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ABSTRACT 

 Most investors suggest that the stock investment in the short-run will run a 

lower risk than in the long run. This point of view is not necessarily true. The 

uncertainty/volatility of economic circumtances will decrease probability of risk. The 

longer the period of investment is the lower probability the uncertainty of economic 

circumtances-run. This research purpose is to provide information about the pattern 

of risk and return of IPO securities which invested in three year period. Researcher 

suggest that the IPO securities in the long-run will result lower risk and return. By 

looking into the stocks performance of the IPO securities. This research adopt BHAR 

model to represent the holding period return, CAPM to predict the yields in risky 

assets and Fama-French Three Factor model to measure the systematic risk which 

cannot be prove by CAPM model. The population is BEI listed companies. The 

sample of the research is the companies which carried out IPO from 2008-2010 and 

the companies restate from BEI listed companies with closest market capitalization. 

Data processing using IBM SPSS 20.0 for Windows. The empirical results shows that 

market risk premium, firm size and book-to-market value significantly impact to 

higher volatility of IPO stocks return within three year period after the first offerings. 

Keywords: Risk of the long term investments; CAPM; Fama-French Three  Factor 

 Model; Long-run IPO investments 

 

INTRODUCTION 

 Investors acknowledge that the 

securities investments in the long-run 

will yield uncertainty return and pose 

high risk. This believe is based on 

technical experiences. The uncertainty 

of market conditions which poses risk 

is still controversial in terms of risky 

assets investment. Bodie (1995) 

suggest that the insurance cost of the 

decrease in securities profit to risk-

free-assets will increase along with the 

longer period of investments. 

Consequently, the investments risk will 

increase along with the longer period 

of investments, on the contrary the 

conventional wisdom states that a well 

diversified portfolio will run during 

acceptence period (Ferguson dan 

Leistikow, 1996:67). This research is 

aim at investigating the perspective by 

comparing IPO securities with matched 

firms securities, will along term 

investments lower risk and reduce 

return. 

LITERATURE REVIEW 

Risk and Return in The Long-Run 

 

mailto:fanny.septina@ciputra.ac.id


4th Gadjah Mada International Conference on Economics and Business 2016 

 

541 

 

 Investors must be aware of the 

volatile risk and return while analizing 

historical data to draw up in their 

investment in the future. According to 

Siegel (2013:94),  securities are riskier 

than bonds within a one – two year 

period of investments. Within a ten 

year period the performance of 

securities is better than that of bonds. 

Within a twenty year period of 

investments the return of securities are 

never lower than the inflation rates. 

Low risk long term investments must 

diversify a portfolio of equity. The 

holding period of a relevan of portfolio 

allocation is reffered to as the length of 

the period, in which investors hold 

their securities. It is not affected by 

how many times the composition of 

individual securities are change 

altered. The historical data also 

indicates that the return of investment 

(return of securities) will be lower than 

that of T-bills. The high probability of 

higher return of T-bills makes 

investors reluctant to keep their stocks.  

 Risk are define as standard 

deviation of the average of real annual 

return. Based on the portfolio and 

assets allocation model theory, 

standard deviation is a proxy to 

measure risk. The deviation standard of 

the securities return is higher than that 

of the bonds return in the short-run. 

But when the period of the investments 

is fifhteen to twenty years the risk of 

stocks will be lower than bonds 

(Siegel, 2013:97). 

 The concept used to measure 

the risk in the long-run is shortfall. 

Shortfall accures when the rate of 

return of stocks portfolio is lower than 

that risk-free-assets. Bodie (1995) says 

that the risk free assets used as a 

logical benchmark to measure the risk 

of stock is zero coupon bonds. In 

indonesia, the risk-free assets reffered 

to as zero coupon bonds is saving 

deposit. The researcher will use the 

rate of interest of saving deposit as the 

interest rate of risk-free-assets (Bodie, 

1995:51). Bodie, Kane, Marcus 

(2011:177) says that shortfall is not 

appropriate tool to measure the risk of 

investment because it is not refer to 

size of potential of losses. The 

appopriate approach to quantified risk 

in the long-run is using market price. 

Insurance premium refer to the 

probability and the magnitude of 

losses. 

Capital Asset Pricing Model 

(CAPM) 

 Capital Assets Pricing Model 

(CAPM) used for predict equilibrium 

expected return on risky assets. There 

are several basic asumption in CAPM 

basic model but rasionally it were not 

aplicable, then some assumptions were 

developed,  

1. Investor choose to hold risky assets 

portfolio at the right proportion to 

market portfolio. 

