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Waiting out the storm
The US IPO market braces for a choppy 2016

Companies are biding their time before going public in 2016, as US equity markets cope with 
global volatility. Financial filings indicate offerings in the pipeline, however, with technology and 
healthcare firms leading the way. What are the IPO trends to watch this year?

PH

JB

JS

Mergermarket: US IPO markets decreased 38% 
in 2015 year-on-year, while capital raised also fell 
by 65% over the same period. What was behind 
this fall in activity?

A lot of it was the increase in volatility in the 
marketplace. Heightened global uncertainty led 
to more volatility, with the oil price declines and 
concerns about China adding to that. If you look  
at the data, almost every sector was down for IPOs 
year over year, except for consumer goods, which 
was up slightly. And if you look at returns for funds 
last year, there were very few sectors that were up.

From a tech perspective, an interesting phenomenon 
has persisted in the markets over the last two or 
three years. In what are normally linked markets – 

M&A, IPOs, and other financings such as debt  
re-caps and private offerings – there has started  
to be a disconnect. Companies have actually been 
able to get better headline value in private financings 
than IPOs, assuming they are large enough and 
ready to go public. And there have been enough 
cross-over investors who have invested in late-stage 
private companies that those headline values have 
been pretty spectacular. If you look at the amount 
raised in the late-stage private markets and the 
number of those deals, they far exceed the number 
of tech IPOs out there. The market in general also 
cooled off in the back half of 2015, driven by some 
of the volatility spikes we saw at the end of August.

IPO activity in the US concluded at a six-year low  
in 2015. Many factors accounted for this – however, 
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The broader cause of the 
slowdown in the IPO and 

equity capital markets was 
volatility in the US and 
global economy. China, 

Russia, Greece — all these 
things have an impact  
on the capital markets.

Daniel LeBey,
Hunton & Williams
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as Jeff mentioned, macroeconomic factors were 
widely perceived as the most prevalent cause.  
On a year-over-year basis, 2015 did not meet the 
2014 metrics in virtually any category and, in many 
cases, declined in substantial ways. For example, 
IPO transaction volume declined, IPO proceeds 
raised declined, and after-market performance for 
2015 IPO companies also declined for the most 
part. As a result, financial sponsors turned to a 
robust M&A market for exits, and late-stage private 
companies continued to turn to a robust private 
financing market for capital.

The uncertainty regarding interest rates created  
a bit of a chill in the equity capital markets last year, 
particularly in certain sectors that are more interest 
rate-sensitive. The Fed finally announced a hike in late 
December, of course, which was a very minor bump 
in rates and was expected. But I think the broader 
cause of the slowdown in the IPO and equity capital 
markets was volatility and uncertainty in the US and 
global economy. China, Russia, Greece, conflict in the 
Middle East—all these things have an impact on the 
capital markets.
 
Which sectors are going to access IPO markets in 
the US most vigorously in the coming 12 months?

If you look at the IPO backlog, which is a fairly good 
leading indicator, the sectors are probably the ones 
you’d expect: healthcare, led by biotech, as well as 
consumer services, tech, telecoms, and industrials. 

I think the markets are going to be selective. Some 
of those sectors have a more voracious appetite for 
capital, such as biotech, so you’re going to continue 
to see those companies come to market, probably 
with mixed results. In the current environment, 
investors look for the best-quality companies –  
it will be a much smaller group that tries to access 
the market. As a side note, many deals in the 
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biotech sector are being sponsored with cross-over 
investors prior to an IPO. They often have insider 
participation, so venture capital or other sponsors 
participating. This is part of the overall financing 
strategy, because these companies are not coming 
public as profitable operating entities.

