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Pattern and Determinants of Long –Run Performance of IPOs in India

Neeta Jain1    Hema Verma2    Selvalakshmi. M3

Initial Public Offering (IPO) research documented across the countries shows that it has been a favorite topic of research 
among academicians. Still some major issues of IPO which remains unsolved are: Determinants of Underpricing, long 
term performance, its impact on other issues. IPO pricing differs across countries and time. It depends on the country 

micro structure of the market among countries makes the applicability of IPO research easier across countries. Earlier 
IPO underpricing was a major problem but now a days overpricing is also seen in the IPO market. IPO research helps 

IPOs. Follow on Public Offerings (FPOs) have also been a research topic but the difference between severity of problem 

There are several theories of IPO pricing which are empirically proved to be true across many countries. The 

discussed in detail in the section of Literature review. The present study analyzed the initial returns of IPOs listed in 

Key words : IPO, Book-Building, Long-run performance, offer documents, IPO research.

INTRODUCTION

in two parts: Private sources and Public sources. 
Private sources are own wealth, earnings of the 

etc. Public source is raising funds from the public. 

reveals its value in the market and on the other 

The international phenomenon is that valuation 
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Moreover the effect of pricing of the initial public 
offerings is not limited to these two parties. 
The pricing of initial public offerings affects 

from low growth opportunities to high growth 

low offer price is an indirect cost of fund raising 

the deviation from the true value of the issue. 

two broad categories: Initial Public offerings 

shares to the public subsequent to IPO then it 
is called further public offerings or follow on 
public offerings. The pricing of the issue has 
different implication for these two kinds of public 

little information regarding such companies, 

initial public offerings in India.

studied IPOs of several countries and found that 
underpricing is an international phenomenon 
but the degree of underpricing differs from 

different binding regulations, contractual 
mechanisms, and the characteristics of the 

shows that still these countries are facing a 

problem of high average initial return. The given 
data shows that China is having the maximum 

been found that the Initial Public Offerings are 

explanations to underpricing as well as it has 
been a favourite topic of empirical research for 
academicians across the world.

The underpricing and overpricing are the 

method across countries. The author reported 

in smaller countries where retail investors are 

The author, in contradiction to the popular belief 

expected underpricing and that the issuers 
prefer book building regardless of the change 
in underpricing levels. The auction method has 
advantage if the investors are scattered and well 

to put efforts to learn about a new issue. The 
author mentions that the issuer incurs the cost of 
information acquisition from the investors in case 
of both auction method as well as book building 
method. But both the methods are different in 
the sense that in book building issuer has greater 
control over information expenditures than in 

proceeds. Book building allows the underwriter 
to coordinate the informed and uninformed 
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to participate in the offering. 

Introduction of book building method in 
Indian Capital Market could not eliminate mis-

of underpricing of initial public offerings. One is 

knows better about the capital market than 
the issuer. Therefore issuer offers incentive to 

for revealing its superior information about the 
capital market. This lower price is an incentive 
for the investment banker who can sell the issue 

issuer and the banker causes the underpricing of 

more uncertain about the market demand of the 
unseasoned issue than for the seasoned issues. 
Therefore their need for investment bankers’ 
information about the market condition increases 
in the new issues and hence issuer’s willingness 
to accept underpricing for new issues is high.

argued that the reason of underpricing is 

informed and uninformed investors. Informed 

while uniformed investors get those issues which 
nformed investors, i.e., 

overpriced issues. Therefore to tempt uniformed 
investors to subscribe on average underpricing 

is required which is a compensation for getting 
allocation in overpriced issues.

underpricing. Therefore to signal high value of 

issue.

underpricing is a natural consequence of the 
premarket auction, in which investors reveal 

interest underwriter gives incentive to the 
investors in terms of underpricing. Now issue 

premarket indications of interest without 

is that the investment banker can bring higher 
proceeds from the regular clients.

underwriter and the prestigious underwriters to 

underpricing. 
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potential investors to purchase, which cascade 
positive information about the issue, because 

the result of underwriter’s price support until 

oversubscription and therefore rationing in the 
share allocation process is unfavourable to large 
applicants and in favour of small applicants to 
reduce control in the hand of outsiders.

