
IPOs staged a major comeback in 2017. 
After a slump in debuts the previous 
year, the number of initial offerings by 
US companies increased to 133 from 
100 in 2016, and the proceeds from 
those IPOs grew 79% to US$30.4bn, 
according to Mergermarket's equity 
capital markets database.

Companies from across sectors took 
advantage of record gains in equity 
markets, with the traditionally strong 
technology industry leading the way 
with 29 IPOs. Some investors felt 
burned by the weak showings of Snap 

The decline of the IPO has been greatly exaggerated. Public market debuts  
by U.S. firms are expected to make further gains after a rebound year in 2017.

and Blue Apron, whose 2017 debuts 
were hyped for months ahead of 
time, only to have their share prices 
flounder after the pricing date. Still, 
U.S. offerings on the whole performed 
spectacularly – the Renaissance IPO 
Index, for instance, gained 38% over 
the course of 2017, compared to a 24% 
increase by the S&P 500.

In 2018, the market continues to evolve, 
with more companies considering a 
listing in one of the thriving economies 
of Asia, and some filers using innovative 
methods of joining a public exchange. 
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Market evolution

 U.S. IPOs rebounded strongly in 2017 from 
a year earlier, but alternative forms of exit 
– especially selling to strategic or private 
equity buyers – continue to gain in popularity. 
Are there particular types of companies or 
situations in which an IPO still makes more 
sense than selling in an M&A deal?

 First of all, we believe that this is a great time 
for companies to go public. We believe that the 
performance of IPOs generally, and technology 
IPOs specifically, as an asset class is quite strong. 
That has been demonstrated by the cohort of IPOs 
that went out in 2017.

 One example is Roku, a streaming media company, 
and a client of ours that went public in 2017. 
This was the best-performing technology IPO of 
the year. It's not one of the larger companies by 
revenue, but I think it does show that exciting 
venture-backed technology companies, particularly 
those that are disrupting an industry like Roku is, 
can have an excellent result. I think there are three 
points I’d make here: number one is that it's a 
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great time for companies to go public; 
and two, as an asset class generally, 
tech IPOs have performed extremely 
well. Three, I would point to Roku as an 
example of a really successful IPO that 
went out during 2017 that has provided 
very strong returns for investors.

 Companies that are looking at the IPO 
market currently are those that have a 
positive, long-term business plan. These 
companies have a business plan that 
shows solid growth and a path to cash-
flow positivity. There will also be a period 
of executing on that business plan and 
developing historical financials that 
show revenue growth, depending on the 
type of business. While the company 
does not need to be cash-flow positive 
or profitable at the time of the IPO, they 
should be able to identify the factors 
that are going to turn them into a cash-
flow-positive business, and have a good 
sense as to when that's going to be.

On the flip side, young companies that 
have an interesting asset or technology 
but don’t have a path to cash-flow 
positivity are possibly not in a good 
position to go public because the 
public company investors are going 
to heavily discount them. It might be 
a good product, good technology, 
or a good service that could be very 
valuable to people. But, as a standalone, 
independent business, it's not going to 
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capture the valuation that a strategic 
buyer in particular could put on it.

 In terms of M&A vs. IPO, each situation 
is different. For companies that can find a 
great partner to execute their vision, M&A 
is a good option as they are going to be 
able to deliver on their strategy without 
having to undergo the stress of an IPO 
process and bear the responsibilities and 
costs of being a public company. There 
are also plenty of companies where 
the IPO path makes much more sense 
because they want to pave their own 
road and the opportunities are significant 
enough that long-term success translates 
to value for many different stakeholders, 
including employees, customers, 
shareholders and others.

 Generally, an IPO makes sense when the 
equities market is strong and a company 
wants to move past the startup or buy-
and-build phases by raising additional 
capital while also providing liquidity 
for investors and an exit for founders. 
M&A, which involves more strategic 
considerations in addition to those 
financial, peaked in 2015 in the US as 
well as globally. Though it has fallen 
slightly since then, it has still been quite 
strong. Now, with tax reform, those 
numbers are expected to rise a bit.

Both strategic and private equity buyers 
have been trying to take advantage of 
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“Companies that are looking at the IPO market are 
those that have a positive, long-term business plan."

 Patrick Schultheis, Wilson Sonsini Goodrich & Rosati
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the low interest rate environment  
of the post-crisis period, which is one 
of the reasons we’ve seen record 
levels of M&A activity in the last couple 
of years. Interest rates began to rise 
slightly in December 2015 following 
seven years of being near-zero, and 
now with a recovered economy many 
dealmakers want to seize this moment. 
As interest rates go up, so does the 
cost of borrowing to finance deals – so 
companies have been wanting to get 
in on as many transactions as makes 
sense before rates rise further. So it’s to 
be expected that M&A would then be the 
preferred form of exit for some investors 
versus an IPO. Deals that had been in 
the pipeline during the financial crisis 
finally have an outlet.

