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Abstract

The paper examines the factors affecting investors’ decisions on initial public offerings with
reference to Pokhara, Nepal. The five predictive variables—management quality, company
goodwill, company performance, firm’s industry, and market information— have been included
in the study. The primary data was collected from a field survey using a structured questionnaire
from 223 respondents. Descriptive (demographic and perception-related information) and
inferential statistics (correlation) were used for analysis. We find that company goodwill, company
performance, firm’s industry, management quality, and market information affect investors’ IPO
decisions. The legitimacy of the company, key shareholders profile, founder and CEO of the
company, prestige of the board members, company’s financial position and historical background,
return on equity, earnings per share, capital gains, and existing market share affect investors’ IPO
decisions. Most investors select IPOs of finance, microfinance, and insurance companies as
primary investment areas. These findings provide important information for companies and
regulators in their assessment of investor demand and disclosure of information.
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1. Introduction

Risk and returns are primary factors that influence investments. The primary element
influencing excess returns in the stock market is overall risk (Campbell, 1996; Lee et al., 2002).
Traditional theory based on asset-pricing models supports an investor's requirement for more
significant returns in exchange for increased market risk (Umutlu et al., 2021; Wen et al., 2022).
Investments in the primary market in initial public offerings (IPOs) have significantly increased
compared to the secondary market due to their subsequent market trading prices (Fjesme, 2016;
Mauer & Senbet, 1992). Investment in an IPO is perceived as a less risky and attractive investment
for the majority of investors (Dunbar, 2000; Saravanan & Satish, 2018). However, the Nepalese
stock market still has many challenges, such as low investment awareness, stock market
manipulation, lack of confidence among investors, high volatility, limited investment
opportunities, and poor regulatory capacity and governance (Dhungana, 2013; Koirala &
Bajracharya, 2004). There is a growing concern about the governance of new public firms.

The paper examines the factors affecting investors’ decisions on initial public offerings with
reference to Pokhara, Nepal. The five predictive variables—management quality, company
goodwill, firm performance, firm’s industry, and market information— are examined as important
factors. Investors follow the efficient market hypothesis (EMH), which guides their complex
investment decision-making process. Weak forms of EMH and limited study on the above
characteristics are prevalent in developing nations such as Nepal. This study attempts to fill the
research gap concerning the factors influencing investors' decisions on initial public offerings.

Financial constraints and gaps arise from imperfections in the capital markets. Many new public
firms are financially constrained, and enterprises are increasingly turning to new public issues to raise
capital because they need funds for investment (Draho, 2004; Lowry et al., 2017). Long-term
connections between businesses and banks enhance the benefits of external finance (Uzzi, 1999). Public
equity funding has become more affordable than venture capital funding (lliev & Lowry, 2020).
Businesses are more likely to use the public equity market if their industry has more investment
opportunities and, consequently, greater investment needs (Lowry et al., 2017). Small high-tech
businesses tend to have limited access to loans due to highly fluctuating profits, asymmetric information,
and a lack of collateral. Although new equity funding can be more expensive than internal finance, it
offers several advantages over debt (Carpenter & Petersen, 2002).

There are various reasons why a firm is motivated to go public through an IPO. The key reasons are
funding needs for investments, overvaluation (market timing), capital structure adjustment, stock
liquidity, owners’ diversification, and compensation to investors. In addition, a company might have
the chance to use a marketing tool, receive market input, and be certified by analysts, regulators, and
the industry. Going public could be a smart marketing move since it positions the company prominently
in the eyes of investors and, more crucially, customers. Going public can boost a company's customer
base and loyalty, especially as customers can now become shareholders. This can potentially lower
capital costs and raise revenue (Lowry et al., 2017).

