
Discussion of 
“Going Public to Acquire?

The Acquisition Motive in IPOs”



Do Firms Go Public to 
Become Acquirers?

Issues addressed:
Is acquisition activity related to IPO fund raising?
Do IPOs provide the cash for subsequent acquisition 
activity? (cash infusion hypothesis)
Do  IPOs provide the currency (overvalued stock) for 
deals? (acquisition currency hypothesis) 
Do IPOs facilitate acquisitions by mitigating 
uncertainty about firm value?
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Summary of Results
Acquisition activity increases significantly following an IPO.
The amount of cash raised in the IPO is positively related to 
the amount of cash based acquisition in the year of the IPO.
Greater under pricing is associated with more stock financed 
acquisitions and less Cap Ex and R&D.

Stock financed acquisitions have more negative returns than stock 
acquisition by mature firms.
Carve outs do fewer acquisitions.

Reduction in valuation uncertainty (the change in offer from 
mid-point of valuation range) is positively (weakly) related to 
acquisition volume.
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Some Background: The Choice of Exit 
Strategy

Poulsen and Stegemoller (2008)
IPO Sellout

Sales Growth 44.6% 26.2%
Cap Ex/Assets 25.6% 17.7%
Interest/EBITDA 35.3% 28.6%

High growth firms tend to select an IPO as an exit 
strategy. 

Are acquisitions the main method of growth? 
Does overvaluation effect the strategy for growth?



Acquisition Activity Increases 
After an IPO
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Questions
Do the most active acquirers pre-IPO become 
the most active acquirers post IPO (motive)
Does higher growth pre-IPO imply faster 
growth post IPO?
Are IPOs timed to coincide with increases in 
acquisition activity?



Is Investment or Acquisitions the 
Motive For IPO? 
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But IPOs Have the Same Propensity to 
Acquire as Mature Publicly Traded Firms 
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Is the Propensity to Acquire 
Greater for IPO firms?

Given that IPO probably have (at least initially) more cash 
than mature firms, IPO propensity to acquire (given available 
cash) may be lower than mature firms.
Table IV: SEO not IPO proceeds are significantly related to 
cash acquisitions. Is this all about lowering the cost of capital?
Kim and Weisbach (JFE forthcoming): Cap Ex propensities 
are higher and acquisition propensities are lower for IPOs 
relative to SEOs.
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Investment Propensities
IPOs
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Investment Propensities
SEOs
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Comments & Suggestions

Kim and Weisbach results are only suggestive 
since they do not control for industry effects.
Compare the propensity to acquire for IPO 
firms to the propensity to acquire for mature 
firms conditional on financing. Do IPO firms 
acquire more?
Examine whether propensities vary with the 
degree of under pricing (over valuation).
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Comments & Suggestions
Testing the Acquisition Currency hypothesis

Why is an overvalued stock at the time of the IPO a motive for a 
stock acquisition? Why not issue stock and then pay cash?.
Shleifer and Vishny (2003).  

Given overvaluation, the choice of acquisition versus investment
depends on the synergies and the required acquisition premium 
relative to fundamental value. Buy when acquisition premiums are
low and synergistic gains (real or imagined) are high. 
Stock deals are more likely when:

The supply of “over valued” bidders is high. 
The  market perceives synergies & the dispersion in firm values is high.

Is all about the tech bubble? 
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Stock Financed Deals 
End After the Bubble
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Cisco Acquisition Activity 
 

 

 

 

Year Stock Financed 
Acquisitions 

Cisco Acquisitions  
Activity 

   
1994 4.41 3 
1995 5.47 4 
1996 6.51 7 
1997 7.35 6 
1998 6.06 9 
1999 7.91 18 
2000 8.10 23 
2001 1.92 2 
2002 0.51 5 
2003 0.72 4 
 
 

  

   
   
   
   



Mean First-day Returns and Money 
Left on the Table, 1990-2007 
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