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Abstract 

Using data from the unique setting of Indian IPOs, this study examines the underwriter-

investor relationship based on underwriter reputation. We find that high reputation and low 

reputation underwriters have strong relationships with different sets of investors. While large 

institutional investors participate early in IPOs managed by high reputation underwriters, 

high net worth investors appear to do the same in IPOs managed by low reputation 

underwriters. The varying nature of relationships with investors also has important 

consequences for IPO pricing. Our analysis of the setting of the offer price shows that 

reputation matters greatly for high reputation underwriters. Low reputation underwriters, on 

the other hand, appear to price aggressively and set high offer prices even when institutional 

participation is negligible.    
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Underwriter reputation and the underwriter-investor relationship in IPO markets 

1. Introduction 

One of the streams of the vast Initial Public Offering (IPO) literature focuses on 

underwriter reputation and its implications for both prior and post listing phases. Previous 

empirical studies show that underwriter reputation is associated with lower information 

asymmetry (Booth and Smith, 1986; Carter and Manaster, 1990), better long term 

performance (Carter et al., 1998; Dong et al., 2011), an increase in analyst coverage 

(Loughran and Ritter, 2004) and active information aggregation (Wang and Yung, 2011). 

While all of the above are the benefits of hiring a high reputation underwriter, perhaps, on 

account of the underwriter’s network of investors, the relationship between an underwriter’s 

reputation and the network of relationships with investors that it commands is not empirically 

established. Although anecdotal evidence and prior research supports the view that high 

reputation underwriters have strong relationships with investors (Benveniste et al., 2003; 

Chen and Wilhelm, 2008; Ljungqvist and Wilhelm, 2002), the underwriter-investor 

relationship based on underwriter reputation is challenging to document, particularly in the 

context of the US, as investment banks are not required to disclose their the order book in 

security offerings.  

In this paper we examine underwriter reputation, with a focus on the underwriter-

investor relationship. We do so by using a sample of Indian IPOs, which is ideal for analysing 

the relationship for two reasons. Firstly, Indian regulation requires IPO firms to reserve and 

allocate a separate quota of shares for different investor categories. Besides institutional and 

retail investors, a separate quota of shares is also reserved for non-institutional investors. 

Non-institutional investors are high net worth investors whose monetary value of bids falls 

between institutional and retail investors. Secondly, the Indian IPO market is characterised by 
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high levels of transparency in relation to information on investors’ participation (Neupane 

and Poshakwale, 2012). During the offer period, information about the participation of 

various investor categories is publicly available on a real-time basis on the stock exchange 

websites. Using a measure of underwriter reputation and information on the participation of 

different investor categories, the paper examines the nature of the underwriter-investor 

relationship based on underwriter reputation.   

We follow Habib and Ljungqvist (2001) and consider underwriter reputation as an 

endogenous variable. Our empirical evidence strongly supports this view. Our measure of 

underwriter reputation, based on Megginson and Weiss (1991), creates two distinct 

underwriter categories. Underwriters in the high reputation category regularly deal in large 

offerings, while those in the low reputation category manage only small issues. The average 

proceeds raised in IPOs managed by high reputation underwriters is almost three times larger 

than the proceeds raised in IPOs managed by low reputation underwriters. Given the 

endogenous nature of underwriter reputation, we limit our analysis to the role of underwriters 

in examining how they manage the offering once the mandate is given by the issuing firm.   

Our study reports two important findings. Firstly, we provide evidence of the diverse 

nature of the underwriter-investor relationship for high and low reputation underwriters. The 

analysis of the early participation of investors suggests that while high reputation 

underwriters have strong relationships with large institutional investors, low reputation 

underwriters appear to have strong relationships with high net worth non-institutional 

investors. The early participation of these two investor categories in other IPOs is 

significantly weaker. Our findings are also consistent with some recent studies in the context 

of US markets. Wang and Yung (2011), for instance, find that high reputation underwriters 

are associated with more active filing price revisions. As findings from our study show that 

low reputation underwriters do not appear to have strong relationships with well-informed, 
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large institutional investors, it is not surprising to find that the price revisions in the IPOs they 

manage are significantly lower compared to the IPOs managed by high reputation 

underwriters. Further, Huang et al. (2008), who examine investment banks’ networking 

function using a sample of private investments in public equities (PIPEs), argue on the basis 

of their findings that an important reason for hiring investment banks is their access to 

networks of investors.  