Further, equity financing does not raise the likelihood of financial difficulty, and equity finance does
not require the company to post collateral or limit investors' upside gains (Carpenter & Petersen, 2002).
IPOs of small companies are prone to incur losses and yield inadequate profits (Carpenter & Petersen,
2002; Gao et al., 2013). IPOs are more common among larger and more rapidly growing companies
(Aggarwal et al., 2022; Gao et al., 2013; Ritter, 2015). New equity financing is critical to the quick
expansion of high-technology firms (Carpenter & Petersen, 2002). Many public policies have focused
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on addressing financial barriers to entrepreneurship and the expansion of the high-tech industry (Brown
& Mason, 2014; Mason & Brown, 2013; Quas et al., 2022). Since debt is not a good replacement for
equity, policymakers have appropriately highlighted the growth of public equity finance markets
(Carpenter & Petersen, 2002; Ghalke et al., 2022).

Conventional finance has consistently assumed that stock market investors are normal and
sensitive when making investment decisions (Myers & Majluf, 1984). While evaluating securities
and selecting profitable equities, they must consider all relevant information per the efficient
market hypothesis (EMH) (Bakar & Yi, 2016). The performance of investments is significantly
impacted by market, heuristic, and herding variables (Chapagain et al., 2022; Karmacharya et al.,
2022). Investment decisions are affected by behavioral factors such as heuristics, prospect,
herding, and market variables (Cao et al., 2021; Dhungana et al., 2023). To eliminate cognitive
biases in investment decision-making, investors must concentrate on identifying these biases and
developing de-biasing techniques (Dhungana et al., 2022; Scherm et al., 2022).

Using a standardized questionnaire, a field survey was used to gather the primary data. Using
a purposive sample approach, we chose a sample of 223 respondents from the Kaski area of Nepal
who had applied for at least ten units of IPOs. The data were analyzed using both inferential
(correlation and regression) and descriptive (demographic and perception-related) statistics. The
rest of the paper is organized as follows. Section 2 discusses the relevant literature. Section 3
presents the research methods. Section 4 provides the results and their discussion, and Section 5
presents the conclusions and suggestions.

2. Review of Literature

Most theoretical models of funding limitations assume that obtaining money through new share
issuance is either impractical or highly costly. On the other hand, the rapid expansion of equity
markets in emerging countries and the rapidly increasing number of publicly traded companies in
industrialized economies indicate that models of imperfect capital markets should take new equity
funding into account (Carpenter & Petersen, 2002; Hu & Schiantarelli, 1998).

Investment theory adopts various principles and strategies that guide investors in rational
financial decisions (Clemons & Weber, 1990; Damodaran, 2003). One of the main issues while
investing is the relationship between risk and return. Based on finance theory, researchers initially
believed that risk and return were positively correlated (Baucus et al., 1993; McNamara &
Bromiley, 1999). In a risk-return study, "efficient portfolios™ are defined as those that, on average,
yield the highest return for a given amount of portfolio risk (Markowitz & Dijk, 2008). This risk-
return tradeoff curve is used to help investors select combinations of risk and return based on their
willingness to assume greater risk in exchange for a higher predicted return (Blume & Friend,
1973; Markowitz & Dijk, 2008; Sun et al., 2012).

The problem of portfolio selection is articulated and solved for the first time in Markowitz's
[1952] foundational work of modern portfolio theory. Keynes [1936], Marschak [1938], and other
earlier works only briefly examine the analysis of investment choices. Markowitz explains
portfolio diversification (Blume, 1970; Constantinides & Malliaris, 1995; Markowitz, 1991). The
efficient market hypothesis and behavioral finance theory have provided the foundation of
contemporary asset pricing. While both theories are essential in understanding contemporary asset
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pricing, they represent different points of view. The behavioral finance theory states that the price
is determined by how market players respond to the information, contrary to the efficient market
hypothesis, which states that the price of any asset is dependent on the information (Fakhry, 2016;
Fama, 1970; Shleifer, 2000).