2. Not only market portfolio which 

were at efficient frontier but also 

every investor assets / optimal 

capital allocation line (CAL). 

3. Risk premium in market portfolio 

would be proportional to risk.  

4. Risk premium individual stocks 

would be proportional to risk 

premium market portfolio and beta 

coefficient relative to market 

portfolio. 

Expected return beta relationship is 

one of the most attractive factor in 

CAPM for practitioner. Well-

diversified portfolio will reduce firm-

specific risk and market risk. Beta 

coefficient relative to market so its 

suitable for risk measured (Bodie, 

Kane, Marcus, 2011:310). 

 

Fama French Three Factor Model 
 Market index in Fama French 

Three Factor Model would explore 

systematic risks of macroeconomic 
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factors. There are two variables of firm 

specific, firm size (Small Minus Big) 

based on market capitalization and 

book-to-market value (High Minus 

Low), both of them capture average of 

deviation of stocks return. Small stocks 

sensitive to business economic 

condition, while the higher book to 

market ratio shows that company is in 

bad condition, like financial distress. 

Fama and French prove that the model 

is predicting average return on 

variaties of time period and market, 

and preventing data-snooping (scan 

and rescan database security return for 

searching variables) (Bodie, Kane, 

Marcus, 2011:363). 

DATA AND METHODOLOGY 

Data 

 This research adopt a 

quantitative method with the aid of 

SPSS IBM 20.0 for Windows. The 

population is BEI listed firms. Sample 

is divided into the two groups. The 

first goup is refer to as the companies 

which carried out initial public offering 

in 2008, 2009 and 2010 and they did 

not belong to banking and property 

industry. The seconds group (matched 

firms) is refer  to those listed on BEI 

with closest market capitalization and 

in the same industry (Septina, 

2013:35). The observation of holding 

period return is three year period after 

first offerings. Data mining are from 

summary of company’s performance 
on BEI website and trading-day of 

securities on Yahoo Finance. 

Hipotheses 

 Is market risk premium and 

firm specific variables (firm size and 

book-to-market value) affects 

securities return on IPO securities 

portfolios and matched firms portfolios 

significantly?  

H0: Market risk premium, firm size and 

book-to-market value affects securities 

return.  

H1: Market risk premium, firm size and 

book-to-market value not affects 

securities return.  

Variables 

 The Observation of risk and 

return of securities is divided into three 

steps, 

1. BHAR (Buy and Hold Return) as a 

proxy of securities return, after 

keep the securities in certain 

period. Barber and Lyon (1997; in 

Wu dan Kwok, 2007), Kothari and 

Warner (1997, in Wu dan Kwok, 

2007) says that buy and hold return 

is measure investors experience 

and the appropriate performance 

estimator in the long-run. 𝐻 𝑇 ,𝑇 = [∏ 1 + 𝑟𝑖𝑇=𝑇 ] −[∏ 1 + 𝑚𝑇=𝑇 ] .....equation 1.1 𝑟𝑖 is monthly trading-day securities 

return, 

𝑚 is return index market (IHSG) in 

the same period, the starting period 

after first offerings ( 1). 

2. CAPM (Capital Asset Pricing 

Model) as a proxy of risk and 

return of securities compared to 

market portfolio. 𝑟𝑝 = 𝑓 + 𝛽𝑖( 𝑚 − 𝑓) +∈  

......equation 2.1 𝑟𝑖 − 𝑓 =∝𝑖+ 𝛽𝑖( 𝑚 − 𝑓) +∈  

......equation 2.2 𝑟𝑝 is required return of securities, 𝑟𝑖 is monthly trading-day securities 

return, 𝛽𝑖 is securities risk measure, 
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( 𝑚 − 𝑓) is excess returns market 

portfolio, calculated from return-

market (return IHSG) minus interest 

rate of risk-free-assets, 

𝑓 is interest rate of risk-free-assets, 

𝑚 is return index market (IHSG) in 

the same period, 

3. Fama French Three Factor Model 

as a proxy of risk and return 

securities of firm specific and 

market portfolio. The model is 

investigating the variables which 

can not capture by CAPM and 

BHAR.  𝑟𝑖 − 𝑓 =∝𝑖+ 𝛽𝑚( 𝑚 − 𝑓) +𝛽 + 𝛽ℎ𝐻 +∈ .....equation 3.1 𝑟𝑖 is monthly trading-day securities 