The second important finding of our study is evidence of the underwriters’ use of 

discretion in pricing IPOs. While current Indian IPO regulations do not allow allocation 

discretion, underwriters have some discretion in setting IPO prices.
1
 Our examination of this 

discretion reveals a significant source of difference between high reputation and low 

reputation underwriters. We find that high reputation underwriters are more likely to 

incorporate the information conveyed by investors in setting issue prices. More specifically, 

our analysis shows that high reputation underwriters are more likely to set the offer price 

below the upper bound of the price range when one or more investor categories under-

subscribe. Low reputation underwriters, in general, appear to ignore such information in a 

large number of IPOs. This is particularly evident when institutional investors under-

subscribe their part of the offering.
2
  

When we compare the post listing performance of these IPOs (low reputation 

underwriters’ managed IPOs with institutional under-subscription) with other comparable 

IPOs (low reputation underwriters’ managed IPOs with full institutional subscription) using 

first day and first month raw and market adjusted returns, we find that IPOs in the former 

subset perform significantly worse than IPOs in the latter subset. This evidence, and the fact 

                                                 
1
 Section 2 on the institutional features of Indian IPO market discusses pricing and allocation discretion in 

detail.  
2
 For instance, in the 2010 Tarapur IPO offering, only 3% of the institutional investor portion was subscribed. 

However, the offer price was set at the upper bound of the price range. Similarly, the offer price of Oriental 

Trimex, offered in 2007, was also set at the upper bound despite only 30% subscription by institutional 

investors. Both of these IPOs were managed by low reputation underwriters. 
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that high reputation underwriters, despite managing large and well known firms, set the offer 

price range at levels comparable to low reputation ones, leads us to conclude that high 

reputation underwriters use the favourable or fairer pricing approach to establish relationships 

with the informed institutional investors. Overall, the study provides strong evidence of the 

reputation effect that has been widely discussed in the IPO literature.  

The study makes a threefold contribution to the IPO literature. First, to the best of our 

knowledge, this is the first study that empirically examines the underwriter-investor 

relationship based on the reputation of the underwriter. While prior research examines the 

importance of underwriters’ established relationships with investors (Benveniste et al., 2003; 

Chen and Wilhelm, 2008; Ljungqvist and Wilhelm, 2002), we document the underwriter-

investor relationship separately for high reputation and  low reputation underwriters. Second, 

the study also enriches our understanding of how underwriters develop their own network of 

investors for the success of new security issues, and adds to the vast literature on the role of 

underwriters in securities offering for information production, certification and marketing 

(Benveniste and Spindt, 1989; Carter and Manaster, 1990; Gao and Ritter, 2010). Third, our 

study also contributes to the literature on the importance of reputation capital (Carter and 

Manaster, 1990; Carter et al., 1998) and demonstrates how reputational concerns guide 

underwriters in their IPO pricing decisions. While existing literature focuses on the role of 

underwriter reputation by analysing underpricing, we investigate the effect of underwriter 

reputation by analysing the discretion that underwriters use in setting IPO prices.     

The remainder of the paper is organised as follows. Section 2 discusses some of the 

key institutional features of the Indian IPO market. Section 3 presents the data and discusses 

the measure of underwriter reputation. Section 4 presents descriptive statistics. Sections 5 to 

7 present the various empirical results. Section 8 concludes.    
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2. Institutional features of the Indian IPO market
3
 

2.1 Investor categories and information on investor participation 

Indian IPO regulation requires IPO firms to reserve and allocate separate quotas of 

shares for three investor categories: institutional investors, retail investors and non-

institutional investors.
4
 Institutional investors are large investors such as commercial banks, 

mutual funds, venture capital funds and insurance companies, who are registered with the 

Securities and Exchange Board of India (SEBI). The current IPO guidelines define retail 

individual investors as those whose total bidding value does not exceed Indian rupees (INR) 

100,000.
5
 All other investors who bid for more than INR 100,000 and do not fall in the 

institutional investor category are non-institutional investors. The proportion of shares 

reserved for institutional, non-institutional and retail investors is 50%, 15% and 35% of the 

total shares on offer, respectively.    

SEBI regulation allows investors to submit orders at prices in increments of 1 Indian 

rupee at prices within the offer price range. While institutional and non-institutional investors 

can submit only price limit bids, retail investors are allowed to submit strike bids. A strike bid 

is a market order where investors only specify the number of shares applied for without an 

indication of the price. However, since the original offer price range has historically never 

been revised upwards, submitting a bid at the upper end of the price range is effectively 

placing a strike bid. Further, investors from all three categories are allowed to revise their 

bids for both price as well as quantity, prior to the end of the offer period. At the end of the 

                                                 
3
 Here we focus on two of the important institutional features of the Indian IPO market which are relevant to our 

study. For more details on the Indian IPO market refer to Marisetty and Subrahmanyam (2009) and Bubna and 

Prabhala (2010).  
4
 In some IPOs, employees also receive shares. Since the beginning of 2009 a certain portion of the shares are 

offered to anchor investors who are given the opportunity to invest in the offering prior to other investor 

categories.   
5
 1 US$ is roughly equivalent to 45 Indian rupees. 
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offer period, the underwriter fixes an issue price on the basis of the bids submitted by 

investors.  

Another important feature of the Indian IPO market is the availability of real-time 

information on the participation of various investor categories.
6
 During the offer period, 

information on subscription by the various investor categories is publicly available on the 

Bombay and/or National stock exchange websites where the issue is to be listed. This allows 

prospective investors to assess current IPO demand prior to submitting their own bids. For 

instance, retail investors participating on the final day of the offer can assess demand up until 

the penultimate day of the offer period, not only in the retail segment but also in the 

institutional and non-institutional segments of the offer.     