The conventional financial theories were designed to help people make rational financial
decisions (Baker & Nofsinger, 2010; Simon, 1979). They were unable to explain the stock market
disturbances. Periodically, these disturbances or abnormalities surfaced as stock market bubbles,
excessive or insufficient market reaction, momentum, and reversals (Cunningham, 2002). As a
result of this paradigm, behavioral finance began to develop to explain these anomalies through
behavioral means (Burton & Shah, 2013; Schonhart, 2005). The psychology of investors and its
influence on financial decision-making is related to behavioral finance (Muradoglu & Harvey,
2012; Sharma et al., 2021). Availability bias, representativeness bias, overconfidence bias, market
factors, herding, anchoring, mental accounting, regret aversion, gamblers' fallacy, and loss
aversion are some of the dimensions of behavioral biases that have a substantial impact on
investors' decisions (Abdin et al., 2017; Jain et al., 2021). The relationship between behavioral
finance and investing decisions is beneficial (Ogunlusi & Obademi, 2021; Zahera & Bansal, 2018).

Dunbar (2000) found a significant effect on market share changes in low-volume IPO markets.
These factors have a less significant effect on market share, statistically and economically, for less
established banks, consistent with the notion that less reputation is at risk. Similarly, Gnawali
(2020) revealed that quality management, company goodwill, company performance, company
sector, and market information are highly important factors to consider before making an
investment decision in an IPO. Likewise, Basha et al. (2021) found the influence of financial
factors like ownership retention, size of the issue, age of the firm, debt-equity ratio, net assets value
(NAV), and non-financial factors like underwriter’s reputation, and venture capital funding.
Similarly, Renneboog et al. (2008) found that credit rating, leadership quality of the top
management, institutional investment, and the company's corporate governance are the most
influential factors influencing the investment decisions of retail investors.

Jenkinson and Jones (2009) revealed that retail investors’ opinions are similar in most aspects
relevant to IPOs. The savings ratio of investors affects their perception of the primary market. Rao
and Babu (2023) found that investment decisions differ by demographic characteristics such as
age, gender, occupation, computer literacy, internet use, and trading activity. Investment
preferences may also be affected by a person's familiarity with computers, degree of internet usage,
and level of engagement in online trading. Saemi et al. (2023) found that the type of job, education
level, and financial literacy impact investments. Likewise, Utami and Nugroho (2017) found that
an investor’s education, experience, information accessibility, time horizon, frequency of trading
activity, and perception affect the investment decision in a firm.

Blasco et al. (2012) found that herding intensity depends on past returns and sentiment or
subjective assessments and confirms the presence of both rational and emotional factors. Likewise,
Patil and Bagodi (2021) found that financial statements, current economic indicators, and the result
of technical analysis and ‘insider information’ are key attributes that affect investors' decisions.
Investors choose low risk over high risk for a given level of return because they are logical and
risk-averse. However, irrational investor behaviors can be seen in the real market; these include
excessive trading, buying stocks without looking at the fundamental value, making decisions based
on past performance, purchasing stocks that their friends are purchasing, and holding onto losing
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stocks while selling bullish stocks. Investor decision-making and performance are influenced
mainly by behavioral factors (Bakar & Yi, 2016; Dhungana, 2018; Khawaja & Alharbi, 2021).

Behavioral heuristics and oversimplification processes of investors can result in systematic
errors, and investment decisions may not optimize utility (Gigerenzer & Gaissmaier, 2011).
Behavioral finance focuses on the psychological behaviors of investors for rational financial
decisions (Bhattacharya, 2012). Political developments frequently influence investing decisions
while being the most unpredictable of numerous factors that could affect market performance
(Awais et al., 2016; Zaimovic et al., 2021). Investment decision-making is a complex phenomenon
affected by macroeconomic and other factors (Shikuku, 2012). Moreover, investor behavior is
greatly influenced by financial statements, industry standing, business reputation, past stock
performance, and projected corporate earnings (Khawaja & Alharbi, 2021).

Based on the above literature, we identify management quality (MQ), company performance
(CP), company goodwill (CG), firm industry (IN), and market information (MI) as key factors that
may affect investors’ decision to invest in initial public offerings.

3. Data and Methods

The primary data was collected from a field survey using a structured questionnaire (see the
Appendix). We selected a sample of 223 respondents from the Kaski district in Nepal who have
applied for at least ten units of IPOs. The online response forms were distributed among the sample
respondents. The questionnaires were divided into three parts: the first includes the demographic
information, the second includes the general perceptions toward investing in IPOs, and the third
includes the responses on factors affecting IPO investment decisions. Descriptive (demographic
and perception-related information) and inferential statistics (correlation) were used to analyze the
data.

