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Through this paper, an attempt has been made to empirically explore the performance and determinants
of underpricing of Initial Public Offerings (IPOs) in the Indian market. IPOs are one of the largest
sources of capital for the firms to invest in the growth opportunities. It encourages investment activities in
an economy by mobilizing funds from low growth opportunities to high growth opportunities. It has been
observed that IPOs are underpriced in most of the countries but its measure varies from issue to issue
and country to country. This is an empirical study which aims to examine the performance of Indian
IPOs which are listed on National Stock Exchange, India. The underpricing of IPOs is a serious problem
for any economy. The present study on 271 IPOs for the period of 1999 to 2012 found that approximately
84.5 percent of IPOs were underpriced and average underpricing during this period was 30 percent. The
objective of the study is to examine the performance of Indian IPOs (listed on National Stock Exchange)
on trading day and on 30th day after the listing, secondly to find out the various determinants which affect
the IPO performance and lastly the impact of these determinants on the performance of the IPOs on 1st

day of trading and on 30th day (short term performance) after listing.

INTRODUCTION
A business firm can raise capital from both, the private and public sources. The

private sources include relatives, banks, financial institutions, private placement etc., for
raising capital in any form – debt or equity or both. When a firm offers its shares to the public
for the first time, it is called an Initial Public Offering (IPO). An issuing firm has many
advantages of raising equity through an IPO which is not available if it raises equity through
the private sources. The firm can raise a larger amount of equity, get listed on the stock
exchange(s) which can make shares more liquid through trading in the secondary capital
market and this listed stock can be used for merger and acquisition deals. The advantages of
IPOs over the other sources of capital make it very attractive for any business firm. There are
two types of costs incurred by the firm which chooses IPOs for raising funds. While the
direct costs are printing, accounting, auditing expenses, legal and underwriting fees, the
indirect costs are dilution of the existing ownership, time taken in the issue process,
disclosure of the financial and other information to the stock exchange(s), pressure of
maximizing shareholders’ wealth, and underpricing of IPO. When the offer price of IPO
shares is less than the equilibrium price (true value) of the shares on the listing day, it is
called underpricing of IPO. The degree of underpricing may differ for different IPOs. It is the
cost of raising funds for the firm because the firm gets less amount of capital than it would
have got as per the worth of the shares (reflected in closing price of the issue on the listing
day). Therefore the amount of underpricing of IPOs is the money left on the table by the
issuers. The tendency of high underpricing in the primary market discourages IPOs issued by
those companies which cannot afford or do not want underpricing or to leave money on the
table. While on the other hand, it creates arbitrage activities in the secondary and grey market.
Underpricing of IPOs thus hampers the growth opportunities and creates instability in the
secondary market. There are many theoretical explanations to underpricing, which has been a
favorite topic of research for academicians across the world. It is expected that this study
would help to predict the underpricing of an IPO on the basis of different variables which will



© Apeejay Journal of Management and Technology

January2014, Vol.9, No.1

help in explaining the underpricing of IPOs in India. This is an empirical study on
underpricing of IPOs listed on the National Stock Exchange (NSE) through book-building
mechanism.

REVIEW OF LITERATURE
Hamdi et al. (2013) investigated the return behaviour of Privatization Initial Public