The tech sector, including biotech, has shown  
more strength than other areas, and I don’t see any 
reason why this wouldn’t continue. I spend most  
of my time in the real estate capital markets, and we 
saw a slowdown in the volume of public equity deals 
in 2015 compared with 2014, which was almost a 
record year. Both equity and mortgage real estate 
investment trusts (REITs) have some interest-rate 
sensitivity, so they were impacted by the uncertainty 
with interest rates. REITs finished the year trading 
slightly below net asset value (NAV), and whenever 
REIT stocks are trading below NAV, it’s difficult for 
them to raise capital in the equity capital markets. 
The alternative is what we saw in 2015 – more M&A 
activity, joint ventures, and other alternative private 
structures for raising capital and doing acquisitions. 
I think there’s a reasonable chance we’ll see more  
of that in 2016.

Tech has always been a wellspring for the IPO 
market. The other sectors come and go, depending 
on triggers such as a regulatory change or a 
commodity-price swing, but the fundamentals that 
drive tech to the IPO market are the fact that it’s 
new companies, new products, and innovation. 

It’s the desire to raise large amounts of capital 
in the public markets to continue to advance the 
companies. So those dynamics persist in pretty 
much every business cycle as long as there 
is venture funding going in to fuel the startup 
market. The period from venture-funding to IPO 
has definitely elongated over time, but there are 
still plenty of venture dollars going into company 
formation, and many of those companies will  
come out the other end with an IPO.

The level of 2016 IPO activity, regardless of market 
sector, will be driven by macroeconomic factors.  
The down-draft from these external factors will 
continue to be compounded by alternative paths for 
exits and capital – that is, robust M&A and the ever-
growing private-market financings path for capital.

If any macroeconomic factors trend more  
favorably later in 2016, it’s likely that the greatest 
concentration of IPO activity will occur in the 
healthcare, financial and technology sectors, based 
on the backlog of SEC filings. No other sector  
will likely end up with a material level of activity and, 
because of declining oil prices, companies in the 
energy sector will likely continue to be hard hit in 
2016. The first six IPO filings of the year were from 
healthcare-related companies, although it’s unclear  
if that is a reliable proxy for healthcare IPO volume  
in 2016. Last year, the top 10 performing IPOs were 
in healthcare, but eight of the 10 worst performers 
were also in the sector.
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How have financial sponsors been impacted  
by the reduction in public market access?

There’s a ton of private equity money sitting on the 
sidelines, looking for investment opportunities, or 
that’s invested and looking for an exit. When the 
IPO market cools off, as it has, that naturally leads 

to alternative exit strategies, and that means more 
M&A. I think we’re going to continue to see that, 
at least in the near-term.

Last year was the year of M&A, not venture capital  
or private equity IPOs. That will likely continue  
to be the pattern in 2016, as Daniel said. Venture 
capital investors sponsored 50% of all IPOs in 
2015, but the number of such IPOs declined 
substantially in 2015 relative to 2014. The greatest 
declines occurred with respect to venture-backed 
technology and healthcare companies. Similarly, 
the pace of private equity-sponsored IPOs in 2015 
was well below the prior year, and was one of the 
weakest years for sponsor exits in recent history. 
After-market performance was also modest. As 
a result of market volatility, a number of private 
equity-sponsored IPOs were delayed and will 
likely be re-evaluated as potential IPO candidates 
in 2016. The disparity in private versus public 
company valuations, particularly in the technology 
sector, will likely delay many 2016 IPO candidates 
with financial sponsors. These sponsors will be 
more likely to reject valuation haircuts required  
of IPOs in 2016.

The category affected most by a closed IPO market 
is venture capital. VC investors generally grow 
companies as fast as they can without a lot of 
regard for the bottom line, and that puts companies 
in a position where they lose a lot of money and are 
in land-grab mode. Then, if they’re on the brink of  
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an IPO but the IPO doesn’t happen, they better  
have a backup plan because they’re not going  
to have enough cash to get them down the road.  
By contrast, when private equity firms evaluate 
liquidity options, an IPO is one of several they look 
at, in addition to strategic M&A, a deal with another 
private equity firm, a debt re-cap, or a cash-flow 
exit. There are some private equity firms that distrust 
the IPO markets and never do an IPO out of their 
portfolio, or may do one very infrequently – say, 
one in 20 companies. So I think weakness in the 
IPO market is really a venture problem, especially 
with some of the unicorns. They’ve raised money at 
such high valuations that they’ve essentially priced 
themselves out of an M&A scenario, because there 
are very few companies in the world big enough  
to afford some of these unicorns. So if they’re going  
to be valued in an M&A trade, as opposed to an 
IPO, it’s going to be at something less than their  
last valuation, and that becomes a big challenge  
for the venture-backed companies.

