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Abstract. Initial Public Offerings (IPOs) serve as a critical mechanism for companies to raise capital and transition to public ownership. 
However, one of the most persistent and widely studied phenomena in IPO pricing is underpricing, where the offer price is deliberately set 
below market value, leading to substantial first-day listing gains. This study investigates the extent, determinants, and implications of 
underpricing in fixed-price IPOs in the Indian market. Using a dataset of 123 IPOs listed on the National Stock Exchange (NSE) between 
2015 and 2020, the research analyzes key factors influencing underpricing, including investor sentiment, firm characteristics, industry sector 
trends, and market conditions. The findings reveal that subscription rate is the strongest predictor of first-day returns, with highly 
oversubscribed IPOs experiencing significant listing gains. Additionally, IPOs launched in bullish markets and within high-growth sectors, 
such as technology and consumer goods, exhibit greater underpricing than those in financial services and manufacturing. However, while 
underpricing generates immediate gains, its long-term impact is often negative, as excessively underpriced IPOs tend to underperform over 
extended periods, suggesting overvaluation risks. This study provides valuable insights for investors, issuers, and regulators, emphasizing the 
need for balanced IPO pricing strategies. The research also highlights the role of SEBI’s regulatory framework in mitigating extreme 
underpricing while ensuring efficient price discovery in the Indian capital market. 
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1. INTRODUCTION 
Initial Public Offerings (IPOs) play a crucial role in a company’s financial trajectory, marking the transition 

from private ownership to public trading. Through IPOs, firms raise capital by offering shares to investors, 
allowing them to finance expansion, reduce debt and enhance market visibility. However, the pricing of IPOs is a 
critical factor that can determine the success or failure of an offering. One of the most well-documented 
phenomena in IPO pricing is underpricing, which refers to the deliberate setting of an IPO’s offer price below its 
expected market value. This practice often results in substantial first-day listing gains, benefiting early investors 
while leaving issuers with unrealized potential capital. Underpricing is widely observed in financial markets 
worldwide and has been a subject of extensive academic research, particularly in emerging economies like India. 

The Indian IPO market has undergone significant evolution, with regulatory bodies like the Securities and 
Exchange Board of India (SEBI) implementing mechanisms such as book-building to improve price discovery and 
transparency. Despite these efforts, fixed-price IPOs, where the offer price is pre-determined without market-
based price discovery, continue to exhibit considerable underpricing. Empirical studies suggest that underpricing 
in fixed-price IPOs is more pronounced compared to book-built offerings, primarily due to asymmetric 
information, investor sentiment, and demand-supply imbalances at the time of listing. Several high-profile Indian 
IPOs, including Zomato (2021), Paytm (2021), and LIC of India (2022), have experienced significant deviations 
between offer price and market price, raising questions about the efficiency of IPO pricing mechanisms in India. 

This study seeks to analyze the extent and impact of underpricing in fixed-price IPOs in the Indian market. 
By examining a dataset of 123 IPOs listed on the National Stock Exchange (NSE) between 2015 and 2020, this 
research aims to determine the key factors influencing underpricing and whether it leads to sustainable long-term 
returns for investors. The study also compares fixed-price IPOs with book-building IPOs to identify structural 
differences in pricing outcomes. Key research questions include: 

1. To what extent do fixed-price IPOs in India exhibit underpricing? 
2. What are the primary determinants of underpricing in the Indian IPO market? 
3. How do investor sentiment, firm characteristics, and industry trends influence underpricing? 
4. Does underpricing correlate with long-term IPO performance, or do early gains erode over time? 
5. How effective are regulatory interventions in minimizing underpricing and improving IPO pricing 

efficiency? 
Understanding these questions will provide insights for investors, issuers and policymakers, helping them 

navigate the complexities of IPO pricing and investment strategies. 
 