In addition, technology has forced 
a number of long-standing firms in 
traditional industries to re-think their 
long-term strategies – companies 
such as Ford, Disney, and Walmart 
– forcing them to consolidate just to 
survive. All of this has put an intense 
amount of pressure on firms, and they 
tend to favor M&A over listing publicly, 
as transactions often involve a more 
strategic component.

 The global share of IPOs in the 
Asia-Pacific region has risen sharply 
in recent years. Some U.S.-based 
companies are even listing on 

Mergermarket

exchanges in Hong Kong, South 
Korea and Australia, such as game 
developer Razer in 2017. What is 
driving demand for public offerings 
in Asia?

 We’ve seen a lot of progress in the size, 
stability and liquidity of various markets, 
particularly in Asia. The Hong Kong 
market, for example, has demonstrated 
increasing levels of liquidity and stability, 
and it’s a good place particularly for 
companies with a focus in Asia to 
access the capital markets. The quality 
of the companies that are going public 
there has become higher. They're 
not raw, early-stage companies, but 
companies of all sizes that think they 
can get what they need in the Hong 
Kong market.

There is more frequent talk about North 
American companies listing in Asia 
now as well. Many of them are looking 
for a hook to enter these markets, 
which could be a variety of factors, 
such as basing a significant part of 
the company's operations in China, 
or in Southeast Asia. There are also 
companies based in Seattle or San 
Jose that may have big operations, 
or R&D, or a large customer base in 
China. Perhaps they want a listing on 
the Hong Kong stock exchange, for 
example, to raise their profile among 
prospective customers.
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 Asia has a considerable amount of 
investable finances and there are a 
number of very well-financed, high-net-
worth individuals and funds in Asia. We 
believe that those funds are looking to 
diversify instead of keeping all of the 
investment in China. We also think that 
the composition of the Asian indexes 
is diversifying and expanding beyond 
the typical, historical, hard asset plays 
like real estate and financial services, 
which have usually dominated the 
makeup of the indices. Therefore, we 
believe that Asian investors are looking 
for opportunities, and issuers are taking 
advantage of those dynamics and 
potentially looking to list in Asia. We also 
think that Asian investors are looking for 
high-quality companies, and a number 
of the US-domiciled companies fit that 
profile. I think there's a lot of comfort 
among Asian investors in investing in 
those companies. Those are some of 
the dynamics that may be driving that.

 Asia has really emerged in the last 
couple of years as a hot market, with 
many domestic investors with a lot 
of cash in need of investment. As US 
regulators such as CFIUS have clamped 
down on Chinese companies’ bids 
for US firms, particularly in the tech 
industry, and the Chinese government 
has enacted rules on capital leaving 
the country, exchanges based in 
Asia-Pacific overall have benefitted 
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from some newfound attention as a 
way of raising and investing capital for 
regional players. Further, much of the 
IPO activity in APAC is being driven by 
China, which has reformed its approval 
process, allowing companies to list 
sooner than previously.

 Spotify is reportedly going ahead 
with its plan for a “direct filing” in 
place of a traditional IPO process. 
What are the implications of such 
a high-profile company taking 
this route to go public? Could this 
method lead to a rebound in the 
number of public companies but 
with a decrease in IPOs?

 I can't comment on the Spotify 
transaction specifically. However, if we 
talk generically about the possibility of a 
company doing a direct listing, I think it 
makes some degree of sense if you have 
the stomach for it and do not need new 
capital for the business. The reason you 
need to have a lot of stomach for it is that 
typically, when a company goes public 
in a normal NASDAQ or NYSE listing, 
two things occur. The company is selling 
shares in order to raise capital, and its 
early investors are raising money to realize 
some return on their prior investment.

If you're doing a generic listing without 
an offering, you're doing away with the 
capital-raising aspect of it. So a lot of 

Mergermarket
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companies that are going public, in 
particular tech companies, are using 
an IPO as an opportunity to raise 
money to put on their balance sheet. 
They can then use that money for any 
number of things. If you're just doing 
a direct listing, none of those things is 
immediately possible. It's a completely 
different transaction – it's not an IPO.

Another factor that is not present if 
you're just doing a direct listing is trading 
price. In a standard IPO, the company 
and the underwriters negotiate a price. 
The underwriters offer the company a 
share price at which they think they can 
turn around and re-sell the shares. They 
negotiate with public investors to gauge 
demand and the best price. In a direct 
listing, you don't have that mechanism. 
You've got to be prepared to work with 
NYSE or NASDAQ to start trading, 
and you don't necessarily have market 
makers on day one. You’ve got to be 
prepared for getting it wrong and for a 
lot of volatility in the market in the short 
term, because you don't have the years 
of experience that underwriters do.