return, 𝛽𝑚, 𝛽 , 𝛽ℎ are securities risk measure, ( 𝑚 − 𝑓) is excess returns market 

portfolio, calculated from return-

market (return IHSG) minus interest 

rate of risk-free-assets, 

 (Small Minus Big) is return 

small minus big securities, classified 

by market capitalization, grouping by 

weighted-average of market 

capitalization, 𝐻  (High Minus Low) is return high 

minus low book-to-market value (B/M 

value) of securities portfolio, grouping 

by weighted-average of book-to-

market value. 

Hipotheses Testing 

 Tools for analyze using 

multiple regression with software 

SPPS-IBM 20.0 for Windows. 

1. Classic assumption testing 

2. Hipothesis testing 

a. Coefficient regression one 

testing (F-Test) 

b. Coefficient regression 

partial testing (t-Test) 

c. Coefficient determinant 

testing (R
2
) 

FINDINGS AND DISCUSSION 

1. Buy and Hold Return (BHAR) 

Figure 1.1 Buy and Hold Return 

(BHAR) IPO stocks 

 

Source: Yahoo Finance, Analyzed by 

Researcher 

Figure 1.2 Buy and Hold Return 

(BHAR) Matched firms stocks 

 

Source: Yahoo Finance, Analyzed by 

Researcher 
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 Buy and hold return approach 

is the most relevant method for 

investors. Return of securities using 

equal 1.1 are describe in figure 1.1 and 

figure 1.2. Return of IPO securities 

tend to increase and positive. Return of 

matched firms securities shows more 

stability condition. This perspective 

provide that higher investors 

expectations to return of securities in 

initial public offerings rather than non-

IPO securities.  

2. Capital Asset Pricing Model 

(CAPM) 

 CAPM is still to be populare 

approach to measure risk of securities 

investments because of its 

simplification. Jeremy Stein (1996) in 

Bodie, Kane Marcus (2011:319) says 

that if investors are irrational, then beta 

is still right measure, its captures assets 

fundamental risk. Equation 2.1 

calculate the return of securities and 

beta coefficient which describe in 

figure 2.1 and figure 2.2. Return in this 

equations also called as required 

return. Required return of IPO 

securities and non IPO securities show 

the stability pattern. The volatility of 

beta coefficient of IPO securities is 

tend to higher and positive, its indicate 

higher risk of investing on IPO 

securities within three year period after 

first offerings. The volatility of beta 

coefficient of matched firms securities 

is tend to high and negative, then the 

lower risk of investing on matched 

firms securities. Ritter (1991) says 

from investors perspective, the pattern 

of securities price’s volatility describe 
chance of active trading strategies to 

produce superior return.  

Figure 2.1 Beta Coefficient and Required Return of IPO Securities 

 

Source: Yahoo Finance, Analyzed by Researcher 

3. Multifactor Regression for 

CAPM and Fama-French Three 

Factor Model 

 Classic assumptions testing to 

prove the availability of the multifactor 

regression model as a tools of 

hypothesis testing. Progress of classic 

assumptions testing are 

multicolinearity, autocorelation using 

Durbin Watson table, heterocedasticity 

using scatterplot graphic to investigate 

data spread, and normality using P-P 

plot graphic to investigate data spread 

around diagonal line. The result is 

CAPM dan Fama-French Three Factor 

model available as the tools of 

hypothesis testing.  
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 F-test (one testing coefficient 

regression) is aim to testing the effect 

of whole dependent variables to 

independent variable. F-test in CAPM 

regression model are, 

Accept H0 dan reject H1 if, F0 > F-table 

and α < 0,05 (Asymp. Sig. 5% 2-tailed) 

which means significant or reject H0 

and accept H1 if F0 < F-tabel dan α > 
0,05 (Asymp. Sig. 5% 2-tailed) means 

not significant. 

H0: Market risk premium affects 

securities return.  

H1: Market risk premium not affects 

securities return.  

