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ABSTRACT

IPO underpricing is an extensively researched topic in the field of finance as it has
important implications for the issuers, investors, and policy makers. It is the amount of
money that a company leaves (voluntarily or inadvertently) on the table for the investors.
Therefore, investors are always looking for an IPO that can provide them with some
listing gains. For policy makers, high IPO underpricing may cause concern because it
results in a highly volatile market. This phenomenon of IPO underpricing is a global
phenomenon that occurs across countries and over time. This may be why academia has

always been interested in knowing the reasons and factors affecting IPO underpricing.

This study comprehensively covers the Indian capital IPO market, consisting of
mainboard IPOs (246 IPOs) and SME IPOs (490 IPOs). Literature defines IPO
underpricing as the difference between the closing price on a listing day and the offer
price. This definition ignores the fact that the IPO passes through two unique and
distinctive markets, i.e., primary and secondary. Further, it is not possible to know the
amount of voluntary underpricing (if any) and underpricing due to market sentiments (if
any). Therefore, the study is motivated to develop a framework in which an IPO
underpricing can be disaggregated to voluntary, pre-market and post-market
underpricing in case of the mainboard IPO market and pre-market and post-market

underpricing in the case of SME IPO market.

First, the study explores the impact of various factors, including voluntary underpricing,
on the pre-market and post-market IPO underpricing in the mainboard IPO market.
Further, the impact of institutional investors (anchor investors) and lead manager (LM)

reputation is examined in the disaggregated framework, since literature does not have a



consensus on their impact on the IPO underpricing. Second, the impact of media
coverage, sentiments and economic policy uncertainty on the traditional and
disaggregated IPO returns are examined. For this, 3101 articles have been collected and
examined to calculate the sentiments. Third, the SME IPO market is analyzed to know
key differences between the mainboard and SME IPO markets. The impact of various
factors, including the economic policy index, is examined on pre-market and post-market
underpricing. It is crucial to analyze both markets separately as their rules and regulations
are different. Lastly, a case study is developed by considering two extreme cases of IPO

underpricing and overpricing.

The robust regression technique is employed to analyze the impact of different factors on
the IPO underpricing. This technique is helpful in dealing with the outliers effectively,
and outliers are very common in IPO data. T-tests are deployed to capture the differences
in long-term returns of IPOs with anchor investors, reputed lead managers and IPOs
without anchor investors, non-reputed lead managers, respectively. Sentiment analysis is
used to extract the sentiments out of the media articles. It used innovative 'bags of n
grams' instead of the 'bags of words' approach. Bag-of-words is an approach of natural
language processing (NLP) in which a string of words is represented as unigrams. The
case study method is used to develop a case study based on the two extreme cases of

underpricing.

The findings reveal that the investor subscription rate of the different types of investors
is significantly and positively related to the pre-market underpricing but does not
significantly impact the post-market underpricing. Further, a firm's age is positively
related to the pre-market underpricing, whereas it is negatively associated with the post-
market underpricing. Turnover on a listing day positively impacts the post-market
underpricing, signifying that divergence of opinions among investors drives the closing

Vi



price. Anchor investors participation in the IPO process increases the pre-market and
post-market underpricing. Thus, their participation and valuation act as a certificate of
quality to the market. The market responds positively to it. T-test reveals a significant
difference between the long term returns of the IPOs backed by anchor investors and
those not backed by anchor investors. Further, the regression analysis also highlights that
anchor participation is positively related to the one-year return. LM reputation positively
impacts the pre-market underpricing but does not significantly affect the post-market
underpricing and the long-term performance of the IPO. T-test results reveal no
statistically significant difference between the long term return of the IPO underwritten
by the reputed LMs, and the IPO underwritten by non-reputed LMs. The number of media
articles and EPU (economic policy uncertainty) cannot explain the traditional and
disaggregated IPO underpricing. The media sentiments are positively related to the
traditional IPO underpricing. In the case of disaggregated IPO underpricing, media
sentiments are positively related to the pre-market underpricing only. It provides

credence to the semi-strong form of efficiency in the Indian IPO market.

In contrast to the mainboard IPOs, the average long-term return of SME IPOs indicates
a positive trend. Like mainboard IPOs, investors’ subscription rate is positively
associated with the pre-market underpricing. Economic uncertainty is positively related
to pre-market underpricing and does not significantly affect post-market underpricing
and long-term returns. LM reputation is significantly positively associated with the pre-
market and post-market underpricing. T-test reveals that the long term return of IPOs
underwritten by the reputed LMs is significantly higher than the IPOs underwritten by
the non-reputed LMs. LM reputation, pre-market underpricing and post-market
underpricing are positively associated, whereas turnover, issue expense and issue size are

negatively associated with the one-year return. The case finding highlights the
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importance of media sentiments on the IPO underpricing. The impact of sentiment score
was observed on the IPO underpricing. Avenue Supermarts Limited was underpriced by
114 per cent, whereas Vaswani Industries Limited was overpriced (negatively
underpriced) by 64 per cent. The case indicates that media sentiments are like double-
edged swords for the investors, i.e., positive sentiments may provide bumper listing

gains, whereas negative sentiments may result in heavy losses.

The study provides different investment strategies to the investors for the mainboard and
SME IPO based on findings. It provides different entry and exit points to the investors to
maximize their returns and suggests whether to hold an IPO for the long term or not. The
study recommends that the issuer be cautious about media reporting, as media reporting
can significantly impact its IPO performance. The issuer should manage their conduct
appropriately, especially before one month of the listing. Any behaviour of the issuer
generating negative media coverage should be avoided. The issuer should try to have
anchor investors participate in their IPO because their presence sends a positive signal
about the quality of the IPO. The study recommends that the policymakers consider the
role of qualitative factors such as media reporting in the IPO process. They should make
sure that there is no connivance between the issuer and the reporting agency. In SME
IPOs, post-market trading activities are minimal, causing liquidity issues in the SME IPO
market. The policymakers can make some policies like giving tax incentives to the
investors trading on the SME platform to increase the liquidity in the market. In SME
IPOs, almost 90 per cent of the IPOs are based on a fixed price method for the pricing,
which is considered less efficient than the book-building method. Policymakers can make
some policies to promote the use of the book-building method by the SME firms, which

will help them in pricing their IPO.
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