 There has certainly been a decrease 
in the number of public companies 
in the US over the last couple years, 
given all of the M&A activity. To set the 
stage: 2017 saw a rebound in the IPO 
market following 2016’s historically low 
number of IPOs in the US, particularly 

Alex Wellins, 
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for technology. In 2017, while we did 
see a rebound, it is still much lower 
than historical levels. We believe that 
this sort of direct filing will likely only be 
possible for a fairly limited number of 
large issuers that are considering going 
public here in the US. I think Spotify 
and potentially some of the other large 
unicorns could consider going down 
this path, but we think that it is unlikely 
that it will become a larger trend for 
the majority of companies that are 
considering going public. To answer the 
specific question, depending on how 
this process goes, I think it could be a 
vehicle that some of the larger issuers 
are considering, but we don't think that 
it's going to be a major consideration 
for the traditional venture-backed 
companies that would go public here  
in the US.

 With a direct filing, Spotify is certainly 
taking a risk. It is gambling that it has 
enough of a name and high profile that 
it will still attract a significant amount 
of investment, while also saving a huge 
amount in terms of advisory fees usually 
incurred during the IPO process.

If Spotify is successful, more high-
profile tech firms looking to list in the 
next couple of years could follow suit, 
which would be a blow to financial and 
legal advisors who stand to gain from 
such transactions. Despite somewhat 

Elizabeth Lim, 
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“A direct filing will likely only be possible  
for a fairly limited number of large issuers."

 Alex Wellins, The Blueshirt Group
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“With a direct filing, 
Spotify is certainly taking 
a risk. It is gambling that 
it has enough of a name 
and high profile that it will 
still attract a significant 
amount of investment."

 Elizabeth Lim, Mergermarket

disheartening results for Snap and Blue 
Apron – they fell victim to specific forces 
surrounding their circumstances – tech 
IPOs are still considered a big ticket for 
many banks and law firms. For example, 
AirBnB, Lyft, Uber, and Pinterest 
could look at Spotify’s example and 
wonder if that could be the best route 
for them as well. Of course, that will 
all depend on how well Spotify does 
after it debuts on the NYSE. And given 
Uber’s woes of late, it could still choose 
to go the advisory route and have an 
IPO complete with book-building and 
especially a roadshow to address any 
investor concerns.
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Ready, set, file

 Are there any hotly anticipated US IPOs for 
2018? Do you think there is trepidation in the 
market after the underperformance of Snap 
and Blue Apron in 2017?

 It's tough for me to list specific names because 
we must retain the confidentiality of our clients. 
But at a high level, I think the well-known names 
such as Uber, Lyft, and others would be good 
candidates for IPOs in 2018. Our sources among 
companies, investment bankers and venture 
capitalists show that activity levels are very 
high. There's a lot of interest in going public. 
Two sectors to keep an eye on are the software 
sector generally and the security software sector 
within that specifically. I think we'll continue 
to see a lot of growth there. Many software 
companies have recurring revenue profiles, 
which are very attractive to investors given 
the high visibility of those business models. 
We believe the intense interest in security on 
a global basis is going to keep the security 
software sector very much in focus in 2018, 
helping to drive IPO activity.
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There's no question that whenever 
there are high-profile deals that don't 
perform well it does increase trepidation. 
However, we think that there's an 
extremely strong cohort of companies 
that would look to go out in 2018. I 
think that it is very possible that the year 
will be more back end-loaded, and we 
will see more IPOs in the second half 
of 2018 than the first. However, we'll 
have to see how the market plays out. 
I do think each deal is unique and there 
are characteristics that drive each deal, 
but again, I would point back to the 
fact that as an asset class, generally 
technology IPOs have been one of the 
better-performing classes. It's shown 
that investors do have an appetite for 
IPOs generally and technology IPOs 
specifically. Every deal is instructive in 
its own way, but generally speaking, I 
think there's a lot of enthusiasm and an 
appetite among institutional investors for 
IPOs. Again, we think that we will have  
a better IPO year in 2018 than 2017.

 I don’t think there is any trepidation in the 
market. There are lots of quality names in 
the pipeline currently and investors have 
appetite for investments that can deliver 
growth and/or profitability, particularly as 
the number of public companies in the 
U.S. is still much lower than it was back in 
the heydays of the 90s. Investors remain 
discerning, but for companies that can 
articulate a sustainable business model 

Monika 
Driscoll, 
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and how they are clearly differentiated 
from their peers, there is going to be 
investor demand.