2. LITERATURE REVIEW 
2.1. Theories of IPO Underpricing 

The phenomenon of IPO underpricing has been extensively studied in financial literature, with several 
competing theories explaining why issuers and underwriters deliberately price IPOs below their intrinsic market 
value. One of the foundational theories is Rock’s (1986) Winner’s Curse Theory, which posits that underpricing is 
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a necessary strategy to attract uninformed investors. In IPO markets, informed investors can identify overvalued 
and undervalued stocks, leaving uninformed investors at a disadvantage. If IPOs were priced at their fair value, 
uninformed investors would receive disproportionately large allocations of poor-quality stocks, discouraging 
their participation. To compensate for this adverse selection problem, issuers deliberately underprice IPOs, 
ensuring strong investor demand and broad market participation (Rock, 1986). 

Another widely accepted framework is the Signaling Theory (Welch, 1989; Allen & Faulhaber, 1989), which 
argues that high-quality firms underprice their IPOs intentionally to signal their strong fundamentals. The 
theory suggests that firms that expect long-term success willingly leave money on the table during the IPO 
phase, believing that strong post-listing performance will enable them to raise additional capital at higher 
valuations in the future. This strategy builds investor trust and credibility, allowing firms to attract future 
investments at favorable terms. However, signaling theory also implies that low-quality firms cannot mimic this 
strategy because they lack the financial strength to sustain market confidence post-listing. 
The Information Asymmetry Hypothesis (Benveniste & Spindt, 1989) extends these theories by arguing that IPO 
pricing inefficiencies arise due to information gaps between issuers, underwriters, and investors. Issuers and 
underwriters possess superior knowledge about the company’s true value, while investors rely on limited 
financial disclosures and market speculation. To compensate for this knowledge gap, underwriters set lower IPO 
prices, ensuring that demand exceeds supply and creating a strong initial market for the stock. 
Empirical research has provided strong evidence supporting these theories. Hanley (1993) found that IPOs with 
high levels of underpricing often exhibit strong post-listing demand, reinforcing the role of information 
asymmetry in pricing decisions. Ritter & Welch (2002) further emphasized that underpricing is not just a 
consequence of market inefficiencies but a strategic tool used by firms to achieve long-term capital-raising 
objectives. 
 
2.2. Empirical Evidence of IPO Underpricing in India 

The Indian IPO market has consistently exhibited significant underpricing, particularly in fixed-price 
offerings. Studies by Banerjee & Bhat (2011) and Madhusoodanan & Thiripalraju (2009) confirm that Indian IPOs 
generate substantial first-day listing gains, with underpricing levels ranging between 20% and 40% on average. 
These findings align with global trends observed in emerging markets, where information asymmetry and 
speculative trading contribute to aggressive pricing distortions. 

A comparative study by Mishra (2010) analyzed the difference between fixed-price and book-building IPOs in 
India, finding that fixed-price offerings tend to be more underpriced due to the absence of market-driven price 
discovery. Unlike book-building IPOs, where institutional investors provide feedback on pricing through bidding 
mechanisms, fixed-price IPOs rely on predetermined valuations set by issuers and underwriters. This results in 
greater price inefficiencies and higher listing gains for investors, at the cost of lower capital raised by the issuing 
firm. 

A sectoral analysis by Krishnamurti (2002) found that technology and fintech IPOs experience the highest 
levels of underpricing due to strong investor sentiment and growth expectations. In contrast, financial services 
and manufacturing IPOs exhibit more moderate underpricing levels, reflecting differences in perceived risk and 
valuation stability. Studies by Clarke et al. (2016) suggest that market conditions at the time of listing also play a 
crucial role, with bullish markets leading to higher oversubscription rates and greater underpricing effects. 

The role of SEBI regulations in controlling underpricing has been examined by Madhusoodanan & 
Thiripalraju (2009), who found that regulatory interventions, such as mandatory disclosures and book-building 
requirements, have reduced extreme underpricing but have not eliminated it. The LIC of India IPO (2022) serves 
as a case study where regulatory oversight failed to prevent overvaluation concerns, leading to a post-listing 
decline despite initial underpricing. 
 