4. Results and Discussion
4.1 Demographic profile

The demographic profile of respondents includes gender, age, education, monthly income, and
profession. The demographic profile of the respondents is shown in Table 1.

Accordingly, most respondents are male (65.5%). 9.9% of the respondents are in the age group
below 20 years, while those between 20 and 29 years are 66.4% of the respondents. Similarly,
21.5%, 1.8%, and 0.4% of the total respondents are aged between 30-39 years, 40-49 years, and
above 50 years, respectively. The majority of respondents hold bachelor's degrees and are well-
educated. More than one-third (45.3%) of the respondents have a private job as their primary
occupation; 31.4% are students; 6.3% have a government job; 12.1% are self-employed; and others
(4.9%). Most (38.6%) respondents have a monthly income below Rs 25,000. Among the
respondents, those with a monthly income of Rs. 25-50 thousand and 50-100 thousand are 30.5%
and 18.4%, respectively, whereas only 12.5% have a monthly income of Rs. 100,000 and above.
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Table 1
Demographic Profile of Respondents

Factors Demographic variables Frequency  Percentage
Gender Female 77 345
Male 146 65.5

Age Below 20 years 22 9.9
20-29 years 148 66.4

30 -39 years 48 21.5

40-49 years 4 1.8

50 years above 1 0.4

Up to 10 class 12 5.4

Education Intermediate 38 17.0
Bachelor 111 49.8

Master and above 62 27.8

Monthly Income Below Rs 25,000 86 38.6
Rs 25,001 to Rs 50,000 68 30.5

Rs 50,001 to Rs 100,000 41 18.4

More than Rs 100,000 above 28 125

Student 70 31.4

Private job 101 45.3

Profession Government job 14 6.3
Self-employed 27 12.1

Others 11 4.9

Total 223 100

Source: Calculations based on the survey, 2023.

31



Factors Affecting Investor Decisions on Initial Public Offering in Nepal
4.2 Perception of investors toward initial public offerings
4.2.1 Familiarity with IPOs

The survey asked respondents about their perceived knowledge and familiarity with IPOs.
Table 2 shows the summary of responses. Out of 223 respondents, 58.3% knew something about
IPO. Similarly, 27.4% of the respondents knew everything about IPO. 9.4% of the respondents
had read about IPOs in books and news. Finally, only 4.9% of the respondents knew nothing about
the IPO.

Table 2
Familiarity with IPOs

Options Frequency Percentage
I know something about IPOs. 130 58.3
I know everything about IPOs. 61 27.4
I have read about IPOs in books and the news. 21 9.4
I do not know anything about the IPO. 11 4.9
Total 223 100

Source: Calculations based on the survey, 2023.

4.2.2 Source of information on IPOs

In the survey, the respondents were asked about their source of information regarding the IPO
news. Table 3 shows the sources of information on IPO. The majority of the respondents learned
about the IPO for any company via market information. 32.7% of them claim market information
to be the source of information for an IPO. Similarly, 29.1% claim that they got the information
from their relatives. 26.1% relied on advertisements for the IPO. Additionally, 9.9% selected other
options, while 2.2% got the information from brokers.

Table 3

Source of Information on IPOs

Options Frequency Percentage
Advertisements 58 26.1
Market information 73 32.7
Brokers 5 2.2
Relatives 65 29.1
Others 22 9.9
Total 223 100

Source: Calculations based on the survey, 2023.
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4.2.3 Expectations from the investment

Investors have a certain expectation from the investment because they sacrifice consumption
and bear the risk. Table 4 shows the expectations from the investment. Table 4 indicates that most
respondents considered a bonus share or stock dividend to be the key expectation. 39.5% of them
expected a bonus share or stock dividend from an investment. Similarly, 27.3% of them expected
a cash dividend from an investment. While 22.9% of the respondents expected rights issues, only
10.3% selected the other option.