 

Figure 2.2 Beta Coefficient and Required Return of Matched Firms Securities 

 

Source: Yahoo Finance, Analyzed by Researcher 

Table 3.1 F-test for CAPM Regression Model 

Model F F0 vs F-table Sig. Sig. 5% Notes 

IPO 2008 2,250 2,250 > 1,69 0,143 0,143 > 0,05 Not significant 

IPO 2009 0,888 0,888 < 1,69 0,353 0,353 > 0,05 Not significant 

IPO 2010 22,056 22,056 > 1,69 0,000* 0,000 < 0,05 Significant 

Matched 2008 0,320 0,320 < 1,69 0,575 0,575 > 0,05 Not significant 

Matched 2009 1,369 1,369 < 1,69 0,250 0,250 > 0,05 Not significant 

Matched 2010 0,002 0,002 < 1,69 0,966 0,966 > 0,05 Not significant 

 Notes: *significantly α = 0,05 or < 0,05 

 Source: Yahoo Finance, Bank Indonesia, Analyzed by Researcher 

The CAPM regression model on IPO 

securities 2010 shows market risk 

premium affects IPO securities return 

significantly. 

F-test for Fama-French Three Factor 

regression model, 

H0: Market risk premium, firm size and 

book-to-market value affects securities 

return.  

H1: Market risk premium, firm size and 

book-to-market value not affects 

securities return. 
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 Fama-French Three Factor regression 

model show significant result on IPO 

2009 and IPO 2010. Market risk 

premium, firm size and book-to-market 

value affects securities return on IPO 

securities 2009 and 2010 significantly. 

Table 3.2 F-test for Fama French Three Factor Regression Model 

Model F F0 vs F-tabel Sig. Sig. 5% Notes 

IPO 2008 1,447 1,447 < 1,69 0,248 0,248 > 0,05 Not significant 

IPO 2009 3,651 3,651 > 1,69 0,023* 0,023 < 0,05 Significant 

IPO 2010 8,377 8,377 > 1,69 0,000* 0,000 < 0,05 Significant 

Matched 2008 1,284 1,284 < 1,69 0,297 0,297 > 0,05 Not significant 

Matched 2009 0,457 0,457 < 1,69 0,714 0,714 > 0,05 Not significant 

Matched 2010 1,107 1,107 < 1,69 0,361 0,361 > 0,05 Not significant 

 Notes: *significantly α = 0,05 or < 0,05  

 Source: Yahoo Finance, Bank Indonesia, IDX, Analyzed by Researcher 

 T-test (partial testing 

coefficient regression) is aim to test the 

effect of whole dependent variables to 

independent variable. F-test in CAPM 

regression model are, 

Accept H0 dan reject H1 if, T0 > T-

table and α < 0,05 (Asymp. Sig. 5% 2-

tailed) which means significant or 

reject H0 and accept H1 if T0 < T-table 

and α > 0,05 (Asymp. Sig. 5% 2-tailed) 

which means not significant. 

H0: Market risk premium affects 

securities return.  

H1: Market risk premium not affects 

securities return. 

Table 3.3 T-test for CAPM IPO Securities Regression Model 

Variable 
IPO 2008 IPO 2009 IPO 2010 

Coef. t-test Sig. Coef. t-test Sig. Coef. t-test Sig. 

Intercept -0,365 -2,418 0,021 0,003 0,032 0,975 -0,331 -3,222 0,003 

Rm-Rf 2,164 1,5 0,143 1,333 0,942 0,353 7,052 4,696* 0,000* 

 Notes: *significantly α = 0,05 or < 0,05  

 Source: Yahoo Finance, Bank Indonesia, Analyzed by Researcher 

T-test result shows IPO 2010, the 

return of securities affects market risk 

premium significantly. 

Table 3.4 T-test for CAPM Matched Firms Securities Regression Model 

Variable 
Matched 2008 Matched 2009 Matched 2010 

Coef. t-test Sig. Coef. t-test Sig. Coef. t-test Sig. 

Intercept -0,262 -2,05 0,048 -0,291 -4,718 0 -0,403 -1,944 0,06 

Rm-Rf 0,696 0,565 0,575 -0,997 -1,17 0,25 0,133 0,044 0,966 

 Notes: *significantly α = 0,05 or < 0,05  

 Source: Yahoo Finance, Bank Indonesia, Analyzed by Researcher 

No significantly result. 

T-test for Fama-French Three Factor regression model, 
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H0a: Market risk premium affects securities return.  

H0b: Firm size affects securities return.  

H0c: Book-to-market value affects securities return.  

H1a: Market risk premium not affects securities return. 

H1b: Firm size not affects securities return. 

H1c: Book-to-market value not affects securities return. 