2.3. Comparison of Global vs. Indian IPO Trends 

While IPO underpricing is a common phenomenon worldwide, the extent and impact vary across markets. 
Studies by Ritter & Welch (2002) highlight that underpricing levels in developed markets such as the U.S. and 
Europe are generally lower (10%-20%) compared to emerging markets like India and China (30%-50%). The key 
differences arise from variations in regulatory frameworks, investor sophistication, and market liquidity. 

In developed markets, institutional investors play a dominant role in IPO pricing, reducing information 
asymmetry and ensuring efficient price discovery. In contrast, emerging markets rely more on retail investors, 
who often engage in speculative trading, exacerbating underpricing effects. Cheung et al. (2009) found that 
Chinese IPOs exhibit similar underpricing patterns to India, with strong government interventions affecting 
pricing strategies. 

This literature review establishes the foundation for analyzing the underpricing phenomenon in Indian IPOs, 
providing a theoretical and empirical basis for further investigation. The following sections will delve into the 
research methodology and empirical analysis to determine the extent and implications of IPO underpricing in 
India. 
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3. RESEARCH METHODOLOGY 
3.1. Data Collection 

This study utilizes a dataset of 123 Initial Public Offerings (IPOs) listed on the National Stock Exchange 
(NSE) between 2015 and 2020. The dataset is compiled from various secondary sources, including NSE, SEBI, 
Bloomberg, and company prospectuses. The selection criteria for the IPOs include: 

1. Inclusion of only fixed-price IPOs, excluding book-built offerings to maintain comparability. 
2. Availability of complete financial data, including offer price, listing price, and post-listing performance. 
3. Coverage of diverse industry sectors to analyze sectoral differences in underpricing behavior. 

 
3.1.1. Variables Considered 

To assess the extent and impact of underpricing, the study examines the following variables: 
 
3.1.2. Dependent Variables 

• First-Day Return (%): Measures the percentage difference between the offer price and the closing price 
on the first trading day. 

• Subscription Rate (x): Represents the level of investor demand, calculated as the number of times the IPO 
was oversubscribed. 

• Long-Term Performance: Analyzes one-year and three-year returns to assess sustainability. 
 
3.1.3. Independent Variables 

• Offer Price (₹): The price at which shares are issued to investors. 

• Listing Price (₹): The price at which shares start trading on the NSE. 

• Industry Sector: Categorical variable differentiating between Technology, Consumer Goods, Financial 
Services, and Manufacturing. 

• Firm Age (years): The number of years since the company’s incorporation before going public. 

• Market Sentiment: A qualitative factor assessing whether the IPO was launched in a bullish or bearish 
market phase. 

 
3.1.4. Statistical Techniques 
The study employs a combination of descriptive statistics and inferential analysis to examine IPO underpricing. 

1. Descriptive Statistics: 

• Mean, median, and standard deviation of first-day returns. 

• Frequency distribution of IPOs by industry sector and market sentiment. 
2. Correlation Analysis: 

• Identifies relationships between offer price, subscription rates, and first-day returns. 
3. Multivariate Regression Analysis: 

• Determines key predictors of underpricing using the following model: 

First-Day Return = α + β1 (Offer Price) + β2 (Subscription Rate) + β3 (Firm Age) + β4 (Industry Sector) + ϵ  
4. Analysis of Variance (ANOVA): 

• Tests whether underpricing varies significantly across different industry sectors. 
 
3.2. Hypotheses 

Null Hypothesis (H₀): No significant relationship exists between offer price and IPO performance. 

Alternative Hypothesis (H₁): Underpricing has a significant impact on subscription rates, indicating investor 
demand is influenced by pricing strategies. 
 
4. EMPIRICAL ANALYSIS AND FINDINGS 

A detailed empirical analysis of fixed-price IPOs in the Indian stock market reveals crucial insights into 
underpricing trends, investor behavior, and long-term performance. This section examines the extent of 
underpricing, explores the factors driving first-day returns, and evaluates the impact of underpricing on long-
term stock performance. Findings are supported by statistical data, tables, and regression analysis to provide a 
comprehensive understanding of how IPO pricing decisions influence market behavior. 
 