Table 4

Expectations from the Investment

Options Frequency Percentage
Cash Dividend 61 27.3
Bonus Share / Stock Dividend 88 39.5
Right Share 51 22.9
Others 23 10.3
Total 223 100

Source: Calculations based on the survey, 2023.

4.2.4 Preferred industry

The preferred industry of the company has been presented in Table 5. Accordingly, it can be
concluded that most respondents preferred banks and microfinance as the preferred sectors for
investment. Out of 223 respondents, 42.2% preferred banks and the microfinance sector. Similarly,
23.3% of the respondents preferred the hydroelectricity sector, 14.8% preferred the service sector,
11.7% preferred the insurance sector, 3.1% preferred the hotel sector, and finally only 4.9% of the
selected other sectors.

Table 5

Preferred Industry

Options Frequency Percentage
Bank and Microfinance 94 42.2
Hydroelectricity 52 23.3
Service Sector 33 14.8
Insurance 26 11.7
Hotel 7 3.1
Others 11 49
Total 223 100

Source: Calculations based on the survey, 2023
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4.2.5 Preference for financial and non-financial sectors
The preference for financial and non-financial sectors for the IPO has been presented in Table

6. Most respondents prefer financial sectors over non-financial sectors. Of 223 respondents, 191
(85.7%) preferred financial sectors, while only 32 (14.3%) chose non-financial sectors.

Table 6

Preference for Financial and Non-financial Sectors

Options Frequency Percentage
Financial Sector 191 85.7
Non-financial Sector 32 14.3
Total 223 100

Source: Calculations based on the survey, 2023.

4.2.6 Causes for attraction toward investment in the primary market

There are various reasons behind the investment in the primary market. Table 7 shows the
causes for attraction toward investment in the primary market. Most respondents believe that many
people invest in the primary market because of the trend. Of 223 respondents, 48.4% believe that
following the trend led people to invest in the primary market. Similarly, 26.9% believed access
to information was the primary cause. 19.3% believed that excess liquidity was a cause of
investment in the primary market. Finally, only 5.4% pointed to other reasons for people’s
investment in the primary market.

Table 7

Causes for Attraction Toward Investment in the Primary Market

Options Frequency Percentage
Excess Liquidity 43 19.3
Access to Information 60 26.9
Following the trend 108 48.4
Others 12 5.4
Total 223 100

Source: Calculations based on the survey, 2023.
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4.2.7 Management quality factors for investors’ IPO decisions

Investors’ IPO decisions are affected by management quality. Table 8 shows that most
respondents felt the company's legitimacy affects investors’ IPO decisions. Likewise, most
participants say that key shareholders/promoters, founder and CEO, and the prestige of the board
members influence their IPO decisions. Corporate governance and human resource value are not
perceived highly as important management quality factors. Higher management quality is linked
to bigger IPO offer sizes and greater post-1PO operating performance. Better managers are likely
to choose projects with a larger net present value or any given scale and implement them more
skillfully (Bell et al., 2014; Chemmanur & Paeglis, 2005).

Table 8

Management Quality Factors for Investors’ IPO Decisions

Management Quality Factors Descriptive Statistics
Mean SD Decision

I consider the legitimacy of the company 3.49 1.34  High perception
before investing in an IPO.
| consider the corporate governance of a 3.30 1.25 Low perception
company before investing in an IPO.
I consider the human resources value of a 3.24 1.20 Low perception
company before investing in an IPO.
| care about the founder and CEO before 3.43 1.28  High perception
investing in an IPO.
I consider myself the key 3.48 1.26  High perception

shareholder/promoter of a company before
investing in an IPO.

| consider the prestige of the board members 3.43 1.27  High perception
before investing in the IPO.
Overall Average 3.39 1.27

Note: Field survey 2023 and authors’ calculations. The number of observations is 223. The rating scale is
from 1 (strongly disagree) to 5 (strongly agree). The perception is ranked low or high relative to the overall
average score.