Offerings (PIPOs) in Europe over both the short- and long-run horizons. The study used 162
PIPOs over the period 1986-2008. The author explained that PIPO sample achieves positive
returns in the first month. The analysis of cumulative abnormal returns reveals the superior
performance of the PIPO firms in the short-term, as compared to the matching firms.
Chambers and Dimson (2009) by using Multiple Regression Analysis study of U.K. IPOs
shows that under-pricing of public offers rose markedly from 3.80 percent in the pre-World
War II period to 9.15 percent in the post-World War II period ending in 1986. It was
observed that investment banks were reluctant to retain issue methods that mitigate under-
pricing. Rizwan and Khan (2007), using Ordinary Least Square regression, explained that
privatization IPOs were statistically significantly under-priced more than the private sector
IPOs in the short run, larger firms experience higher initial excess return and the long-run
share price performance of public sector IPOs had been remarkably better than the private
sector IPOs in Pakistan's market. Zheng and Stangeland (2007) found that when firm’s
quality by growth rates in either sales or EBITDA is measured, the firms with greater under-
pricing had higher quality. Under-pricing is not significantly related to growth in earnings of
IPO firms. Hanley (1993) examined that the underpricing is positively related to revisions
in the offer price from the filing of the preliminary prospectus to the offer date. The
final offer price only partially adjusts to new information. The result is that issues that
have positive revisions in the offer price and good information revealed are
significantly more underpriced than other. Levis (1993) found consistency with U.S.
results, the UK evidence showed that the level of IPO underperformance was economically
and statistically significant. Relative underperformance probably continued beyond the third-
year anniversary of their public listing. Carter and Manaster (1990) concluded that greater the
proportion of informed capital participating in an IPO, the greater was the equilibrium price
run up. Specifically, a significant negative relation was found between underwriter prestige
and the price run-up variance for the IPOs they market. Kayani and Amjad (2011)
investigated that the average under-pricing of the Pakistan’s IPOs is 39 percent. Initial return
is found to be positively related to the investor interest in Pre-IPO demand to offer ratio. The
over-subscribed IPOs earn significant and higher initial abnormal returns to investors. The
under-priced IPOs have constantly high-trading volume than overpriced IPOs in the first 30
days of IPO listing. The additional control variables which influence the level of under-
pricing in Pakistan include offer size, ex ante uncertainty, firm size and float, whereas float
was found to be the single most important variable in determining the under-pricing. Beatty
and Ritter (1986) found that underpricing equilibrium is enforced by investment banker. An
investment banker who cheats on this underpricing equilibrium will lose either potential
investment (if it doesn’t under-price enough) or issuers (if it under-prices too much), and thus
forfeit the value of its reputation capital. Huang (1999) investigated that the IPOs are
significantly underpriced. The initial risk-adjusted excess return is 42.6 percent from the
listed day until the first non-limit trading day. The initial risk-adjusted return is positively
related to the oversubscription ratio. The aftermarket performance is consistent with the
efficient market hypothesis. And the long-run performance of IPOs is not related to the initial
risk-adjusted return. Tsangarakis (2004) found that Greek IPOs had on average large positive
initial returns, an evidence of under-pricing. This evidence is also supported by the positive
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one-year returns in relation to offer prices. Returns computed one year after listing in relation
to the first trading day price are positive. Li and Hovey (2001) observed that firms with
higher initial IPO returns are valued more highly by investors, and are expected to provide
superior future earnings and returns. Furthermore, the market values legal person and foreign
ownership and expect these to enhance performance. Chordia and Swaminathan (2000) found
that daily and weekly returns on high volume portfolios lead returns on low volume portfolios,
controlling the firm size. This study explained that these patterns arise because returns on low
volume portfolios respond more slowly to the market information. Gallant et al. (1992) found
the positive correlation between conditional volatility and volume, large price movements are
followed by high volume and after conditioning on lagged volume, there is a positive risk-
return relationship. Mayur and Kumar (2006) found that negative and statistically significant
relationship exists between age and probability of IPOs which shows that companies go in for
IPO at much younger stage and larger and profitable companies are more likely to go for
public. Nandha and Sawyer (2002) found that earning per share projections are significant
determinants of the underpricing, but size is negatively related to the underpricing. The
strength of association between the ex-ante uncertainty and information asymmetry proxies
and the level of underpricing varies between par and premium issues. Seal and Matharu
(2012) compared five-year buy-and-hold returns on IPOs and Seasoned Equity Offering
(SEOs), calculated the cumulative abnormal returns and examined that the average 5-year
buy and hold return for IPOs is 156.79 percent as compared to the average return of 427.33
percent from the comparative sized firms. The IPOs are generating much lower returns. The
average 5-year buy and hold return for SEOs is 208.53 percent which is higher than the
returns generated by the size matched firms which have generated an average return of
145.92 percent. So Indian SEOs have outperformed the matching portfolio.

OBJECTIVES OF THE STUDY
In the past, many studies had been conducted on the performance of IPOs all over the

major stock market, which have revealed various factors having influence on the performance
of the IPOs. The need of this research is to study the performance of IPOs which are listed on
the National Stock Exchange of India. From the earlier studies, it was found that there is a
need to know the major impact of determinants on the underpricing of IPOs. Hence, the study
would look into deeper knowledge of impact of Indian IPOs underpricing and find the
various factors which affects the performance of IPO including the factors defined by the
previous researchers. It is important to study whether or not the market sentiment surrounding
the listing of IPO candidates can explain the magnitude of first day returns. This study
contributes to the literature by investigating the factors that influence on the performance of
IPO.