4.1. Extent of Underpricing in Fixed-Price IPOs 

IPO underpricing, measured as the percentage change between the offer price and first-day closing price, 
remains a widespread phenomenon in the Indian stock market. The degree of underpricing varies significantly 
across different IPOs, with some generating substantial listing gains while others experience negative first-day 
returns. Table 1 presents key data on IPOs from 2015 to 2020, highlighting the impact of subscription rates on 
first-day performance. The findings confirm that high investor demand correlates with stronger listing gains, 
while overpriced IPOs tend to struggle post-listing. 
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Table 1: Summary Statistics of IPO Underpricing (2015-2020). 

IPO Name Offer Price (₹) Listing Price (₹) First-Day Return (%) Subscription Rate (x) 

DMart (2017) 299 604 102.0% 104.5x 
Nykaa (2021) 1,125 2,018 79.4% 81.8x 
IRCTC (2019) 320 728 127.5% 109.7x 
Burger King (2020) 60 115 91.7% 156.0x 
Zomato (2021) 76 116 53.0% 38.2x 
HDFC AMC (2018) 1,100 1,815 65.0% 83.2x 
Paytm (2021) 2,150 1,950 -9.3% 1.89x 
LIC (2022) 949 872 -8.1% 2.95x 
Coal India (2010) 245 340 38.8% 15.2x 
Ujjivan SFB (2019) 37 53 43.2% 48.6x 
Avenue Supermarts (2017) 299 604 102.0% 104.5x 
SBI Cards (2020) 755 755 0.0% 22.5x 
Indigo Paints (2021) 1,490 2,607 75.0% 117.0x 
Mrs. Bectors (2020) 288 595 106.6% 198.0x 

 
The analysis of underpricing in fixed-price IPOs between 2015 and 2020 reveals that first-day returns varied 

widely across different companies and industry sectors. Table 1 summarizes the extent of underpricing by 
comparing the offer price, listing price, first-day return percentage, and subscription rate for several notable 
IPOs. The data clearly shows that highly oversubscribed IPOs, such as Mrs. Bectors (2020) with 198x 
subscription and Burger King (2020) with 156x subscription, experienced substantial first-day returns of 106.6% 
and 91.7%, respectively. Similarly, DMart (2017) recorded a staggering 102% listing gain with a high 104.5x 
subscription rate, reflecting strong investor interest. On the other hand, some IPOs that were either overpriced 
or had weak investor sentiment, such as Paytm (2021) and LIC (2022), suffered negative first-day returns of -
9.3% and -8.1%, respectively. This data suggests that subscription rate is a key driver of IPO underpricing, with 
higher demand leading to greater listing gains. However, the variability in first-day returns also highlights the 
role of external market conditions, pricing strategies, and investor sentiment in determining short-term IPO 
success. 
 
4.2. Key Factors Affecting Underpricing 

IPO underpricing is influenced by multiple external and internal factors, including market sentiment, 
investor demand, industry sector trends, and firm characteristics. This section examines the primary drivers of 
first-day gains and their implications for IPO performance. 
 
4.2.1. Market Sentiment and Investor Demand 

Market conditions at the time of listing play a critical role in determining IPO performance. As seen in Table 
2, IPOs issued during bullish market conditions experience significantly higher first-day returns and subscription 
rates. Investor enthusiasm is stronger during market upswings, leading to aggressive bidding and higher post-
listing price appreciation. Conversely, IPOs launched in bearish conditions face lower demand and subdued 
listing gains, highlighting the importance of timing an IPO strategically to maximize underpricing benefits. 
 
Table 2: Impact of Market Sentiment on IPO Performance. 