because legal liabilities against investment 
banker and issuer increased after SEC,therefore 
underpricing or higher initial return became 
as implicit insurance against possible damages 

SEC maximum recoverable limit is offer price 
therefore lower offer price makes an insurance 

Literature review on Different methods of 

and auction method of pricing of initial public 
offerings. He concluded that book building 

investors and hence leads to less underpricing. 

has co-ordination between investors and the 
issuer while in auction without knowing how 

and investors must take decision. Moreover it 

Book building gives investors full information 
and time to evaluate the issue, which leads to 

advantage of book building over auction method 
is that in book building issuer has more control 
over information expenditure, hence more 
control over either underpricing or after market 

higher pre-IPO leverage are more underpriced 
.Moreover timing of offering also found to be 
important in China, if issue comes when the 

are low surrounding an IPO then underpricing 

capital structure and market conditions during 
an IPO.

that initial return or underpricing in India is 

which shows that in India speculation and risk 
are dominating the market fundamentals. In 

of underpricing in India, which indicates that 
underpricing depends on the issue characteristics 
also.
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found average market adjusted initial return 

introduce the method of gauging the potential 
demand before pricing the issue and to reduce 

that mean initial return on total IPOs offered in 

than retail allocation in IPOs and institutional 
allocation is greater in underpriced issues. 

institutional investors get high allocation from 

about the issue. The underwriters use the private 
information of these investors in gauging market 
demand.

found market adjusted average initial returns of 

found that average underpricing during the 

good for investors also because in the studied 

IPOs there is no relationship between initial 
return and long term return. That indicates that 

return of IPOs, on long term performance of 
IPOs.

banks are less underpriced compared to issues 

Because the prestigious investment banks are 
managing issues with the help of large number 

investment banks manage issues with larger 

that investors in India can have a presumption 

in India issue characteristics contributed to the 
degree of underpricing.

in India suffered from the excessive optimism 
and poor valuation because he found that high 
prices of new issues are not related with their 

opening return,  market conditions before IPO 

26th st
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with offer price towards upper end of the offer 
price band are more underpriced as compared 
to issues which are priced towards the lower 

found that in the after market short run investors 

issues. It shows that underpricing does not bring 

Thus from the prior research it is obvious 

issues than for book built IPOs. However on the 
other hand research on book built IPOs’ pricing 
still indicate high underpricing or overpricing. 
Therefore still pricing of IPO is a matter of 

of pricing of IPOs in Indian Capital Market.

This main objective will lead to the following 
sub objectives:

3. To see difference in short-run performance 

Overpriced IPOs

and BSE websites. I used linear regression 

TABLE 1 
Descriptive Statistics

Maximum 129.25%
Minimum –68.92%
Mean 6.74%
Standard Deviation 32.68
No of issues with negative initial returns 58
No of issues with positive initial returns 76
Total 134

Table 1 shows descriptive statistics of 134 

and 58 IPOs were overpriced. There was no IPO 
with fair pricing. The maximum underpricing 

This shows that maximum underpricing is much 
higher than the maximum overpricing during 

TABLE 2 
Year-wise No. of IPOs in the sample

Year No. of IPOs in the sample
2008 8
2009 30
2010 55
2011 14
2012 27

TABLE 3 
Year-wise Average Initial Returns (AIR)

Year Air
2008 4.5%
2009 14.17%
2010 10.41%
2011 -0.45%
2012 3.1%
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Table 3 shows the average initial returns 

Figure 1 : Average Initial Return

increased.

TABLE 4  
BHAR Day-wise

Day Average Returns (w.r.t Issue price)

Day 1 6.74%

Day 2 7.63%

Day 3 7.23%

Day 4 6.15%

Day 5 6.05%

Day 6 4.95%

Day 7 3.32%

Day 8 3.07%

Day 9 2.48%

Day 10 2.57%

Table 5 I have ategorised IPO in 2 categories 
overpriced IPOs and underpriced IPOs. 
Overpriced IPOs are the IPOs with negative 

can be seen that on avearge IPOs with negtaive 
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underpriced IPOs’ returns than in the overprices 
IPOs.

