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The best time to buy a company’s stock is when you can get in on the ground floor, at the
initial public offering. Right?

Wrong. Very wrong. A research paper published this year looked at 1,611 initial public
offerings from 2009 to 2019, measuring their return to investors over different time
spans. They found that the offerings of smaller companies underperformed the market by
42.77% in the first year after the IPO, by 89.26% after two years and by 113.91% after
three years. Larger companies underperformed by 14.59%, 27.74% and 25.57% one,
two- and three-years’ post-1PO.

The lesson, of course, is that many companies go public before they’re fully mature;
getting in on the ground floor tends to mean that you’re buying (to stretch the analogy) an
incomplete building that may or may not be built out the way you might have envisioned.
This study may also tell us that companies tend to be overhyped after they’ve pay Wall
Street brokers to sell those initial shares—but does anyone actually believe a wire house
firm would try to inflate the value of something its brokers are paid handsomely to sell?
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If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased

advice to our clients.
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