This paper is an attempt to find out the performance of sector wise IPOs on the first
trading day and 30th day of listing. Further overall performance of Initial Public Offering is
evaluated for the listing day and the 30th day. Besides, an attempt has been made to find out
the effect of various determinants which affects the performance of IPO on first trading day
and on 30th day of listing day.

RESEARCH METHODOLOGY
Multiple regression analysis is used to test the effects of n independent (predictor)

variables on a single dependent (criterion) variable. Regression analysis measures the degree
of influence of the independent variables on a dependent variable. In general, the multiple
regression equation of Y on X1, X2, …, Xk is given by:

Y = b0 + b1 X1 + b2 X2 + …………………… + bk Xk
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The study used a sample of 440 companies which got listed on NSE between 1999 to
2012, out of which 169 companies were excluded because of the non-availability of data,
Follow on Public Offers (FPOs), issue drawn, delisting of the companies and non-operation
of the companies. So the final sample for the study was taken as 271. The data related to issue
price, closing price on the listing day, the year of listing, the date of listing, the date of offer
closing, the closing Nifty on the offer closing day, the closing Nifty on the listing day, and
the opening price on the listing day are collected from the website of the National Stock
Exchange (NSE).

The multiple regression has been used to determine the effects of the determinants on
IPO and the formula used is as following-
P0= β0 + β1(Size)+ β2(Age)+ β3(Market volatility) + β4(leverage ratio) + β5 (Ex-ante)+ β6

(Delay Listing)+
Where, is the error term, Po is the dependent variable for testing the hypothesis that

is underpricing of IPOs. Underpricing can be defined as the percentage difference between
the first day’s listing price and the offer price of the IPO share [(Pi - P0)/P0) * 100] where Pi is
the closing price and P0 is the opening price. It captures the difference between investors'
willingness to pay and the actual receipt of the issuers.

Size= Offer Size of IPO, Age= Age of the firm (number of years in the business),
Market Volatility (MV) = the difference in the closing and opening price of Market (Nifty),
Leverage Ratio = book value of long term debts to the paid up equity capital of the firm on
the IPO date. Pre-IPO debt equity ratio signals the financial risks of the firm, Ex ante
uncertainty (Ex-ante)= Ex-post standard deviation of the market price for the initial twenty
trading days have been used as proxy for ex-ante uncertainty for the after-market
performance of IPOs. It indicates the volatility of the IPOs in the post-listing scenario, Delay
Listing=Listing time lag between listing date and offer date, Listing delay is the number of
days between offer closing day and listing day.

RESULTS AND DISCUSSIONS
Considering the overall sectoral performance during the first day of trading, majority

of the companies were underpriced by 79.33 percent i.e. out of 271 companies 215 were
underpriced and remaining 56 were overpriced (Table 1). After a period of 30 days from first
day of trading on National Stock Exchange (NSE), majority of companies that were
underpriced had shown a reverse trend in the performance by declining to 45.38 percent from
79.33 percent. It can be interpreted that the companies deliberately under price their stock
initially so as to have higher subscription of their IPO. In the long run they begin to overprice
their stocks to gain higher returns from the market.

TABLE 1
Performance of Sector wise Indian IPOs on Listing Day

Sector Total Underpricing Overpricing Underpriced
Percentage

Construction 28 6 22 21.48
Financial services 15 13 2 86.67
Information technology 29 26 3 89.65
Media 15 15 0 100
Pharmaceutical 16 12 4 75
Real estate 11 10 1 90.9
Textile 23 16 7 69.56
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Power 17 16 1 94.11
Steel 13 13 0 100
Miscellaneous 104 88 16 85.61
Total 271 215 56 79.33

TABLE 2
Performance of Indian IPOs on 30th day of Listing

Sector Total Underpriced Overpriced Underpriced
Percentage

Construction 28 12 16 42.85

Financial services 15 4 11 26.67
Information technology 29 17 12 58.62
Media 15 8 7 53.33