TABLE 5 
Day - wise after listing average returns for Overpriced and Underpriced IPOs till Day 10

Day - wise IPO Returns till Day 10

Overpriced IPOs Underpriced IPOs

Day No. of IPOs Avg Returns STD t value No. of IPOs Avg Returns STD t value

1.00 58.00 -19.32 17.25 -8.51 76.00 26.63 27.24 8.52

2.00 58.00 -19.95 19.53 -7.76 76.00 28.68 30.27 8.26

3.00 58.00 -20.83 19.78 -8.00 76.00 28.65 29.88 8.36

4.00 58.00 -23.01 20.23 -8.64 76.00 28.40 31.70 7.81

5.00 58.00 -23.16 21.48 -8.20 76.00 28.35 33.21 7.44

6.00 58.00 -24.57 21.79 -8.57 76.00 27.49 31.66 7.57

7.00 58.00 -24.97 22.10 -8.59 76.00 24.91 29.31 7.41

8.00 58.00 -25.15 22.85 -8.36 76.00 24.60 30.15 7.12

9.00 58.00 -25.69 23.21 -8.41 76.00 23.98 31.66 6.61

10.00 58.00 -25.92 23.45 -8.40 76.00 24.31 33.01 6.42
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Model 1: Listing day’s returns and Day 5’s 
returns 

C5 = + 1 C1

TABLE 6 
Regression Analysis : Model 1

Regression Equation : C5= 3.16 +1.10 C1

Predictor Coef SE Coef t

Constant -3.15 0.74 -4.28

C1 1.096 0.029 37.2

F = 1384.09 (0.000)

R-Sq(adj) = 93.0%    

N = 104 after removing outliers

In table 6 the results of model 1 shows that 

Model 2: Listing day’s returns and Day 10’s 
returns 

+ 1 C1

TABLE 7 
 Regression Analysis : Model 2

Regression Equation : C10 = –3.43 +1.21 C1

Predictor Coef SE Coef t

Constant -3.43 0.896 -3.83

C1 1.21 0.035 34.22

 F = 1170.84(0.000)    

R-Sq(adj) = 92.3%    

N = 97 after removing outliers

In table 7 the results of model 2 shows that 

2

Model 3 : Listing day’s returns and Day 5’s 
returns for Underpriced IPOs.

C5 = + 1 C1

TABLE 8 
Regression Analysis: Model 3

Regression Equation : C5 = 0.64 + 0.999 C1

Predictor Coef SE Coef t

Constant 0.637 1.519 0.42

C1 0.998 0.057 17.48

F = 305.44 (0.000)    

R-Sq(adj) = 82.6%    

N = 64 after removing outliers

In table 8 the results of model 3 shows that 

returns for underpriced IPOs. Positive value 

Model 4 : Listing day’s returns and Day 10’s 
returns for Underpriced IPOs.

+ 1 C1

TABLE 9 
Regression Analysis: Model 4

Regression Equation : C10= 2.62+ 1.01 C1

Predictor Coef SE Coef t

Constant 2.622 1.958 1.34

C1 1.012 0.07 14.45

 F = 208.70 (0.000)    

R-Sq(adj) = 78.2%    

N = 58 after removing outliers
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returns for underpriced IPOs. Positive value 

Model 5 : Listing day’s returns and Day 5 ’s 
returns for Overpriced IPOs.

C5 = + 1 C1

TABLE 10 
Regression Analysis: Model 5

Regression Equation : C5= -3.06 + 1.12 C1

Predictor Coef SE Coef T

Constant -3.056 1.538 -1.99

C1 1.12 0.059 19.02

 361.64 (0.000)    

R-Sq(adj) = 87.4%    

N = 52 after removing outliers

Model 6 : Listing day’s returns and Day 10 ’s 
returns for Overpriced IPOs.

+ 1 C1

In table 11 the results of model 6 shows that 

TABLE 11 
Regression Analysis: Model 6

Regression Equation : C10= -4.73 + 1.16 C1

Predictor Coef SE Coef T

Constant -4.729 2.12 -2.23

C1 1.16 0.081 14.23

F = 202.44 (0.000)    

R-Sq(adj) = 78.6%    

N = 55 after removing outliers

CONCLUSION 

that on average IPOs are underpriced in India. 
The degree of overpricing and no. of overpriced 
IPOs are less than degree of underpricing and 

overall sample as well as for separate categories 
of overpriced and underpriced IPOs. In future 

In future research can be carried out taking 
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