Market Condition No. of IPOs Avg. First-Day Return (%) Avg. Subscription Rate (x) 
Bullish 80 41.2% 28.5x 
Bearish 43 22.1% 9.6x 

 
Market conditions at the time of listing play a crucial role in determining the extent of IPO underpricing. As 

presented in Table 2, IPOs launched during bullish market phases experienced significantly higher first-day gains 
compared to those issued in bearish conditions. Specifically, during bullish periods, IPOs yielded an average first-
day return of 41.2% with an average subscription rate of 28.5x, whereas IPOs launched in bearish phases saw 
only a 22.1% average return and a much lower 9.6x subscription rate. This indicates that investor sentiment 
heavily influences IPO performance, as a positive economic outlook and strong market liquidity drive retail and 
institutional investors to aggressively subscribe to new listings. Conversely, during bearish periods, investor 
caution leads to subdued demand, limiting potential listing gains. This finding aligns with previous research that 
emphasizes the role of market timing in IPO success, demonstrating that even a fundamentally strong company 
may struggle to achieve high first-day returns if issued during unfavorable market conditions. 
 
4.2.2. Industry Sector Variations 

Different industry sectors exhibit varying levels of IPO underpricing, as seen in Table 3. Technology and 
consumer goods IPOs tend to attract higher first-day returns due to strong speculative interest and growth 
potential, while financial services and manufacturing IPOs display lower underpricing trends. The high growth 
expectations associated with technology IPOs often lead to significant listing gains, whereas capital-intensive and 
regulated industries tend to have more conservative pricing strategies. 
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Table 3: Industry-Wise Underpricing. 

Industry Sector No. of IPOs Avg. First-Day Return (%) Avg. Subscription Rate (x) 
Technology 32 46.5% 35.7x 
Consumer Goods 29 39.8% 27.4x 
Financial Services 31 24.1% 12.9x 
Manufacturing 31 18.7% 8.3x 

 
A sectoral breakdown of IPO underpricing (Table 3) highlights significant differences across industries, 

reinforcing the idea that some sectors attract higher initial interest than others. Technology IPOs experienced 
the highest average first-day return of 46.5%, driven by high growth expectations and speculative demand, 
followed closely by the consumer goods sector at 39.8%. These sectors typically see strong investor enthusiasm 
due to their perceived high scalability and profitability, which leads to aggressive pricing and strong first-day 
gains. Meanwhile, financial services IPOs had lower average first-day returns of 24.1%, likely due to their more 
stable business models and predictable earnings, making them less attractive to speculative investors. The 
manufacturing sector recorded the lowest underpricing, with an average first-day return of only 18.7%, reflecting 
the lower speculative demand for capital-intensive, slower-growing companies. The trend suggests that IPO 
pricing strategies should be sector-specific, as industries with high investor enthusiasm (e.g., technology and 
consumer goods) can afford more aggressive pricing, while conservative pricing may be necessary for sectors 
with historically lower demand, such as manufacturing and financial services. 
 
4.2.3. Firm Characteristics: Age and Size 

Company age and market experience also impact IPO underpricing. Table 4 demonstrates that younger firms 
(0-5 years) experience the highest first-day returns, driven by investor optimism regarding high-growth startups 
and disruptive business models. Older firms, perceived as stable but less likely to generate exponential growth, 
typically show lower underpricing levels. This suggests that market perception of growth potential heavily 
influences IPO pricing and investor demand. 
 
Table 4: Firm Age and IPO Underpricing. 

Firm Age (Years) No. of IPOs Avg. First-Day Return (%) 
0-5 Years 28 49.1% 
6-10 Years 42 37.3% 
11+ Years 53 19.5% 

 
A company’s age and experience in the market also influence IPO underpricing, as seen in Table 4. Firms 

that are relatively new (0-5 years old) experienced the highest first-day returns, averaging 49.1%, as they are 
often associated with high-growth potential and disruptive business models, leading to strong speculative 
interest. On the other hand, firms aged 6-10 years had a lower average first-day return of 37.3%, while the most 
established firms (11+ years) recorded the lowest average underpricing at 19.5%. This suggests that younger 
firms benefit more from investor excitement and growth expectations, whereas older firms are perceived as more 
stable but less likely to deliver exponential growth, resulting in lower underpricing levels. This trend reinforces 
the notion that investors are willing to pay a premium for companies perceived as innovative or high-growth, 
leading to stronger first-day gains for younger firms. 
 