Pharmaceutical 16 7 9 43.75

Real estate 11 7 4 63.64

Textile 23 8 15 34.78

Steel 13 6 7 46.15

Power 17 4 15 23.52

Miscellaneous 104 52 52 50

Total 271 123 148 45.38

Construction: From Table 1, it was found that in the construction sector, 21.48 percent
companies were underpriced. On the 30th day after first trading of IPO, the construction
sector has shown the reverse trend in the performance of return by increasing the overall
underpricing rate to 42.85 percent from 21.48 percent i.e. companies that were initially
overpriced shifted to underpriced category (Table 2).
Financial Services and Information Technology: In these sectors, companies’ shows low
performance of IPO on the listing date. The trend here explains that companies intentionally
underprice their IPOs so that their shares can be subscribed fully by the investors and as the
time passes, companies overprice securities to earn higher profits from trading in the
secondary
Media: Media sector companies’ shows 100 percent low performance of IPO on the listing
date in Table 1 i.e. 15 out of 15 companies were underpriced on first day of trading, and
while on the 30th day of listing sector’s performance was balanced. It can be concluded that
companies were improving performance because the number of companies that were
overpriced and underpriced are equal in number (Table 2).
Pharmaceutical: In pharmaceutical sector, the companies’ performance of IPO on the listing
date is low, as Table1 shows 75 percent of the companies were underpriced i.e. 12 out of 16
companies were underpriced on first day of trading, figures were quite similar to the IT sector,
the companies of pharmaceutical sector also reverses the trend on the 30th day of listing by
improving its performance as the majority of companies were falling in the overpricing
basket from underpricing (Table 2).
Steel: Table1 shows that in the steel industry, all the companies (100 percent) which issue
IPOs were underpriced i.e. 13 out of 13 companies were underpriced. It can be interpreted
that steel industry IPOs were underpriced with the intention of oversubscribing their stock by
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issuing them at lower price and take advantage in the long run due to rise in the demand for
their stock, which makes it clear from Table 2 i.e. after 30th day of listing of the stock the
stocks are overpriced. 7 out of 13 companies were overpriced after 30th day of issue.
Power: In the power sector, 95 percent of the IPOs issued were underpriced i.e. 16 out of 17
companies were underpriced on the 1st day of listing of IPOs. The issue might have been
underpriced by the promoters to take advantage of the market by issuing the stocks at lower
price.
Textile: 75 percent of IPOs issued by the companies in the textile industry were underpriced
i.e.16 out of 23 were underpriced on the 1st day of the listing of the IPOs. The textile sector
was underpriced in the beginning of the issue but on the 30th day form the day of listing the
stocks were overpriced i.e. only 8 out of 23 is underpriced.
Real Estate: On the 1st day of listing, 90 percent of the stocks were underpriced .i.e. 10 out
of 11 companies were underpriced. It can be analyzed that real estate sector was underpriced
in the initial stage due to uncertainty of being fully subscription of issue, the company issue
the stocks at lower price so that they can get the subscription for their issue.

FIGURE 1
Number of IPOs per Year

Figure 1 shows that number of companies going for IPOs started increasing from
2005 to 2007. In 2007, the number of IPOs in India is highest because the financial market
was at its peak. In the year 2008, the IPOs are decreased because of the crisis in worldwide
market.

FIGURE 2
First Trading Day Performance of Indian IPOs
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Figure 2 shows that Media sector has highest number of IPOs which are underpriced
on the first trading day, similarly information technology also registered more underpriced
IPO compare to construction sector in which IPO were majorly overpriced.

FIGURE 3
30th Day Performance of Indian IPOs

Figure 3 shows that after 30 days of trading most of the sectors showed reverse
performance compared to the first day performance. Media sector showed the balanced
performance on 30th day which showed 100 percent underpriced on the listing day.
Regression Equation for underpricing on day 1-

P0= β0 + β1(Leverage Ratio)+ β2(Ex-ante)+ β3(Age of the firm) + β4(Offer size) + β5

(Delay Listing)+ β6 (Market volatility)+

Table 3
Determinants of Underpricing on Day 1 from the Year 1999 to 2012

Degree of Underpricing 18.105-0.008 β 1+0.038 β 2-0.173 β 3-0.002 β4+0.462 β5+5.594 β6