I wouldn’t take how any particular IPO 
did in 2017 as a leading indicator for 
2018 and beyond. You can judge the 
execution of an IPO itself in the short-
term but the stock price performance in 
the months following an IPO isn’t going 
to tell you how the company is going 
to do long-term. There were plenty of 
naysayers in names like Amazon and 
Netflix back in the day and look where 
they are now.

In general, market conditions are  
very favorable right now for companies 
contemplating going public. In fact,  
with markets seemingly reaching new 
highs every day, any company choosing 
to not go public this year will be  
holding back because they are simply 
not ready or don’t have the need for 
public capital, barring some sort of  
a correction occurring.

 From what I know, there are a lot of really 
good companies around the country who 
are actively working on their IPOs. Given 
the confidential IPO process created by 
the JOBS Act several years ago, there 
are also lot of good companies that 
have already confidentially submitted 
their registration statement with the 
SEC. When those deals are ready to go, 
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“Market conditions are very favorable right  
now for companies contemplating going public."

 Monika Driscoll, Brunswick Group



10   I   Toppan Vintage 

they'll make them public. There are other 
companies that have not confidentially 
submitted but otherwise have a timetable 
in mind that they're operating on, even if 
they haven't actually started the process.

 There may be some concern on the part 
of tech companies looking to list in 2018 
following the underperformance of Snap 
and Blue Apron, but both of those cases 
were also quite individual. In Snap’s case, 
it still faces intense competition from 
Facebook, and in Blue Apron’s case, it 
debuted just before Amazon was about 
to make its big play for Whole Foods,  
a deal that immediately threatened Blue 
Apron’s future.

That being said, there are still a few 
companies to watch for potential listings 
in 2018. Peloton is widely expected 
to list, which leads one to wonder if 
Soulcycle will attempt to do the same. 
Dropbox is another one to watch. And 
it remains to be seen if Aramco ends 
up finally listing this year, which would 
purportedly be one of the largest IPOs 
ever, if not the largest.

Apple competitor Xiaomi is also 
anticipated to consider a dual listing 
in Hong Kong and the US. AirBnB 
probably won’t list this year due to a 
need to determine its strategy internally. 
Uber is looking at a 2019 listing, 
according to CEO Dara Khosrowshahi, 

Elizabeth Lim, 
Mergermarket

and Lyft could list sometime this year, 
having performed quite well in 2017.

 The SEC has indicated that it would 
like to encourage an increase 
in public listings. Are there any 
regulatory measures or government 
incentives that you think could 
encourage a rebound in U.S.  
IPO numbers?

 There are always things that Congress 
could do if it wanted to. The JOBS act 
has made it somewhat easier to go 
public. It has reduced the cost of being 
a public company and reduced the 
requirements of an IPO. The confidential 
submission process has certainly made it 
easier to go public, because it used to be 
that the only way you could start the clock 
with the SEC was publicly filing something 
that the whole world could see.

But while the JOBS Act has helped, 
at a Congressional level there are 
some things that could be done. They 
could amend the Act, for example, to 
increase the size and the number of 
companies that can take advantage of 
it. They could also amend the Private 
Securities Litigation Reform Act of 
1996. The law provides a safe harbor 
for forward-looking statements that 
public companies make, raising the 
difficulty of suing them through class-
action litigation. That currently does 
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not provide a safe harbor in the case 
of IPOs – but Congress certainly could 
amend that to apply to IPOs as well.

Not everything requires Congressional 
approval, however. One thing we’ve 
seen from the head of the SEC and 
the head of corporate finance of the 
SEC is that the Commission is working 
constructively with issuers right now 
to be responsive in the IPO process 
– to move things along more quickly. 
They are working collaboratively with 
companies to address the legitimate 
concerns of the investors and issuers, 
and moving more quickly with reviewing 
the SEC filings.

 Smaller deals performed better in 
2017, and overall the Renaissance 
IPO ETF went up 33% in 2017. Do 
you think most investors are aware 
of the strong performance of these 
other, less prominent debuts?

 I think it is always a challenge for smaller 
companies. Another company that I can 
point to is one of our 2016 IPOs for a 
software company called Impinj. That was 
a rather small company from a revenue 
standpoint, but the IPO did quite well. 
Again, I think there is appetite for these 
deals. I think it's a fallacy that you have 
to be well over US$100m in revenue to 
go public – I think there is appetite for 
smaller IPOs. It's a question of finding 
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the right investors and positioning the 
deal properly. I think there is a growing 
awareness. Investors, obviously we've 
just wrapped up 2017. They can see the 
stats and the performance of the IPO 
class. We do believe that investors are 
hungry for more issues and more IPO 
activity, and eventually that will result in  
a better IPO market over 2018 and for the 
next couple of years.
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