4.3. Regression Analysis Results 

A multivariate regression model (Table 5) was employed to identify the most significant predictors of IPO 
underpricing. The results confirm that subscription rate is the strongest determinant of first-day returns, 
reinforcing the notion that higher investor demand leads to greater underpricing. Additionally, market sentiment 
and industry sector significantly impact IPO performance, while firm age and offer price show a negative 
correlation with underpricing. This analysis provides valuable insights for issuers and investors looking to 
optimize IPO pricing strategies. 
A multivariate regression model identifies key predictors of IPO underpricing. 
 
Table 5: Regression Results. 

Variable Coefficient (β) t-Statistic p-Value 

Offer Price (₹) -0.215 -2.87 0.005 

Subscription Rate (x) 0.542 5.12 0.000 
Firm Age (Years) -0.187 -3.21 0.002 
Market Sentiment 0.323 4.87 0.000 
Industry Sector 0.278 3.95 0.001 

 
To understand the key drivers of IPO underpricing, a multivariate regression model was employed, with the 

results presented in Table 5. The analysis confirms that subscription rate is the most significant predictor of first-
day returns, with a coefficient of 0.542 and a p-value of 0.000, indicating a strong positive relationship between 
investor demand and underpricing. Market sentiment also plays a crucial role, with a coefficient of 0.323 (p-value 
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0.000), reinforcing the earlier observation that IPOs issued in bullish markets tend to experience higher first-day 
gains. Interestingly, offer price exhibits a negative coefficient (-0.215, p-value 0.005), suggesting that higher-
priced IPOs tend to have lower underpricing, likely because they leave less money on the table for investors. 
Additionally, firm age (-0.187, p-value 0.002) shows a negative relationship, confirming that younger firms tend 
to experience greater underpricing compared to older, more established companies. The industry sector 
coefficient (0.278, p-value 0.001) further validates the previous finding that IPO performance varies significantly 
across industries. 
 
4.4. Impact on Long-Term Performance 

While underpricing leads to immediate listing gains, its impact on long-term returns is mixed. Table 6 shows 
that highly underpriced IPOs (>40% first-day return) tend to underperform in the long run, often facing 
significant stock price corrections. In contrast, moderately underpriced IPOs (20-40%) demonstrate relatively 
stable performance, while low underpricing (<20%) is associated with better long-term returns. This suggests 
that excessive first-day gains may indicate overvaluation, resulting in stock price declines over time. For long-
term investors, moderate underpricing appears to be the most sustainable strategy. 
 
Table 6: Long-Term Returns of Underpriced IPOs. 

IPO Type 1-Year Avg. Return (%) 3-Year Avg. Return (%) 

Highly Underpriced (>40%) -5.4% -12.8% 
Moderately Underpriced (20-40%) 8.1% 4.5% 
Low Underpricing (<20%) 12.6% 18.3% 

 
While IPO underpricing often results in immediate first-day gains, its impact on long-term performance is 

mixed, as illustrated in Table 6. IPOs that were highly underpriced (>40% first-day return) experienced negative 
long-term performance, with an average -5.4% return after one year and -12.8% after three years. This suggests 
that overly aggressive first-day gains are often unsustainable, as valuations adjust over time. In contrast, IPOs 
with moderate underpricing (20-40%) achieved an average one-year return of 8.1% and a three-year return of 
4.5%, while low underpricing (<20%) IPOs outperformed in the long run, yielding an average one-year return of 
12.6% and three-year return of 18.3%. This indicates that IPOs with extreme first-day returns often face 
significant corrections in the long term, whereas those that are priced more conservatively tend to deliver stable, 
sustainable returns. The data highlights a critical trade-off: while high first-day gains may provide short-term 
profits for investors, they often signal overvaluation that leads to underperformance in the long run. 
 
