange 
between 2006 and 2011. This included liquidity, leverage, and 
earnings. Reviewed literature generally agrees that these variables 
have some effects on the performance of companies listed at the 
NSE. Research suggests that the performance of a company at 
the NSE greatly affects the its liquidity in that underwriters create 
active aftermarket trading by under pricing IPOs. Stock flippers 
have the greatest effect on pricing in weak IPOs, compared to hot 
IPOs. Those findings suggest that both underwriters and market 
participants generate liquidity in the post-issuance trading of 
newly traded securities. Price stabilization that underwriters carry 
out in a short period after the offering can also affect liquidity 
Research also suggests that the performance of a company at the 
NSE greatly influences its level of leverage due to factors such as; 
control, growth rate of future sale, sales stability, loan covenant, 
competitive structure of the industry, asset structure, management 
attitude and lender attitudes.
Research also shows that the performance of a company at the 
NSE affects its earnings per share in that the firms have ability to 
identify times in which the market is overvalued or times when 
investors will pay for an IPO relative to other firms.
The literature on the effect of initial public offer on the performance 
of listed companies is extensive. Many of the studies conducted 
by Ritter (1991) were based in Asia, Europe and the US. These 
often demonstrated a positive link between initial public offer and 
the performance of the company but the methodology was not 
one that could easily be replicated by practitioners on a regular 
basis. Such studies can demonstrate that IPOs have a relationship 
with organizational performance but they do not provide much 
guidance on the actual effects on performance. This study will 
therefore add to the literature by establishing the effects of IPOs 
on performance of listed companies at the NSE and the study 
gaps will be filled.
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III. Data and Methodology
This study used descriptive survey.  A descriptive study attempts 
to describe or define a subject, often by creating a profile of a 
group of problems, people, or events, through the collection of 
data and tabulation of the frequencies on research variables or 
their interaction, (Cooper and Schindler, 2006). The population 
of interest in this study comprised companies listed at the Nairobi 
Stock Exchange. There are 56 companies listed at the Nairobi 
Stock Exchange as of December 2011 (NSE, 2011). The study 
conducted a census survey owing to the small number of NSE 
listed companies. Primary data was collected using a questionnaire 
with both closed and open ended questions administered to the 
management staff of the target companies. Secondary data was 
also collected on the issues of IPO from the companies (quoted 
at the Nairobi Stock Exchange between 2006 and 2011) which 
have recently offered their shares to the public as well as the NSE 
and the CMA databases. 
The nature of data collected was purely quantitative. The data 
was coded by assigning numbers to various responses and then 
statistical computations were used to draw conclusions. According 
to Ngechu (2004) there are many methods of data collection. The 
choice of a tool and instrument depends mainly on the attributes of 
the subjects, research topic, problem question, objectives, design, 
expected data and results. This is because each tool and instrument 
collects specific data. Primary data is information gathered 
directly from respondents and for this study the researcher used 
questionnaires. 

IV. Empirical Results
Table 1: Effects of IPO on Liquidity

Before IPO After IPO 
CURRENT ASSETS Mean stdev mean stdev
Stock inventories 2.3 1.3 2.6 1.35
Account receivables 2.0 1.2 2.5 1.4
Prepayments 2.8 0.8 2.9 1.2
Cash at bank 2.9 1.5 2.8 1.6
Cash in Hand 2.6 1.6 2.9 1.7
CURRENT LIABILITIES
Account payables 2.5 2.0 2.9 2.1
Accruals 2.6 1.8 2.7 2.0
Dividends payables 2.3 1.7 2.4 1.8
Tax payable 2.2 1.8 2.3 1.9

Source: Author, 2012

The study sought to find the effects of IPO on liquidity of the 
companies quoted at the NSE. As displayed in Table 1,Majority 
of the respondents indicated that after the IPO, stock inventories  
rose from a mean of 2.3 to a mean of 2.6, Account receivables 
rose from a mean of 2.0 to a mean of 2.5, Prepayments rose from 
a mean of 2.8 to a mean of 2.9, Cash at bank rose from a mean of 
2.9 to a mean of 2.8, Cash in Hand rose from a mean of 2.6 to a 
mean of 2.9, Account payables rose from a mean of 2.5 to a mean of 
2.9, Accruals rose from a mean of 2.6 to a mean of 2.7, Dividends 
payables rose from a mean of 2.3 to a mean of 2.4  while the Tax 
payable rose from a mean of 2.2 to a mean of 2.3. (Table 1).This 
relates with the literature review where Aggarwal (2000) shows 
that underwriters stimulate demand through short covering and 
overallotment option. Investment banks also restrict supply of IPO 
shares by penalty bids. Fishe (2002) theoretically demonstrates 

that in certain states, it may be optimal for an underwriter to 
exercise overallotment option.