2.3 Underwriters’ allocation and pricing discretion 

The Indian IPO market has gone through a number of important changes since 1999, 

prior to which fixed price was the only placement mechanism available to issuers. SEBI 

introduced a modified bookbuilding mechanism in late 1999 which allowed discretion in 

setting prices, and discretion in allocation in the institutional investor category. Discretionary 

allocation in the institutional investor category was, however, removed in late 2005 and since 

then allocation for all investor categories has been on a proportionate basis. Although the 

term bookbuilding is still in use, the mechanism appears more like a uniform price auction. 

Hence, we refer to IPOs issued after November 2005 as auction IPOs. Further, underwriters 

can re-allocate shares that are not subscribed by any investor category to categories which 

have been over-subscribed. Thus, for instance, if the institutional investor category is under-

subscribed, the under-subscribed portion of the offer can be re-allocated to retail and non-

institutional investor categories. The initial proportion of share allocation forms the basis for 

                                                 
6
 Refer to Neupane and Poshakwale (2012) for a detailed discussion on the transparent feature of the Indian IPO 

market.  
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re-allocation of under-subscribed shares. While both the modified bookbuilding and auction 

mechanism offer underwriters discretion in setting issue price, discretion is limited as 

regulations do not allow underwriters to set issue prices beyond the offer price range. 

Underwriters, however, may decide on any price within the offer price range and do not 

necessarily have to price the issue at the market clearing price.  

 Since underwriters are allowed discretion in setting offer price within the bounds of 

the offer price range, we discuss briefly how underwriters arrive at the offer price range. 

Once the firm decides on the IPO and hires the underwriter(s), it submits the draft red herring 

prospectus (DRHP) to SEBI. The DRHP contains all relevant information about the firm, 

including the number of shares to be offered, but does not include the price range. After 

submitting the DRHP, the underwriter conducts road shows and meetings with institutional 

investors. At the end of this promotional activity, the underwriter submits a revised DRHP, 

referred to as the red herring prospectus (RHP), which now includes the offer price range. 

Regulation requires the upper bound to be within 120% of the lower end of the price range. 

All RHPs have a segment called “the basis of the issue price” which provides information on 

earnings per share (EPS), return on equity (ROE), net asset value per equity (NAV) and 

price-earnings ratio (P/E ratio) for 3 years prior to the IPO. A final prospectus is issued once 

the offer price is set by the underwriter.    

3. Data and measure of underwriter reputation  

3.1. Data 

The data set used in this study is comprised of IPOs listed on the Bombay Stock 

Exchange (BSE) and/or the National Stock Exchange (NSE) over the period from January 

2001 to December 2011. Our sample includes modified bookbuilding and auction IPOs, 

while we exclude fixed price offerings. We also exclude large privatisation IPOs of utilities 
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and banks. This process yields 340 IPOs. Although we have data on the total number of bids 

submitted and the overall subscription of the different investor categories for all these 340 

IPOs, we do not have day by day investors’ subscription data for each day of the offer period 

for all of these IPOs. The data on investors’ subscription for each day of the offer period is 

only available for 227 IPOs issued over the period from January 2007 to December 2011. The 

analysis of the evolution of investors’ demand over the offering period uses this sub-sample 

of 227 IPOs. Most of the data on firm and offer characteristics is collected from the 

prospectus which we obtain from Perfect Filings database. We obtain market data from the 

BSE/NSE websites to calculate initial IPO returns and use BSE Sensex as the market index to 

calculate market-adjusted initial returns. Data on the participation of various investor 

categories is obtained from public sources, including the BSE (www.bseindia.com) and NSE 

(www.nseindia.com) websites and some other finance portals, including those of the ICICI 

Bank (www.icicidirect.com), Money Control (www.moneycontrol.com) and Chittorgarh 

(www.chittorgarh.com).    

3.2. Underwriter reputation 

We follow Megginson and Weiss (1991) to construct our measure of underwriter 

reputation, which is based on underwriters’ relative market share. Overall, there are 75 

underwriters who manage or co-manage at least one IPO over the entire sample period. We 

create ten groups on the basis of the gross proceeds raised and assign each underwriter a rank 

of 0-9, where 0 (9) is the least (most) prestigious underwriter. Whenever there is more than 

one underwriter, we equally divide the proceeds of the offering among the participating 

underwriters. If we consider underwriters with a ranking of ≥ 7 as high reputation, our sample 

is comprised of 16 high reputation and 59 low reputation underwriters. Despite managing 

almost 40% of the IPOs issued during the sample period, low reputation underwriters raise 

only about 15% of the total gross proceeds. While the high reputation category includes well-
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known underwriters who undertake large and important IPO issues, underwriters in the low 

reputation category routinely manage only small issues. Appendix A shows the list of 

underwriters with their rankings.   

<<Insert Table 1 here>> 

4. Descriptive statistics 

In this section we present descriptive statistics of our sample of IPOs. Table 1 

describes our sample, which includes 51 (modified) bookbuilding and 289 auction IPOs. 