(12.125) (.052) (.298) (.411) (.005) (.052) (4.711)
[1.493] [-.151] [.128] [-.422] [-.395] [8.884] [1.188]

{-.008} {.007} {-.023} {-.021} {.479} {.064}

Note: R2 = 0.238 F =13.663, β 1 = Leverage ratio, β 2= Ex-ante, β 3= Age of the firms in years, β 4 = Offer size in crores,
β 5=Delay listing in days, β6=Market volatility; Figures in round brackets shows Standard Errors; Figures in square
brackets shows t-values; Figures in curly brackets shows beta values

Table 3 shows the determinants of under pricing of IPO on trading day. R-square 23.8
percent indicates that the under pricing depends around 23.8 percent on the leverage ratio, ex-
ante, age of the firm, offer size of IPO, delay listing and market volatility. The positive sign of
the regression coefficient for ex-ante, delay listing and market volatility implies that as the
deviation of closing price of stock, the number of days taken in listing and the market return
on listing day increases, the under-pricing increases. As per the capital structure theories, it
was assumed that low pre-IPO leverage firms are high value firms. Therefore negative
coefficient for leverage indicates that IPOs of high value firms (low leverage firms) were
more underpriced. The result is consistent with Shelly and Singh (2008), who found issue size
as an insignificant variable of under pricing for IPOs. As index volatility also has a positive
impact on under pricing, high market volatility increases the risk in the market; therefore the
firms need to under-price to attract investors.
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TABLE 4
Correlation between Variables on Listing Day from the Year 1999 to 2012

Market Volatility Age of firm Delay Listing Offer Size Leverage Ratio Ex-ante

Market Volatility 1

Age of Firm -.010
(.410)

1

Delay Listing -.033
(.288)

.027
(-.025)

1

Offer Size .041
(.241)

.000
(-.002)

.018
(.375)

1

Leverage Ratio -.018
(.379)

-.057
(.174)

.006
(.455)

.007
(.448)

1

Ex-ante .052
(.183)

.073
(.117)

.022
(.356)

-.024
(.333)

-.002
(.478)

1

Table 4 shows that there is a negative correlation between market change, age of the
firm, delay listing and leverage ratio which means they are inversely related to each other.
Negative correlation is also found between age of the firm and leverage ratio and between ex-
ante, issue size and leverage ratio. But there is a positive correlation between age of the firm,
delay listing, issue size and ex-ante that shows there is strong relationship between them.
Market volatility is found to be correlated with issue size and ex-ante. Age of the firm does
not have any relation with issue size but is positively correlated with ex-ante. In equilibrium
age of the firm is found to be insignificant with delay listing and offer size.

Regression equation for BHAR-
P0= β0 + β1(Leverage Ratio)+ β2(Ex-ante)+ β3(Age of the firm) + β4(Offer size) + β5 (Delay
Listing)+ β6 (Undepricing)+

TABLE 5
BHAR on the 30th day of Trading

Degree of BHAR = -4.604 -.009 β 1 +.427 β 2 +.024 β 3 +.001 β 4 +.013 β 5 -.023 β 6

(5.497) (.023) (.134) (.185) (.002) (.027) (.028)
[-.838] [-.377] [3.180] [.129] [.517] [.471] [-.834]

{-.023} {.193} {.008} {.031} {.032} {-.058}
Note: F = 1.887 R2= 0.041; β 1 = Leverage ratio, β 2= Ex-ante, β 3= Age of the firms in years, β 4 = Offer size in
crores, β 5=Delay listing in days, β 6=Underpricing (T=1); Figures in round brackets shows Standard Errors;
Figures in square brackets shows t-values; Figures in curly brackets shows beta values

Table 5 shows the results of overall regression for determining BHAR on 30th day
from the listing day with R-square to be 4.1 percent. It indicates that the BHAR depends
around 4.1 percent on the leverage ratio, ex-ante, and age of the firm, offer size of IPO, delay
listing and Market volatility. The positive sign of the regression coefficient for ex-ante, age of
the firm, offer size of IPO and delay listing implies that as the deviation of closing price of
stock, the age of the firm, the offer size of the IPO and the number of days taken in listing
from offer date increases, the buy and hold average return on the stock also increases. The
negative sign shows the inverse relation of leverage ratio and under pricing on listing day with
Buy and Hold Return.
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TABLE 6
Correlation between Variables on the 30th Day of Listing
Underpricing
T=1