I think PE activity in the IPO markets will be lower, 
and at the same time, you will probably see an 
increase in M&A activity and sponsor-to-sponsor 
activity by PE firms. I think the other interesting 
trend, across the markets but particularly in tech,  
is the large late-stage private financings that  
have competed with the public market. Some of the 
slowdown in the tech IPO activity is due to the fact 
that valuations available in the private market were 
superior to the public market valuations.

The US is still one of the most popular 
destinations for cross-border listings. Why is 
this? From where are these companies coming?

The US is still perceived to be one of the dominant 
destinations for global public equity activity. The 
landscape has shifted, however, and will likely 
continue to evolve, particularly toward Asia-Pacific. 
The US markets, as well as the London and Hong 
Kong markets, will continue to be challenged 
by other exchanges, likely causing a shift over 
time away from US exchanges, particularly for 
companies in certain industries in emerging 
markets. In 2015, reports show that cross-border 
IPO activity slumped below 2013 levels, three 
exchanges — the Hong Kong Stock Exchange, 
the London Stock Exchange and NASDAQ — 
accounted for 93% of all cross-border IPOs, and 
nine of the ten largest cross-border IPOs were 
listed on the Hong Kong Stock Exchange. All  
of those, incidentally, were Chinese companies.

Notwithstanding the inactivity of cross-border IPOs 
in the US in 2015, and the recent macroeconomic 
problems, foreign issuers will likely continue to 
look to US listings as globalization accelerates. 
Companies seeking access to capital will continue 
to focus on developed equity markets that have  
a proven record of attracting institutional investors, 
and countries with exchanges that have predictable 
and clear regulatory requirements. Also, studies 
have shown that cross-border listings on a US 
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exchange can generate relatively greater valuation 
gains compared with companies that do not list  
on a US exchange.

The US is the premier market listing destination for 
technology firms. Investors here understand tech 
and it’s a very broad and deep equity market, so you 
can get more liquidity. Most importantly, because 
investors appreciate and understand tech, they 
generally price the companies better than in other 
markets and will pay up for growth, as Peter said. 
When you look internationally, a lot of the markets 
don’t have huge tech sectors, so they don’t have 
that big tech investor base. In addition, it’s natural 
that international firms want to trade next to their 
peers in the US to get full value – frequently we find 
that internationally listed tech companies trade  
at a discount to their US peers.

In terms of regions to look out for, I think it’s all over 
the world. The most recent example is out of Australia, 
Atlassian, the software company that did a fantastic 
IPO in Q4 2015. They came public at a time when they 
had the market to themselves, so they had scarcity 
value. But we see no real limit to innovation around the 
world – Israel has always been a fountainhead, there 
are a lot of interesting things coming out of Europe, and 
there was a trend coming out of China a few years ago.

Volumes have been strong in some other markets, 
but the US continues to be a destination for many 
companies, particularly in sectors such as biotech. 

Volumes have  
been strong in  

othermarkets, but  
the US continues to be  

adestination for sectors
such as biotech. You 

just can’t find the level  
of sophistication in the  

other markets.
 

Jeff Barlow, Canaccord Genuity ”
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You just can’t find the level of sophistication in the 
other markets that you find in the US market. You 
have more investors who are better educated about 
the sector and more committed to it, and generally 
you also have better liquidity, like Jim mentioned.  
In Europe, there have been some biotech offerings 
on EuroNext, and in some cases a company can get 
out at an earlier stage – but it can be difficult to raise 
significant amounts of money over the longer term. 
Other markets are definitely beginning to compete 
more and more effectively, particularly for the bigger, 
more basic offerings.