Overall, the average (median) age of the firm at the time of the IPO is about 14 (12) years. 

The average (median) size of the issuer measured by their total assets is 6,688 (1,691) million 

rupees, while the average (median) gross offer size is 3,355 (1,085) million rupees.
7
 For the 

overall sample, the average (median) raw first day return (underpricing) is 20% (11%). The 

average (median) market-adjusted first day return is 20% (9%) and the first month market-

adjusted average (median) initial return is 16% (6%). Table 1 also shows the level of total 

investor subscription in IPOs. The subscription is calculated by dividing the total number of 

shares bids by the number of shares offered. A subscription of 18.76 implies that, for an 

offering of 1 million shares, there are 18.76 million offers to purchase the shares. Although 

the overall average (median) subscription is a healthy 18.76 (6.65) times, a large number of 

IPOs trade below the offer price on the first day of trading. More than a third of the IPOs 

(129 out of 340) have negative returns on the first day of trading, with the proportion of IPOs 

trading below the offer price jumping to 45% by the end of the first month of trading.   

In Table 2 we present the univariate tests for the equality of means of firm-specific 

and deal-specific variables segmented by underwriter reputation. Underwriters with a ranking 

of ≥ 7 are considered as high reputation while those with a ranking of ≤ 6 are considered as 

                                                 
7
 1 US$ is roughly equivalent to 45 Indian rupees. 
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low reputation. As shown in Table 2, both total assets as well as gross proceeds of IPO firms 

managed by high reputation underwriters are significantly higher than those managed by low 

reputation underwriters. Since it is the underwriters who decide on the original price range, 

we also compare the relative price-earnings (P/E) ratios. We calculate P/E ratios based on the 

offer price as well as the lower and upper bound of the price range relative to the average 

industry P/E ratio.
8
 This will help us examine whether there is a systematic difference in the 

way high reputation and low reputation underwriters set the offer price range.  

<<Insert Table 2 here>> 

 

We estimate the relative P/E ratio by calculating the times at which the offer, lower 

and upper bound of the range is priced relative to the industry P/E ratio. As shown in the 

Table 2, although the average relative P/E ratio for high reputation offerings is higher than 

the average relative P/E ratio for low reputation offerings, the difference is not statistically 

significant. This is true not only for the P/E ratio based on the offer price, but also for P/E 

ratios based on the lower and upper bound of the offer price range. Thus, although high 

reputation underwriters routinely manage larger and well known firms, the offer price range 

of these IPOs does not appear to be significantly higher than those managed by low 

reputation underwriters. While this shows that there is no systematic difference in the way 

high reputation and low reputation underwriters decide on the original price range, it also 

highlights the importance of pricing in Indian IPOs. As discussed previously, underwriters in 

Indian IPOs do not have discretion in allocation and it is only through pricing that 

underwriters can preserve their reputation and maintain strong relationships with investors, 

particularly with informed institutional investors.   

                                                 
8
 We use the weighted average EPS reported in the prospectus for calculating the firm P/E ratio.  
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Both first day and first month market adjusted initial returns are higher in high 

reputation offerings, with the difference in first month returns statistically significant at 

conventional levels. Further, overall subscription and the subscription of different investor 

categories are significantly higher in high reputation, compared to low reputation offerings. 

More importantly, it appears that low reputation underwriters are unable to attract the 

significant participation of large institutional investors. The average (median) institutional 

subscription is 32.06 (17.16) and 6.89 (1.23) in high reputation and low reputation offerings 

respectively, with the difference statistically significant at less than 1 percent significance 

level. We analyse this further and examine the number of IPOs in which subscription by 

different investor categories is less than unity (i.e. undersubscribed).
9
 Interestingly, 

institutional (non-institutional) investors under-subscribe in only 9 (35) of the 197 high 

reputation offerings. On the other hand, institutional (non-institutional) investors under-

subscribe in as many as 57 (13) low reputation offerings, which translates to about 40% (9%) 

of the offers managed by low reputation underwriters.
10

 Our analyses of investor demand in 

the following sections will examine these differences in significant detail. Following Cornelli 

and Goldreich (2003), we also calculate the average offer price normalised to the offer price 

range and find that the average normalised offer price varies significantly between high 

reputation and  low reputation underwriters. While the average normalised offer price is 0.75 

for high reputation underwriters, it is 0.92 for low reputation underwriters. Thus, it appears 

that in comparison to high reputation underwriters, low reputation underwriters are more 

likely to price the issue at the upper end of the price range.        

                                                 
9
 A less than unity subscription in a particular investor category means that the total number of shares bid is less 

than the number of shares offered to the investors in that category. 
10

 The under-subscription patterns for the sub-sample of 227 IPOs are very similar. Institutional (non-

institutional) investors undersubscribe only 6% (14%) of the IPOs managed by high reputation underwriters. On 

the other hand, the proportion of IPOs in which institutional (non-institutional) investors undersubscribe in IPOs 

managed by low reputation underwriters is 46% (7%).   