4.2.8 Company goodwill factors for investors’ IPO decisions
The goodwill of the company influences investors’ decisions on first public offerings. The

company goodwill factors are presented in Table 9. Accordingly, most respondents highly
perceived the company's current financial position and historical background as important factors
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affecting their 1PO decisions. Corporate profile, company age, governance, and prestige of a
founder member were ranked lower. This result is consistent with the quality and quantity of
sustainability reporting and its dimensions—society, environment, employee, and product—
having a favorable correlation with a company’s position. This finding implies that [IPO companies
can enhance their corporate reputations through sustainability reporting procedures (Abbas et al.,
2022; Gnawali & Niroula, 2021; Mohamed & Mbogo, 2022).

Table 9

Company Goodwill Factors for Investors’ IPO Decisions

Company Goodwill Factors Descriptive Statistics
Mean  SD Decision

I consider the corporate profile of a company 3.69 1.26  Low perception
before investing in the IPO.
I consider the historical background of a 3.88 1.18  High perception
company while investing in the IPO.
I consider the age of the company before 3.74 115 Low perception
investing in an IPO.
| consider the prestige of a founder member 3.47 125 Low perception
of the company before investing in the IPO.
| consider the current financial position of 4.00 1.18  High perception
the company before investing in an IPO.
Overall Average 3.76 0.97

Note: Field survey 2023 and authors’ calculations. The number of observations is 223. The rating scale is
from 1 (strongly disagree) to 5 (strongly agree). The perception is ranked low or high relative to the overall
average score.

4.2.9 Company performance factors for investors’ IPO decisions

The performance of the company influences the IPO decisions made by investors. The
company performance factors are shown in Table 10. It shows that most respondents felt that the
company's return on equity, earnings per share, and capital gains were important company
performance factors when investing in an IPO. Stock prices and dividends rank lower in terms of
company performance factors. Investors may be drawn in by various configurations of incentive-
based corporate governance mechanisms in the form of company performance and monitoring
(Bell et al., 2014; Gnawali, 2020; Jain et al., 2021). The choice of an IPO is positively correlated
with a company’s debt levels (Latham & Braun, 2010). Compared to market-based performance,
accounting-based performance more significantly impacts investment decisions (Saif et al., 2022).
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Table 10

Company Performance Factors for Investors’ IPO Decisions

Company Performance Factors

Descriptive Statistics

Mean SD Decision
I consider the return on equity of the 3.85 1.10  High perception
company before investing in an IPO.
| consider the percentage price premium 3.65 1.17  Low perception
before investing in an IPO.
| consider earning per share before investing 3.85 1.14  High perception
in an IPO.
| consider dividend premiums before 3.78 1.15 Average
investing in an IPO. perception
I consider capital gains before investing in 3.81 1.13  High perception
an IPO.
Overall Average 3.78 0.94

Note: Field survey 2023 and authors’ calculations. The number of observations is 223. The rating scale is
from 1 (strongly disagree) to 5 (strongly agree). The perception is ranked low or high relative to the overall

average score.

4.2.10 Firms’ industry factors for Investors’ IPO decisions

Firms’ industry may affect investors’ choices on [POs. The results reported in Table 11 show
that most respondents highly perceived IPOs in finance, microfinance, and insurance companies
as better investments. IPOs in manufacturing and energy sectors rank lower in terms of investor
preference. Investor decisions are influenced by the degree to which a company's senior
management team is employed by well-known downstream companies (such as pharmaceutical
companies) with a variety of organizations (Alimov & Mikkelson, 2012; Higgins & Gulati, 2006;
Jainetal., 2021). The company sector and investment decisions are related (Evans, 1967; Gnawali,

2020).
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Table 11

Firm’s Industry Factors for Investors’ IPO Decisions

Firm’s Industry Factors Descriptive Statistics
Mean SD Decision
I think investing in the IPO of a hydropower 3.64 1.26 Average
company is better compared to IPOs of other perception
sectors.
I think investing in the IPO of a 3.48 1.20 Low perception

manufacturing company is better compared
to the IPO of other sectors.

I think investing in the IPO of finance or 3.83 1.16 High perception
microfinance is better compared to the IPO
of other sectors.

| believe that investing in the IPO of the 350 121 Low perception
energy sector is better.

| believe that investing in the IPO of an 3.74 1.12 High perception
insurance company is better.