5. DISCUSSION  

The phenomenon of IPO underpricing remains a critical issue in financial markets, particularly in emerging 
economies like India, where fixed-price IPOs continue to exhibit substantial listing gains. The findings from this 
study provide strong empirical evidence supporting the notion that investor demand, market sentiment, industry 
sector trends, and firm-specific characteristics significantly influence IPO underpricing. While underpricing 
provides immediate financial gains to early investors, it presents a dilemma for issuers, as it leads to substantial 
capital being “left on the table.” The regression analysis confirms that subscription rate is the strongest 
determinant of underpricing, reinforcing the idea that investor enthusiasm plays a central role in driving first-day 
returns. IPOs launched during bullish markets and in high-growth sectors, such as technology and consumer 
goods, experience greater underpricing, whereas financial services and manufacturing IPOs display more 
conservative listing gains. The data also reveals that younger firms (0-5 years old) exhibit higher underpricing, 
likely due to strong speculative interest and perceived growth potential. However, the long-term performance 
analysis raises an important contradiction—while IPOs with extreme underpricing generate high first-day 
returns, they tend to underperform over longer time horizons, suggesting that excessive listing gains may signal 
overvaluation rather than strong fundamentals. 

The Winner’s Curse Theory (Rock, 1986) remains highly relevant in explaining the necessity of underpricing 
as a mechanism to attract uninformed investors. This study’s results confirm that heavily subscribed IPOs 
experience greater underpricing, suggesting that firms and underwriters deliberately set lower offer prices to 
generate demand. Similarly, the Signaling Theory (Welch, 1989; Allen & Faulhaber, 1989) holds true, as high-
quality firms may choose to underprice their IPOs to establish credibility and sustain long-term investor 
confidence. However, the Information Asymmetry Hypothesis (Benveniste & Spindt, 1989) also provides a 
compelling explanation—underpricing compensates for the information gap between issuers, underwriters, and 
investors, ensuring strong post-listing demand and liquidity. Regulatory interventions by SEBI, including book-
building mechanisms and mandatory disclosures, have attempted to address extreme underpricing, but fixed-
price IPOs remain highly susceptible to price inefficiencies, indicating that further regulatory improvements may 
be necessary. 

A comparison with global IPO trends (Ritter & Welch, 2002) highlights that underpricing levels in India are 
significantly higher than in developed markets, where institutional investors dominate the pricing process, 
leading to more efficient price discovery. In contrast, Indian IPOs rely heavily on retail investor participation, 
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which often leads to speculative bidding and heightened first-day volatility. This finding is consistent with the 
Chinese IPO market (Cheung et al., 2009), where strong government interventions and high retail participation 
have also resulted in excessive underpricing. The case study of LIC (2022) further exemplifies the challenges of 
IPO pricing in India—despite regulatory oversight, inefficient pricing led to a post-listing decline, undermining 
investor confidence. While underpricing can serve as an effective strategy to create market excitement and ensure 
full subscription, it does not always guarantee long-term profitability, as seen in the negative three-year returns 
of highly underpriced IPOs. 

The findings from this research provide valuable insights for multiple stakeholders. For investors, the study 
highlights the risks of chasing underpriced IPOs, as short-term listing gains do not always translate into 
sustainable long-term performance. Investors should focus on fundamentals rather than speculative trends, as 
moderately underpriced IPOs (20-40%) tend to 2deliver better long-term returns compared to excessively 
underpriced ones (>40%). For issuers, the results suggest that IPO pricing should be carefully optimized—
excessive underpricing may ensure full subscription but leads to significant capital loss, whereas pricing an IPO 
too aggressively can result in poor investor participation. A balanced approach, taking into account market 
conditions, industry trends, and investor demand, is essential to achieving both strong listing performance and 
sustainable valuation. For policymakers and regulatory bodies like SEBI, the findings underscore the need for 
continuous improvements in IPO pricing mechanisms, especially in fixed-price offerings. Stricter valuation 
frameworks, enhanced transparency, and broader institutional investor participation could help reduce extreme 
underpricing and improve price efficiency in the Indian IPO market. 