 

14 
 

5. Underwriter reputation and investor demand 

5.1. Univariate analysis 

In this section we perform a univariate analysis of the demand of various investor 

categories as they build over the offer period. The main objective of the analysis is to identify 

the nature of investors’ participation in IPOs based on the reputation of the underwriter 

managing the offer. To achieve this, we examine investors’ participation in a sample of 227 

IPOs, for which we have day by day data on investors’ subscription.  

To begin with, we examine how different investors (institutional, non-institutional and 

retail) subscribe to IPOs managed by high reputation (rank ≥ 7) and low reputation (rank ≤ 6) 

underwriters over the offer period. The results are presented in Panel A of Table 3. Since the 

offer period is open for a period of five days, day -4 refers to the first day and 0 refers to the 

final day of the offer period. The figures in the table (parenthesis) indicate the number 

(proportion) of IPOs which are fully subscribed by a particular investor category by the end 

of a particular day of the offer period. For instance, institutional investors fully subscribe 

their portion of the offer in 52 (50%) of the 104 high reputation offerings by the end of the 3
rd

 

day (Day -2) of the offer period. As shown in the table, a clear pattern emerges in terms of 

investor participation as institutional investors subscribe early in high reputation offerings, 

while non-institutional investors subscribe early in low reputation offerings. Institutional 

investors fully subscribe their quota of shares in half of the high reputation offerings by the 

end of the third day of the offer period, and fully subscribe almost three-fourths of their 

shares by the end of the penultimate day. Institutional investors’ participation in low 

reputation offerings, however, appears to be much less active as only a third of the IPOs are 

fully subscribed by the end of the penultimate day.  
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<<Insert Table 3 here>> 

On the other hand, non-institutional investors’ participation in low reputation 

offerings appears to be more active compared to their participation in high reputation 

offerings. In more than half of the low reputation offerings, non-institutional investors fully 

subscribe their portion of the offer by the end of the penultimate day of the offer period. Their 

participation in high reputation offerings appears to peak only on the final day of the offer 

period. Early participation by investors is important not only because it helps underwriters 

and issuers to get valuable feedback on offers, but more importantly because it helps other 

investor categories to join in, as information on participation by various investor categories is 

publicly available on a real-time basis during the offer period. As presented, the bulk of retail 

participation occurs at the end of the offer period in IPOs managed by both high reputation 

and low reputation underwriters.    

In Panel B of Table 3, we further study investor demand over time by separately 

examining how institutional, non-institutional and retail investors’ participation evolves for 

IPOs managed by high reputation and low reputation underwriters. As shown, we find that 

although the participation of all the investor categories is significantly higher in high 

reputation offerings, the difference in the participation between institutional and non-

institutional investors in the period leading up to the final day of the offer period is 

interesting. We find that subscription by institutional investors is significantly higher in high 

reputation offerings by the end of day three and four of the offer period. Subscription by non-

institutional investors over the same period of time, on the other hand, is significantly higher 

in low reputation offerings. This suggests that non-institutional investors appear to bid 

actively in IPOs managed by low reputation underwriters, while institutional investors do so 

in IPOs managed by high reputation underwriters.  
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To provide stronger evidence of the disparate participation of institutional and non-

institutional investors, we analyse institutional and non-institutional subscription in only 

those IPOs in which institutional subscription is less than full by the end of the penultimate 

day of the offer period. The results are presented in Panel C of Table 3. In all, there are 116 

IPOs with less than full institutional subscription, of which 29 are managed by high 

reputation and 87 by low reputation underwriters. As presented, while there is no significant 

difference in the participation of these two investor categories in IPOs managed by high 

reputation underwriters, there is a significant difference in the case of IPOs managed by low 

reputation underwriters. For each day of the offer period, the participation of non-institutional 

investors is significantly higher than that of institutional investors in IPOs managed by low 

reputation underwriters.
11

 Thus, it appears that the participation of non-institutional investors 

is more active than that of institutional investors in low reputation offerings, in particular 

when demand from institutional investors is weak.        

Since non-institutional investors are only offered about 15% of the shares on offer, 

their active participation alone is unlikely to result in a successful IPO offering unless such 

participation brings in substantial involvement from retail investors. Since institutional and 

retail are the two largest investor categories, significant participation in at least one of these 

categories is imperative for the offer to be successful. Our analysis of investors’ demand over 

time suggests that institutional investors participate actively in IPOs managed by high 

reputation underwriters and non-institutional investors in IPOs managed by low reputation 

underwriters. Do these relationships hold in a multivariate setting? Moreover, does this active 

participation influence the participation of retail investors who are critical to the success of 

the offering? We examine this in the next section.   