Overall Average 3.64 087

Note: Field survey 2023 and authors’ calculations. The number of observations is 223. The rating scale is
from 1 (strongly disagree) to 5 (strongly agree). The perception is ranked low or high relative to the overall
average score.

4.2.11 Market information factors for Investors’ IPO decisions

Investor judgments about initial public offerings are also influenced by market information.
Table 12 displays the factors related to market information. The majority of the respondents
appeared to feel that the existing market share of a company and past IPO trends are important
factors affecting their IPO decisions. Media exposure and new project risks and prospects are
considered less important. The top management team's credibility may be a valuable indicator to
potential investors in the context of the information asymmetry between present owners and
potential IPO investors (Cohen & Dean, 2005). Coverage of an IPO company in reputable financial
media significantly impacts that company's stock price (Guldiken et al., 2017).
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Table 12

Market Information Factors for Investors’ IPO Decisions

Market Information Factors Descriptive Statistics
Mean  SD Decision

The comments in the media affect my 3.57 1.25 Low perception
decision to invest in an IPO.
The future prediction and forecast of a 3.72 1.12  Average
company's performance affect my decision perception
to invest in an IPO.
The new project risk and prospects affect my 3.66 1.09 Low perception
decision to invest in an IPO.
The existing market share of a company 3.83  1.05 High perception
affects my decision to invest in the IPO.
I consider the past trends of IPO while 3.80 1.11  High perception
investing in the IPO.
Overall Average 3.72 0.90

Note: Field survey 2023 and authors’ calculations. The number of observations is 223. The rating scale is
from 1 (strongly disagree) to 5 (strongly agree). The perception is ranked low or high relative to the overall
average score.

4.3 Correlation analysis among the main factors

Table 13 shows the correlations among the major factors surveyed—management quality
(MQ), company performance (CP), company goodwill (CG), firm’s industry (IN), and market
information (MI). The four factors are significantly positively correlated. The correlation between
market information and company performance is the largest (0.77), and market information and
management quality is the smallest (0.51). There is a moderate positive correlation between the
different variables related to the factors affecting investors’ decisions on IPO.

In summary, the empirical results discussed above show that the demographic characteristics
of the respondents show that the majority of the respondents are male. Most respondents have a
bachelor's or above degree and are employed in the private sector. More than half of the
respondents are familiar with IPOs. The majority of the respondents learned about IPOs from
advertisements and market information. Most respondents considered bonus shares or stock
dividends as the key expectation. Banks and microfinance is the most preferred industry for
investment, and the financial sector is the most preferred sector. Most respondents believe that
many people invest in the primary market following the trend. However, access to information and
excess liquidity also attract investors to the primary market.
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Table 13

Correlations among Main Factors

Variables MQ CG CP IN
CG 0.732™

CP 0.588™ 0.756

IN 0.568™ 0.674™ 0.666"

MI 0.507" 0.699™ 0.766™ 0.701™

Source: Calculations based on the survey, 2023. The number of observations is 223.

Investors' decisions on initial public offerings are influenced by the company's goodwill,
company performance, firm’s industry, management quality, and market information. The
legitimacy of the company, key shareholders profile, the company's founder and CEO, and the
board members' prestige affect investors’ IPO decisions under the management quality factors.
Likewise, the financial position and historical background of the company under the company's
goodwill factors affect investors’ IPO decisions. The return on equity, earnings per share, and
capital gains of the company under the company performance factors affect investors’ IPO
decisions. Under the firm’s industry, the IPO of finance, microfinance, and insurance companies
are the key investment areas for IPO choices. Finally, the existing market share of a company and
past IPO trends under the market information factors affect investors’ IPO decisions.

Conclusions and Suggestions

An initial public offering is one of the extensively used primary markets that attracts many
investors. This study finds that company goodwill, company performance, firm’s industry,
management quality, and market information affect investors’ IPO decisions. The legitimacy of
the company, key shareholders profile, the founder and CEO of the company, prestige of the board
members, financial position, historical background of the company, return on equity, earnings per
share, capital gain, and existing market share affect investors’ IPO decisions. Most investors select
IPOs of finance, microfinance, and insurance companies as primary investment areas.