We see a lot of investment capital coming into  
US companies, especially from Asia. Obviously,  
with the markets in China taking a battering, that 
could impact the capital flow. But I think there’s 
a tremendous amount of capital from Asia that’s 
looking for opportunities to invest in the US, including 
in US real estate. That’s one trend that seems to be 
emerging and I think may continue in 2016.

How should companies prepare for an IPO listing 
in the US?

The preparation process is largely dependent on 
the industry a company is operating in, but what 
we usually see is that companies need to have a 
differentiated story. If it’s just another company that 
looks like 12 others that have already gone public  
and doesn’t have a differentiated strategy, it’s 
a lot more difficult to get an IPO done. Beyond 

that, investors are scrutinizing companies that are 
contemplating an IPO with a more critical eye, 
because of the volatility in the equity capital 
markets. A strong balance sheet, a strong track 
record, and a very high-quality management team 
that comes across well during a roadshow are 
other things that can help to lead to a successful 
IPO. Also, the cost of going and being public 
are substantial so the company needs to have 
sufficient scale and proper infrastrucute.

An IPO is a process that takes time, so you have 
to get your ducks in a row in terms of legal and 
accounting preparation. You can’t underestimate 
that and you have to have the right resources 
for it. But I think the most important thing for 
success is investing in the process of targeting 
and communicating – getting your story out in the 
marketplace. These days, you have to test the 
waters and hold investor meetings prior to your 
formal process of the IPO. This allows you to get 
feedback and look for potential partners on the 
private side, meaning cross-over funds, that can 
provide insight and maybe capital, both before  
and after the IPO. It also allows you to understand 
and address investor concerns before launching 
your offering.

One thing I would not underestimate is the amount 
of regulatory compliance and accounting work that 
goes into an IPO. It is not to be taken lightly. The 
work requires a lot of lead time – a year is not too 

56% 
decline in US 

technology IPOs  
in 2015

0 
number of US IPOs 

in January 2016,  
a seven-year low

Source: 
Renaissance 

Capital
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much. In addition to that, your business has to  
be going in the right direction – it has to be growing 
well and you have to stand out among your peers.  
I agree with Daniel that you really have to be onto  
a compelling story to capture investor attention.  
It requires some thought to make sure a company 
really has what it takes to go public. The bar is high, 
and you have to have everything going right.

Preparation for an IPO is the preparation of  
a transformational event – and not an end-game 
in itself. It is a process requiring coordination 
and decision-making from many constituencies, 
including company executives, board members, 
lawyers, auditors and underwriters. Skillful and 
experienced management of this process is critical 
to the execution and, in many cases, the success 
of the IPO. The first step in the IPO process must 
be a thorough and objective assessment of whether 
the company is ready to be a public company. This 
assessment includes an evaluation of internal and 
external factors, such as management’s skills, a 
company’s operational and financial controls, and 
deciding whether market conditions are suitable.

What factors do you think will determine the 
direction of IPO markets in 2016?

After two strong years, the 2015 IPO market raised 
only $30 billion, a six-year low. This decline was 
largely driven by macroeconomic factors, which will 
likely be the determinative factors in the success 

MM



9    Waiting out the storm

JB

JS

DL

or failure of the IPO market in 2016. Volatility in 
Chinese markets, uncertainty about interest rates  
in the US, and the threat of terrorism will likely 
weigh negatively on an otherwise positive outlook 
The IPO market this year will likely carry over 
as 2015 ended – slowly. However, pressure for 
exits from venture capitalists and private equity-
sponsored issuers could help drive 2016 IPO 
volume. Moreover, the volume of IPOs in the 
technology sector will likely be heavily influenced 
by favorable valuations and IPO successes of one 
or more of the so-called technology unicorns. If 
the private company valuations exceed the public 
market valuations for a prospective IPO issuer, 
that fact will likely create a drag on the volume of 
technology IPOs in the coming year, and encourage 
other private technology companies to delay their 
IPOs in favor of continued private financings.