                                                 
11

 In 47 of the 87 low reputation offerings, non-institutional investors fully subscribe their quota of shares by the 

end of the penultimate day of the offer. 
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<<Insert Table 4 here>> 

5.2. Multivariate regression analysis 

In this section we employ multiple regression analysis to further examine the varied 

participation of institutional and non-institutional investors and its influence on the 

participation of retail investors. Our first specification uses the logarithm of one, plus 

subscription of various investor categories over time as the dependent variable. Our main 

variable of concern is the one that captures underwriter reputation (UNDREP). We use the 

underwriter reputation rank assigned to each IPO as a measure of the reputation.
12

 Since 

information on the participation of investors is publicly available during the offer period, we 

also include early demand for shares by institutional (INST-1) and non-institutional (NINST-1) 

investors to examine their influence on retail investors’ participation (RETAIL0).
13

 We define 

early demand as the log of one plus the subscription at the end of the penultimate day of the 

offer period. For explaining early non-institutional investors’ participation we also add the 

log of one plus the subscription of institutional investors at the end of the third day (INST-2). 

In addition, based on prior research, we further include a number of additional control 

variables, such as the issue size (PROCEEDS), recent market return (RCTRTN), recent 

market volatility (RCTVOL) and age of the firm (AGE). The result of the estimations is 

presented in regressions (1), (2) and (3) in Table 4. The dependent variable in regressions (1) 

and (2) is the log of one plus the subscription of institutional (INST-1) and non-institutional 

investors (NINST-1) at the end of the penultimate day of the offer period. The dependent 

variable in regression (3) is the log of one plus the final subscription of retail investors 

(RETAIL0). Since all three regressions use demand during the offer period, this part of the 

                                                 
12

 As a robustness test we also run the regression using underwriter reputation as a dummy variable. Results are 

qualitatively similar and can be provided upon request.  
13

 We do not include prior participation of retail and non-institutional investors as control variables for 

explaining institutional participation as in unreported results we find that institutional participation has a 

significant influence on the participation of retail and non-institutional investors during the early offering period 

as well. Results can be provided upon request.   
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analysis only uses the sub-sample of 227 IPOs. Reported t-statistics are adjusted for 

heteroskedasticity. 

Results from regression (1) confirm our earlier finding and show that institutional 

participation is significantly higher in IPOs managed by high reputation underwriters. 

Further, the early participation of institutional investors is also likely to be higher in periods 

following high recent market returns and in IPOs of larger size. The result of regression (2) 

shows that the early participation of non-institutional investors is higher in IPOs managed by 

low reputation underwriters. While in overall terms the participation of non-institutional 

investors is higher in IPOs managed by high reputation underwriters, it is when we control 

for the size of the firm that we find a negative relationship between underwriter reputation 

and non-institutional investors’ participation. Results also illustrate that prior participation of 

institutional investors has a positive and significant influence on the participation of non-

institutional investors. Thus, where institutional investors take the lead in subscribing to 

IPOs, non-institutional investors follow suit. Moreover, the coefficients of both recent market 

returns and the size of the offer are insignificant, which tends to suggest that, unlike 

institutional investors, is it difficult to predict non-institutional investors’ investment patterns. 

Estimates of regression (3) show that retail participation is positively and statistically 

influenced by the early participation of both institutional and non-institutional investors, and 

confirms our findings reported in section 5.1. Results further show that recent market returns 

and volatility also influence retail investors’ participation in IPOs.    

In regressions (4), (5) and (6), we replicate regressions (1), (2) and (3) by using the 

logarithm of final bids as our dependent variable instead of using the logarithm of 

subscription. For this part of the study we use the entire sample of 340 IPOs. However, since 

we only have data on the final bids submitted by investors, we are unable to use bids up until 

the penultimate day as explanatory variables. Hence, to explain the participation of non-
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institutional investors (NINSTBIDS0) we use the final bids for institutional investors 

(INSTBIDS0), and to explain the participation of retail investors (RETAILBIDS0) we use the 

final bids for institutional investors (INSTBIDS0) and non-institutional investors 

(NINSTBIDS0). Since regressions (4), (5) and (6) use the whole sample of 340 IPOs, we also 

control for the type of IPO mechanism used. We include a dummy variable (MECHANISM) 

which takes the value of 1 for IPOs issued with bookbuilding and 0 for auction IPOs. The 

result of the estimations using bids mirrors the one using subscription. All the variables have 

identical signs. More importantly, we find that the underwriter reputation coefficient remains 

positive for institutional investors and negative for non-institutional investors.  

Our analyses provide clear evidence of early participation of well-informed 

institutional investors in IPOs managed by high reputation underwriters and early 

participation of non-institutional investors in IPOs managed by  low reputation underwriters, 

both triggering the participation of retail investors late in the offer period. Although 

underwriters do not have allocation discretion in Indian IPOs, our study highlights the 

association that underwriters of varying reputation have with investors to ensure the success 

of securities offering. The result concerning the participation of institutional investors and 

non-institutional investors is also consistent with some of the recent studies in the context of 

the US. Wang and Yung (2011) find that investment reputation is associated with the degree 

of filing price revisions. They find that IPOs managed by high reputation underwriters exhibit 

far more active filing price revisions than those managed by low reputation underwriters. It is 

highly likely that underwriters with higher reputations are more active in filing price 

revisions because they have relationships with large institutional investors who are more 

informed about the value of the offer.  Low reputation underwriters are less active in filing 

price revisions because they do not have the information available to more high reputation 

underwriters, due to the quality of investors with whom they have established relationships. 
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In another study, Huang and Zhang (2011) argue that an important reason for hiring 

investment banks is their access to networks of investors. Using private investment in public 

equity (PIPE) data, the paper examines investment banks’ networking function and finds that 

through repeat dealings investment banks develop relationships with investors. This 

relationship, in turn, brings in additional investors to offerings.    