The regulatory authority can promote the primary market by building and maintaining a
trustworthy investment environment. At the same time, firms can encourage investments in IPOs
by diversifying investment opportunities in a wide area of the company’s portfolio, enlisting
investment options that have higher company goodwill, and selecting for the issue of IPOs that
have better firm performance. This study has been limited to examining investors in Pokhara,
Nepal, who were involved in the primary market for the last three or more years.
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Appendix

The Survey Questionnaire

Section A: Demographic Information

1. Name (Optional): 2. Gender: () Male () Female
3. Education: 4. Monthly Income:

a) Upto 10 class a) NRs. 10,000 to NRs. 25,000

b) 10+2 b) NRs. 25,001 to NRs. 50,000

c) Bachelor level c) NRs. 50,001 to NRs. 100,000

d) Master’s and above d) NRs. 100,001 to NRs. 300,000
5. Profession: 6. Age (In years):

a) Student a) Below 20

b) Employee b) 20-30

c) Businessman c) 30-40

d) Unemployed d) 40-50

e) 50 and above

Section B: Perceptions Toward Initial Public Offering

1)

2)

3)

Have you heard about IPO?

a) |do not know anything about it.

b) I read about IPOs in books and news.
c) | know something about IPO.

d) I know everything about IPO.

How do you come to know about the IPO of any company?
a) Advertisements

b) Market information

c) Brokers

d) Relatives

e) Others

What expectation led you to invest?

a) Cash dividend

b) Bonus share/stock dividend

c) Rightshare

d) Others (please specify if any)............
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4) What company sector would you prefer to invest in for IPO?
a) Service sector
b) Bank and microfinance
c) Insurance
d) Hotel
e) Hydroelectricity
e) Others (please specify if any)...........

5) Would you prefer the financial sector or non-financial sector for investment?
a) Financial sector
b) Non-financial sector

6) What do you think is the reason that a large number of people invest in the primary market?
a) Excess liquidity
b) Access to information
c) Following the trend
d) Others (please specify if any).................

Section C: Opinion Rating of Factors Affecting IPO Investment Decisions

Perception of Respondents 1 2 3 |4 |5
A. QUALITY OF MANAGEMENT
| consider the legitimacy of the company before investing in
an IPO.
I consider the corporate governance of a company before
investing in an IPO.
I consider the human resources value of a company before
investing in an IPO.
| care about the founder and CEOQ before investing in an
IPO.
I consider myself the key shareholder/promoter of a
company before investing in an IPO.
| consider the prestige of the board member before investing
in the IPO.
B. COMPANY GOODWILL
| consider the corporate profile of a company before
investing in the IPO.
I consider the historical background of a company while
investing in the IPO.
I consider the age of the company before investing in an
IPO.
I consider the prestige of founder members of a company
before investing in the IPO
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Perception of Respondents

I consider the current financial position of the company
before investing in an IPO.

C. COMPANY PERFORMANCE

I consider the return on equity of the company before
investing in an IPO.

| consider the percentage price premium before investing in
an IPO.

| consider earning per share before investing in an IPO.

| consider a dividend premium before investing in an IPO.

I consider capital gain before investing in an IPO.

D. FIRM’S INDUSTRY

I think investing in the IPO of a hydropower company is
better compared to IPOs of other sectors.

I think investing in the IPO of a manufacturing company is
better compared to the IPO of other sectors.

I think investing in the IPO of finance and microfinance is
better compared to the IPO of other sectors.

I believe that investing in the IPO of the energy sector is
better.

I believe that investing in the IPO of an insurance company
is better.

E. MARKET INFORMATION

The comments in the media affect my decision to invest in
an IPO.

The future prediction and forecast of a company's
performance affect my decision to invest in an IPO.

The new project risks and prospects affect my decision to
invest in an IPO.

The existing market share of a company affects my decision
to invest in the IPO.

| consider the past trend of IPO while investing in the IPO.

Note: Rating scale is from 1 (strongly disagree) to 5 (strongly agree).
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