Table 2: Leverage
Before IPO After IPO 
Mean stdev mean stdev

Debt Ratio 2.3 1.9 2.4 2.0
Times Interest 
Earned Ratio 2.8 1.7 3.0 2.1

Source: Author, 2012

From the findings, both the means for Debt Ratio and Times Interest 
Earned Ratio increased. Debt ratio mean increased from 2.3 to 2.6 
while that of Times Interest Earned Ratio increased from 2.8 to 
3.0. This implies that most of the company’s assets were financed 
through debt. This collates with studies done by DeAngelo and 
Masulis (1980) where they observe that Companies with high 
debt/asset ratios are said to be “highly leveraged,” and could be 
in danger if creditors start to demand repayment of debt.

Table 3: Earnings Per Share
Before IPO After IPO 
Mean stdev mean Stdev

Sales 2.4 1.8 2.5 1.9
Asset 2.5 1.7 2.7 1.8
Profit after Tax 2.2 1.5 2.6 1.6
ROA 2.3 1.4 2.8 1.5
ROE 2.9 1.6 3.0 1.7

Source: Author, 2012

The study sought to find the effects of IPO on the earnings per 
share(profitability) of the companies quoted at the NSE. Majority 
of the respondents indicated that after the IPO, sales  rose from 
a mean of 2.4 to a mean of 2.5,Assetrose from a mean of 2.5 to 
a mean of 2.7,Profit after Tax rose from a mean of 2.2 to a mean 
of 2.6,ROArose from a mean of 2.3 to a mean of 2.8 while ROE 
rose from a mean of 2.9 to a mean of 3.0.This relates with the 
literature review where Koch and Sun (2004)argue that the market 
reaction to company performance changes is a delayed reaction 
to previous changes in earnings.
The researcher conducted a multiple regression analysis. This 
was done to test relationship among variables (independent) on 
the effects of initial public offer on performance of companies 
quoted at the Nairobi stock exchange. The statistical package for 
social sciences (SPSS) was applied to code, enter and compute 
the measurements of the multiple regressions for the study.

Table 4: 8 Model Summary

Model R R Square Adjusted R 
Square

Std. Error of 
the Estimate

1 .796(a) .883 .591 .42945
Source: Author, 2012

Coefficient of determination explains the extent to which changes 
in the dependent variable can be explained by the change in 
the independent variables or the percentage of variation in the 
dependent variable (company performance) that is explained by 
all the three independent variables (liquidity, leverage and earnings 
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per share). The three independent variables that were studied, explain only 88.3% of the effects of initial public offer on performance 
of companies quoted at the Nairobi stock exchange as represented by the R2. This therefore means that other factors not studied in 
this research contribute 11.7% of the effects of initial public offer on performance of companies quoted at the Nairobi stock exchange. 
Therefore, further research should be conducted to investigate the other factors (11.7%) effects of initial public offer on performance 
of companies quoted at the Nairobi stock exchange

Table 5: ANOVA (b)

Model Sum of 
Squares Df Mean Square F Sig.

1 Regression 36.739 1 12.913 12.948 .000(a)
Residual 20.461 42 .864
Total 57.200 43

Source: Author, 2012
a Predictors: (Constant), liquidity, leverage and earnings per share
b Dependent Variable: company performance
The significance value is 0.000which is less that 0.05 thus the model is statistically significance in predicting how liquidity, leverage 
and earnings per share are effects of initial public offer on performance of companies quoted at the Nairobi stock exchange. The 
F critical at 5% level of significance was 2.32. Since F calculated is greater than the F critical (value =12.948), this shows that the 
overall model was significant.

Table 6: Coefficients (a)

Model Unstandardized 
Coefficients

Standardized 
Coefficients T Sig.