6. Underwriter reputation and the use of discretion in IPO pricing    

In this section we continue our study on how underwriters manage IPO offerings by 

examining the use of discretion is setting offer prices. We do this for two important reasons. 

Firstly, prior research has shown that reputational concerns guide underwriters in their IPO 

pricing decisions (Carter and Manaster, 1990; Carter et al., 1998). Hence, if reputation is 

important to underwriters, we should observe high reputation underwriters to price more 

conservatively than low reputation underwriters. Secondly, although current Indian regulation 

does not allow underwriters to exercise discretion in allocation, they are allowed limited 

discretion in pricing IPOs. While it is mandatory to price the issue within the bounds of the 

offer price range, regulation allows underwriters to set the offer price anywhere within that 

price range which does not necessarily have to be the market clearing price. Given the 

regulatory framework on pricing for Indian IPOs and evidence on prior research on 

underwriter reputation, we examine whether there are systematic differences between high 

reputation and low reputation underwriters in setting the offer price within the bounds of the 

price range. More specifically, given the level of investor participation and other firm and 

offer characteristics, we analyse whether high reputation underwriters price their offerings 

lower or higher within the price range compared to low reputation underwriters. Further, 

since the results in the previous section show that underwriters with different reputations 

have relationships with different sets of investors, it will be interesting to consider how such 
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relationships influence IPO price setting. Our analysis is also motivated by the fact that a 

large number of Indian IPOs are priced at the upper bound of the initial price range, and the 

proportion of such IPOs far exceeds those reported in prior studies (Cornelli and Goldreich, 

2003; Derrien, 2005). 

<< Insert Table 5 here >>  

To begin with, we present two simple analyses in Panel A and B of Table 5 to 

demonstrate whether high reputation underwriters price IPOs at or below the upper bound of 

the price range, given the level of investors’ participation. In Panel A, we document, by 

underwriter reputation, the number of IPOs that receive a certain fraction of total bids as 

strike bids (market order) and whether or not the offer is priced at the upper bound of the 

price range. For this analysis we use a sample of 315 IPOs, as we lose some observations for 

which we do not have detailed data on investors’ bidding. Although institutional and non-

institutional investors are not allowed to submit strike bids, Indian IPO prices have 

historically never been revised above the upper bound of the price range; hence, submitting a 

bid at the upper bound of the price range is effectively submitting a strike bid.  

We construct 8 different categories of investors participation based on the proportion 

of strike bids submitted by investors. The category of less than 30%, for instance, includes 

IPOs in which less than 30% of the total investor bids are in the form of strike bids. As 

presented, we find that high reputation underwriters appear to consider the information 

conveyed during the offer period and set less aggressive offer prices when moderate amount 

of strike bids are submitted. In particular, in the 60%-70%, 70%-80% and 80%-90% 

categories, we find that a large number of IPOs (21 out of 33) are priced below the upper 

bound of the price range by high reputation underwriters. In the same category of IPOs, a 
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larger fraction of the IPOs (14 out of 18) are priced at the upper bound of the price range by 

low reputation underwriters.   

<< Insert Table 6 here >>  

In Panel B, we present another examination of pricing discretion. Here, we examine 

how underwriters price IPOs when a particular investor category under-subscribes its portion 

of the offering. We find that high reputation underwriters are more likely to set an offer 

below the upper bound of the price range when one or more investor categories under-

subscribe. Of the 72 IPOs in which either non-institutional or retail investors have under-

subscribed, high reputation underwriters have priced the offer at the upper bound in only 21 

IPOs.  Low reputation underwriters, on the other hand, are more likely to set the price at the 

upper bound of the price range even when one or more of the investor categories under-

subscribe. This is particularly evident when institutional investors under-subscribe. In fact, in 

49 of the 57 IPOs in which institutional investors under-subscribe, low reputation 

underwriters have priced the offer at the upper bound of the price range.  