Ex-ante Leverage Ratio Offer Size Age of the
Firm

Delay
Listing

Underpricing
T=1

1

Ex-ante -.004
(.459)

1

Leverage
Ratio

.008
(.426)

.000
(.478)

1

Offer Size .027
(.294)

-.026
(.333)

.008
(.448)

1

Age of the
Firm

.025
(.283)

.073
(.117)

-.057
(.174)

.001
(.486)

1

Delay Listing -.481
(.000)

.023
(.356)

.001
(.455)

.003
(.375)

.011
(.339)

1

Table 6 shows that there is a negative correlation between under pricing on listing day,
age of the firm and delay listing which means they are inversely related to each other.
Negative correlation is also found between ex-ante and offer size and between leverage ratio
and age of the firm. However, there is a positive correlation between age of the firm, delay
listing, issue size and ex-ante that shows there is strong relationship between them. It was
found that there is no relation between leverage ratio and ex-ante.
Regression equation on under pricing on 30th day of listing day-
P0= β0 + β1(Leverage Ratio)+ β2(Ex-ante)+ β3(Age of the firm) + β4(Offer size) + β5 (Delay
Listing)+ β6 (Market volatility)+

TABLE 7
Determinants of Underpricing on 30th Day from Listing

Degree of Underpricing = -4.988 -.008 β 1 +.424 β 2 +.030 β 3 +.001 β 4 +.002 β 5 +.325 β 6
(5.482) (.023) (.135) (.186) (.002) (.024) (2.198)
[-.910] [-.355] [3.141] [.162] [.576] [.069] [.148]

{-.022} {.191} {.010} {.035} {.004} {.009}

Note: F = 1.745 R2 = .038; β 1 = Leverage ratio, β 2 = Ex-ante, β 3= Age of the firms in years, β 4 = Offer size in
crores, β 5=Delay listing in days, β 6 = Market Volatility (T30); Figures in round brackets shows standard
errors; Figures in square brackets shows t-values; Figures in curly brackets shows beta values

Table 7 shows determinants of underpricing on 30th day from listing. R-square 3.8
percent indicates that the underpricing on 30th day depends around 3.8 percent on the
leverage ratio, ex-ante, age of the firm, offer size of IPO, delay listing and market volatility.
The positive sign of the regression coefficient for ex-ante, age of the firm, offer size of IPO,
delay listing and market volatility implies that as the deviation of closing price of stock, the
age of the firm, the size of IPO offered, the number of days taken in listing and the market
return on listing day increases, the underpricing increases. According to the capital structure
theories, the low pre-IPO leverage firms are high value firms. Therefore negative coefficient
for leverage indicates that IPOs of high value firms (low leverage firms) are more
underpriced.
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TABLE 8
Correlation between Variables on the 30th Day of Listing

Market Volatility
(T30)

Delay Listing Leverage
Ratio

Age of the
Firm

Ex-ante Offer
Size

Market
Volatility (T30)

1

Delay Listing
(in days)

.037 (.264) 1

Leverage ratio -.047 (.213) .004 (.455) 1
Age of the firm -.040 (.216) .025 (.339) -.055 (.174) 1

Ex-ante .075 (.114) .027 (.356) -.004 (.478) .070 (.117) 1

Offer Size (in
Crores)

-.134 (.015) .014 (.375) .014 (.448) .006 (.486) -.036 (.333) 1

Table 8 shows there is a negative correlation between market change, leverage ratio,
age of the firm and offer size of IPO which means they are inversely related to each other.
Negative correlation is also found between age of the firm and leverage ratio and between ex-
ante and offer size of IPO. Positive correlation between variable there is strong relationship
between them.

According to the T-value in the regression output, the study found that only leverage
ratio is significant in steel sector, market volatility in financial services, leverage ratio and
Ex-ante in construction sector, Offer size and market volatility in IT sector, leverage ratio,ex-
ante, age of the firm and offer size in textile sector and leverage ratio, Ex-ante and age of the
firm in power sector.