B Std. Error Beta

1 (Constant) .423 .369 .290 .004

Liquidity .423 .148 .757 5.869 .001

Leverage .215 .123 .115 .935 .003

Earnings per share .305 .138 .092 .688 .002

Source: Author, 2012

a)  Dependent Variable: company performance
The researcher conducted a multiple regression analysis so as 
to explaining effects of initial public offer on performance of 
companies quoted at the Nairobi stock exchange. And the three 
variables as per the SPSS generated table 4.7, the equation (Y = 
β0 + β1X1 + β2X2 + β3X3 +ε) becomes:
Y= 0. 423X1+ 0. 215X2+ 0. 305 X3 + 0.423
Where Y is the dependent variable (company performance), X1 is 
the liquidity variable, X2 is leverage variable and X3 is earnings 
per share variable.
According to the regression equation established, taking all factors 
into account (liquidity, leverage and earnings per share) constant 
at zero, company performance will be 0.423. The data findings 
analysed also showed that taking all other independent variables 
at zero, a unit increase in liquidity will lead to a 0.423 increase in 
company performance; a unit increase in leverage will lead to a 0. 
215 increase in company performance; a unit increase in earnings 
per share will lead to a 0.305 increase in company performance. 
This infers that liquidity contribute more to company performance 
followed by earnings per share.
At 5% level of significance and 95% level of confidence, liquidity 
had a 0.001 level of significance; leverage showed a 0.003 level of 
significant, earnings per share showed a 0.002 level of significant 
hence the most significant factor is liquidity.

V. Conclusion
The study sought to find the effects of IPO on liquidity of the 
companies quoted at the NSE. Majority of the respondents 
indicated that after the IPO, stock inventories  rose from a mean 
of 2.3 to a mean of 2.6, Account receivables rose from a mean of 
2.0 to a mean of 2.5, Prepayments rose from a mean of 2.8 to a 
mean of 2.9, Cash at bank rose from a mean of 2.9 to a mean of 2.8, 
Cash in Hand rose from a mean of 2.6 to a mean of 2.9, Account 
payables rose from a mean of 2.5 to a mean of 2.9, Accruals rose 
from a mean of 2.6 to a mean of 2.7, Dividends payables rose from 
a mean of 2.3 to a mean of 2.4  while the Tax payable rose from a 
mean of 2.2 to a mean of 2.3.This relates with the literature review 
where Aggarwal (2000) shows that underwriters stimulate demand 
through short covering and overallotment option. Investment 
banks also restrict supply of IPO shares by penalty bids. Fishe 
(2002) theoretically demonstrates that in certain states, it may be 
optimal for an underwriter to exercise overallotment option.

A. Leverage
The study sought find out the mean of the debt and the times Interest 
Earned Ratios both before and after IPO. From the findings, both 
the means increased. Debt ratio mean increased from 2.3 to 2.6 
while that of Times Interest Earned Ratio increased from 2.8 to 
3.0. This implies that most of the company’s assets were financed 
through debt. This collates with studies done by DeAngelo and 
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Masulis (1980) where they observe that Companies with high 
debt/asset ratios are said to be “highly leveraged,” and could be 
in danger if creditors start to demand repayment of debt.

B. Earnings Per Share
The study sought to find the effects of IPO on the earnings per 
share (profitability) of the companies quoted at the NSE. Majority 
of the respondents indicated that after the IPO, sales  rose from 
a mean of 2.4 to a mean of 2.5,Assetrose from a mean of 2.5 to 
a mean of 2.7,Profit after Tax rose from a mean of 2.2 to a mean 
of 2.6,ROArose from a mean of 2.3 to a mean of 2.8 while ROE 
rose from a mean of 2.9 to a mean of 3.0.This relates with the 
literature review where Koch and Sun (2004)argue that the market 
reaction to company performance changes is a delayed reaction 
to previous changes in earnings.
It was concluded that both the current liabilities and current 
assets which included  stock inventories, Account receivables, 
Prepayments, Cash at bank, Cash in Hand, Account payables, 
Accruals, Dividends payables and the Tax payable increased after 
the IPO. Further, the researcher concluded that both the debt and 
the times Interest Earned Ratios increased after IPO. This implies 
that most of the company’s assets were financed through debt. 
The Companies had high debt/asset ratios and could be in danger 
if creditors start to demand repayment of debt. Finally the study 
concludes that earnings per share which comprised of sales, assets, 
profit after tax, ROA and ROE increased after the IPO.
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