Table 3.5 T-test for Fama French Three Factor IPO Securities Regression Model 

Variable 
IPO 2008 IPO 2009 IPO 2010 

Coef. t-test Sig. Coef. t-test Sig. Coef. t-test Sig. 

Intercept -0,362 -2,325 0,027 -0,103 -1,043 0,305 -0,305 -2,967 0,006 

Rm-Rf 1,4 0,912 0,369 0,725 0,538 0,594 7,562 4,919* 0,000* 

SMB 0,169 0,753 0,457 0,491 3,136* 0,004* -0,409 -1,902 0,066 

HML 0,232 1,119 0,272 -0,353 -2,149* 0,039* -0,135 -0,593 0,558 

 Notes: *significantly α = 0,05 or < 0,05  

 Source: Yahoo Finance, Bank Indonesia, IDX, Analyzed by Researcher 

Firm size and B/M value affects 

significantly on IPO 2009. Market risk 

premium affects significantly on IPO 

2010. 

Table 3.6 T-test for Fama French Three Factor  

Matched Firms Securities Regression Model 

Variable 
Matched 2008 Matched 2009 Matched 2010 

Coef. t-test Sig. Coef. t-test Sig. Coef. t-test Sig. 

Intercept -0,237 -1,838 0,075 -0,292 -4,335 0 -0,335 -1,576 0,125 

Rm-Rf 0,876 0,72 0,477 -0,979 -1,086 0,286 -0,37 -0,12 0,906 

SMB 0,027 0,167 0,868 -0,059 -0,272 0,787 -0,161 -0,917 0,366 

HML 0,215 1,419 0,166 -0,037 -0,232 0,818 -0,196 1,138 0,264 

 Notes: *significantly α = 0,05 or < 0,05  

 Source: Yahoo Finance, Bank Indonesia, IDX, Analyzed by Researcher 

T-test shows no significantly result. 

 The result of regression 

analysis both F-test and T-test with 

CAPM regression model is the market 

risk premium affects return of IPO 

securities 2010 significantly. Its 

indicates the impact of economic 

circumtances on initial public 

offerings. CAPM captured the market 

risk only. 

 Fama-French Three Factor 

Model prove other findings which can 

not captured by CAPM, such as firm 

specific variables. F-test with Fama-

French Three Factor regression model 

shows that return of IPO securities on 

2009 and 2010 is significantly affects 

by market risk premium, firm size and 

book-to-market value (B/M value). T-

test of Fama-French Three Factor 

regression model prove that firm size 
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and B/M value affects return of 

portfolio IPO securities on 2009 

significantly, and market risk premium 

affects return of portfolio IPO 

securities on 2010 significantly. Firm 

size describes small firms could 

provide higher return. IPO securities 

have higher book-to-market value 

(B/M), those are overvalued. Several 

studies found that higher B/M value 

tend to earn excess return over long-

run investments period (Bodie, Kane, 

Marcus, 2011:363). The economic 

circumtances also influences the return 

of IPO securities. 

 Matched firms portfolio 

securities shows no significantly result, 

either with CAPM regression nor 

Fama-French Three Factor regression 

model. Therefore, global economic 

crisis in 2008 impact on data accuracy.  

CONCLUSIONS 

 There are two samples, 

portfolio of IPO securities and 

portfolio of matched firms securities, 

both prove the different empirical 

result: 

1) Market risk premium and firm 

specific variables (firm size and 

B/M value) not affects return of 

matched firms portfolio securities 

significantly. BEI listed firms are 

obtain less impact of economic 

circumtances and they were in 

stability position than IPO firms. 

2) Market risk premium and firm 

specific variables (firm size and 

B/M value) affects return of IPO 

securities on 2009 and 2010. In this 

context of research, investing IPO 

securities in three year period 

provide higher risk and return than 

that matched firms securities. IPO 

securities are sensitive to increase 

or decrease of economic 

circumtances, while small firms 

could provide higher securities 

return. The market expectation to 

achieve higher return of initial 

public offerings will increase the 

market risk. Market optimistic 

gives good signal for investors. 

3) Rational investors will capture an 

extra risk factors from higher book-

to-market value and of course earn 

higher return of securities. They 

should analyze the historical data 

carefully, pay attention to 

macroeconomic stability, long-run 

investments pattern of IPO 

securities volatility and financial 

performance to obtain future 

investment. Besides investing in 

other BEI listed securities to 

achieve well-diversified portfolios 

of risky assets. 
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