My sense is that there’s not a tremendous amount  
of optimism that we’re going to see a major  
upturn in IPO activity in the US. It’s hard to predict, 
obviously, and it turns on the same factors that 
impacted the market last year – uncertainty about 
what’s happening with the US economy and  
the global economy, as well as volatility around  
the globe.

One interesting feature of the real estate capital 
markets is that there is a natural counter-cyclicality 
between the REIT space and the tech space. 
When the tech sector is expanding and the tech 

IPO market is strong, investors tend to focus more 
on the short-term returns they can earn from a 
tech company. A hot tech IPO will go up 20-30% 
on the first day of trading, and you don’t see that 
with REITs, which are like the turtles of the capital 
markets. They plod along, produce nice dividends 
and grow slowly, and that can be very attractive 
when other sectors are either cool or there’s a lot  
of volatility.

The backdrop is the volatility and instability of the 
markets – investors don’t like volatility. As we’ve 
entered this year, there’s been more discussion about 
fears of global recession, which was not as present 
in the fourth quarter of 2015. Another aspect to 
look at is the success of some of the bellweather 
companies, which investors look to when evaluating 
the attractiveness of IPOs. If you look at the 10 
largest deals last year, their first-day performance 
was +16.5%, according to our data, but their average 
performance year to date is -20%. When investors 
begin to be rewarded both in the short- and long-
term for IPOs, they become more attracted to them. 
If and when the IPO markets strengthen, it will 
become hard for investors not to participate,  
because of the opportunity to enhance value.

The markets calmed down toward the end of 2015, 
but the nervousness has picked up again in the 
New Year. That’s a bad sign for the IPO market. 
An IPO is arguably one of the riskiest financial 
products out there, because the companies are 
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new, the products are new, they’re unproven, and 
the pricing is pretty uncertain. A lot of them trade 
on future potential and you don’t have a lot of past 
performance to judge them on. So the increased 
volatility suggests the IPO market won’t be as good 
in 2016, and that’s coming off a lower base in 2015..
There’s also another dynamic to watch out for and 
that is trepidation about companies’ numbers.  
There have been a lot of companies that have raised 
a late-stage round of financing a year or so before 
going public, and they’ll use the money to turbo-
charge their sales and marketing efforts so they can 
get bookings growth. But I think there’s been a bit  
of a sentiment change, because those companies 
will get a quarter or two or three from their 
IPO pricing date and they’ll start to miss their 
numbers. And investors have seen enough 
of those stories by now that they’re trying 
to figure out whether the growth might be 
artificial in some way, and then identify 
which companies have long-term 
growth potential to support the  
high pricing.

“An IPO is arguably one of the  
riskiest financial products out there, 

because the companies are new, the 
products are new, and the pricing is 

 pretty uncertain.”
James Schroder, Arma Partners 
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Toppan Vite, a leader in financial printing, is part 
of the Toppan Printing Group, the world’s largest 
printing group, headquartered in Tokyo with 
approximately US$18 billion in annual sales. 

Our expanding U.S. operations deliver a hassle-
free experience for mission-critical content for 
capital markets transactions, financial reporting and 
regulatory compliance filings, investment companies 
and insurance providers. 

Toppan Vite has been a pioneer and trusted 
partner in the financial markets for three decades, 
serving the financial, legal and corporate communities 
with meticulous, responsive service and unparalleled 
local market expertise and capabilities. 

For more information, please go to www.toppanvite.com/us
Stay connected with our linkedin and blog webpages.

For more information, please contact one of the 
following Toppan Vite representatives: 

About Toppan Vite

Bill Lee
Senior Vice President of Sales
BillLee@toppanlf.com
212.596.7769

Glen Buchbaum
Senior Vice President of Sales 
GlenBuchbaum@toppanlf.com
201.518.9720
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