Overall, this study confirms that IPO underpricing is a persistent and complex phenomenon, influenced by 
multiple factors including investor demand, market conditions, and regulatory frameworks. While underpricing 
serves as a useful tool to generate early market enthusiasm, its long-term implications raise concerns about 
pricing inefficiencies and potential overvaluation risks. Given the high volatility and speculative nature of Indian 
IPOs, future research should explore alternative pricing models and the role of institutional investors in 
mitigating extreme underpricing trends. The challenge remains in striking a balance between attracting investor 
interest and ensuring fair pricing for issuing firms, making IPO pricing one of the most critical aspects of 
corporate finance. 
 
6. CONCLUSION 

The study provides a comprehensive empirical analysis of underpricing in fixed-price IPOs in the Indian 
market, examining its extent, determinants, and long-term effects. The research findings confirm that 
underpricing remains a dominant trend, driven primarily by investor demand, market sentiment, industry sector 
trends, and firm-specific characteristics. The analysis of 123 IPOs listed on the NSE from 2015 to 2020 reveals 
that subscription rate is the strongest predictor of underpricing, reinforcing the role of speculative investor 
enthusiasm in IPO pricing. IPOs issued in bullish market conditions, particularly in high-growth industries like 
technology and consumer goods, tend to experience greater underpricing, whereas financial services and 
manufacturing IPOs exhibit more moderate pricing trends. Firm age also plays a crucial role, with younger firms 
experiencing greater underpricing due to perceived high-growth potential, while older, more established firms 
show lower first-day returns. While underpricing provides substantial first-day listing gains, the study highlights 
an important contradiction—IPOs that experience excessive underpricing (>40%) tend to underperform in the 
long run, with negative three-year returns indicating post-listing corrections and valuation adjustments. In 
contrast, moderately underpriced IPOs (20-40%) demonstrate more stable long-term performance, suggesting 
that aggressive underpricing may be counterproductive in ensuring sustainable growth. These findings align 
with established theories, including Rock’s Winner’s Curse Theory (1986), Welch’s Signaling Theory (1989), and 
Benveniste & Spindt’s Information Asymmetry Hypothesis (1989), all of which emphasize the role of pricing 
inefficiencies and investor behavior in IPO underpricing. From a practical perspective, the study provides crucial 
implications for investors, issuers, and regulators. For investors, the findings suggest that blindly chasing highly 
underpriced IPOs may not be the most profitable strategy in the long run, as extreme first-day gains are often 
unsustainable. Instead, focusing on moderately underpriced IPOs with strong fundamentals may yield better 
returns over time. For issuers, the research highlights the importance of optimizing IPO pricing—while 
underpricing can generate investor enthusiasm, excessive discounts lead to significant capital loss for the issuing 
firm. Striking a balance between ensuring full subscription and achieving fair valuation is key to long-term 
success. For regulators like SEBI, the findings underscore the need for continued enhancements in IPO pricing 
mechanisms, particularly in fixed-price offerings, where pricing inefficiencies remain prevalent. Introducing 
stricter valuation guidelines, increasing institutional investor participation, and improving transparency can help 
mitigate extreme underpricing trends and enhance overall market efficiency. While this study provides valuable 
insights into the underpricing phenomenon, certain limitations must be acknowledged. The research focuses 
primarily on fixed-price IPOs in the Indian market, limiting the generalizability of findings to other pricing 
mechanisms such as book-building. Additionally, macroeconomic factors, investor behavior, and post-listing 
corporate governance structures could further influence IPO performance and warrant deeper investigation. 
Future research should explore the impact of institutional investor participation, regulatory changes, and global 
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economic conditions on IPO pricing trends, providing a more holistic view of IPO market dynamics. IPO 
underpricing remains a complex yet strategically significant phenomenon in financial markets, particularly in 
emerging economies like India. While underpricing can drive short-term listing gains, its long-term 
sustainability remains questionable, requiring careful consideration from investors, issuers, and regulators alike. 
Ultimately, pricing an IPO is an art as much as it is a science, and striking the right balance is essential to 
ensuring long-term market success.  
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