FINDINGS OF THE STUDY
Underpricing on the listing day on overall sector was found 79.33 percent which

declined to 45.38 percent, concluding that companies underprice their stock initially so as to
have higher subscription of their IPOs and in the long run they start to overprice their stocks
to gain higher returns from the market. Construction and Financial Services sector was found
to be underpriced by 21.48 percent and 86.67 percent which drastically fluctuated to 42.85
percent and 26.67 percent respectively. This depicts that the companies that were initially
overpriced shifted to underpriced and vice- versa. In the financial services sector, Indo Thai
Securities on the first day was underpriced at 2.75 percent while on the 30th day company was
overpriced by 63 percent. The trend here explains that companies intentionally underprice
their IPOs so that their shares can be subscribed fully by the investors and as the time pass
companies overprice securities to earn higher profits from trading in the secondary market
Underpricing in IT sector declined from 89.65 percent to 58.62 percent. It can be assumed in
IT sector that companies intentionally underprice their IPOs so that their shares can be
subscribed fully by the investors and as the time passes companies overprice securities to
earn higher profits from trading in the secondary market. Media sector and Steel proved itself
exceptionally different. 100 percent underpricing was found in these sectors. Since, on the
30th day of listing media sector’s performance is balanced, it can be said that companies in
media sector are improving its performance as the number of companies that are overpriced
and underpriced are equal in number approximately. While, in steel industry, IPOs were
underpriced with the intention of oversubscribing their stock by issuing them at lower price
and take advantage in the long run due to rise in the demand for their stock. Pharmaceutical
and Power sector were underpriced by 75 percent and 95 percent respectively. The issue
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might have been underpriced by the promoters to take advantage of the market by issuing the
stocks at lower price. In the short run, the percentage of underpricing decreased to 43.75
percent and 23.52 percent which directly explains that the intention of the company is to
generate profit. The textile sector was found to be underpriced in the beginning of the issue
but on the 30th day form the day of listing the stocks was overpriced. Real estate sector was
found to be underpriced in the initial stage due to uncertainty of being fully subscribed, the
company’s issue the stocks at lower price and underprice their issue so as to get the
subscription for their issue and when the market absorbs the stocks then they were overpriced.
The number of companies going public started increasing rapidly from 2000 to 2007 and was
found to be highest in 2007. While, due to depression in the year 2008 it subsequently started
decreasing.

Independent variables i.e. leverage ratio, age of the firm, offer size, ex-ante, delay
listing and market volatility were able to explain around 23.38 percent of underpricing which
means 76.61 percent of underpricing is affected by different variables. Age of the firm was
found to be insignificant with delay listing and offer size.The regression on Buy and Hold
average return showed that the variables which explained underpricing on listing day was able
to explain only 4.1 percent. Underpricing on 30th day declined from 23.38 percent to only 3
percent which certainly describes that companies do underpricing intentionally to gain profit.
According to the T-values, it was found that only one or two variables are significant in
different sectors like leverage ratio was found significant in Steel sector, market volatility in
financial services, leverage ratio and ex-ante in construction sector, offer size and market
volatility in IT sector.

CONCLUSIONS OF THE STUDY
Research attempts to examine the performance of IPOs listed on NSE. The study

presents evidence on performance of IPOs on the initial day of listing i.e. 1st day of listing of
271 companies listed on NSE. The study reports that 79.33 percent of the IPOs issued were
underpriced on the day of listing. It suggests that the high initial return may be due to the over
expectation of investors. The study also evaluated the performance of IPOs on the 30th day
from the day of listing which reported only 45.38 percent underpricing. It concludes that on
30th day the expectation of the investors gets decreased. The independent variables i.e. age of
the firm, ex-ante, market volatility, leverage ratio, are able to explain 23.8 variability of the
underpricing. The sector analysis of IPOs provided that information technology, power ,steel,
real estate are the sector where the IPOs were underpriced heavily i.e. 90 percent and above
companies of these sectors were underpriced on the initial day of listing. It can be interpreted
that IPOs are risky and thus fail to attract more interest from the investors. To attract more
interest of the investors the companies deliberately underprice their issue to gain profit from
their investors. IPOs might be perceived to be more risky and uncertain at the time of issue
which results in greater underpricing. Issuing firms could be able to make a trade-off in the
short-term underpricing and long-run underperformance.
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