Since both Panel A and B do not provide empirical tests, we report in Panel C the 

results of a probit regression estimate which examines the use of pricing discretion by 

underwriters after controlling for a number of variables associated with IPO pricing. We 

follow Derrien (2005) and use a dummy variable indicating whether the IPO was priced at 

the upper end of the price range as our dependent variable.
14

 Our main independent variable 

is underwriter reputation (UNDREP) rank assigned to each IPO. As control variables we 

include log of one plus the overall participation of investors (SUBS0) as well as the 

participation of institutional (INST0), non-institutional (NINST0) and retail (RETAIL0) 

investors. In addition, we also include the issue size (PROCEEDS), recent market return 

                                                 
14

 As a robustness test we also used the normalized offer price (normalized range as the dependent variable 

using OLS regression). Results are similar and can be provided upon request.  
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(RCTRTN) and recent market volatility (RCTVOL). Since this analysis uses the whole sample 

of 340 IPOs, we also control for the type of IPO mechanism used. We include a dummy 

variable (MECHANISM) which takes the value of 1 for IPOs issued with bookbuilding and 0 

for auction IPOs. Our regressions also control for industry and time fixed effects.
15

   

  Estimates of regression (1) where we exclude the investor participation variables, 

regression (2) where we control for overall investor participation, and regression (3) where 

we also control for the participation of different investor categories, all show that the 

coefficient on underwriter reputation is negative and statistically significant. The negative 

coefficient suggests that high reputation underwriters are less likely to price the issue at the 

upper bound of the price range after controlling for a host of important variables, including 

the level of investors’ participation. The results support our earlier analysis of underwriters’ 

pricing discretion, and suggest that high reputation underwriters are guided by reputational 

concern in setting IPO offer price. The results above appear to clearly suggest that high 

reputation underwriters, unlike low reputation ones, are far more concerned about reputation 

in their use of pricing discretion.  

It is likely that the evidence on pricing discretion that we find above is driven by the 

fact that high reputation underwriters, on account of them being informed, have more skill in 

setting the offer price range and hence price closer to the midpoint. However, as we show in 

section 4, the price range set by high reputation underwriters is comparable to low reputation 

underwriters. Thus, we can rule out the idea that high reputation underwriters are just better 

at setting the range than low reputation underwriters. Further, while it may be plausible to 

assume that low reputation underwriters systematically set the offer price range high, perhaps 

to gain business, and hence set the price low in the range, we cannot see why they end up at 

the higher end of the offer range unless there is a reputation effect that we demonstrate 

                                                 
15

 We control for industry fixed effects by classifying the IPO firms into 10 different industry groups. 
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above.
16

 By considering the information conveyed during the offer period, high reputation 

underwriters appear to price IPOs which maintain or enhance their reputation. This becomes 

crucial for underwriters with a high reputation in the context of the transparent Indian IPO 

mechanism, where the exercise of pricing discretion assumes greater importance due to the 

public availability of data on investor participation.  

Among the control variables, only the participation of institutional and retail investors 

is significant. While the coefficient on the participation of non-institutional investors is 

positive, it is not statistically significant. The finding is, however, consistent with the results 

on the participation of different investor categories presented earlier in section 5. Since the 

institutional and the retail portion of the offering constitute the bulk of the total offering, it is 

natural that their influence is significant in determining whether or not the IPO is priced at the 

upper bound of the price range. When institutional participation is strong and active, non-

institutional and retail investors simply follow, and consequently the influence of institutional 

participation is strong in setting IPO price. When institutional participation is weak, the 

participation of retail investors becomes crucial in setting offer prices. The influence of non-

institutional demand on price is indirect through the participation of retail investors. As for 

other control variables, IPO proceed is significant in regressions (1) and (2) and recent 

market return is significant in regression (2). However, once we control for the participation 

of different investor categories, these variables lose their significance. None of the other 

control variables are significant.  

In this context the use of pricing discretion by low reputation underwriters contradicts 

Biais et al. (2002), who suggest that, at a time of weak institutional demand, underwriters can 

lessen the winners’ curse for retail investors by lowering the offer price. To test Biais et al.’s 

(2002) prediction of the impact of pricing on retail investors’ welfare, we compare the after-

                                                 
16

 We thank the anonymous referee for suggesting us this additional interpretation of our findings. 
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market performance of those IPOs in which institutional investors under-subscribe, and 

which are priced at the upper bound of the price range,
17

 with those in which institutional 

investors over-subscribe their share of the offer. The findings are presented in Table 6. We 

find that IPOs managed by high reputation underwriters in which institutional investors 

under-subscribe and which are priced at the upper bound of the price range have smaller 

returns both on the first day as well as at the end of the first month than comparable firms. 

However, the difference is not statistically significant, perhaps because of the smaller sample 

size. Hence, we turn our attention to the IPOs managed by low reputation underwriters. 

IPOs in which institutional investors under-subscribe and which are priced at the 

upper bound of the price range appear to perform significantly worse than the firms in the 

control group. The mean (median) market-adjusted first day return of IPOs in which 

institutional investors under-subscribe is almost 24% (21%) less than the returns in 

comparable IPOs. In fact, the mean (median) raw first month IPO returns in which 

institutional investors under-subscribe is -11% (-23%), which means that the market price of 

an average IPO falls significantly below the offer price by the end of the first month of 

listing. While the participation of all investor categories in this group of IPOs is significantly 

lower than the control group, we find that the participation of both non-institutional investors 

and retail investors is significantly higher than institutional investors. Although institutional 

investors are initially given the largest fraction of IPO shares, in several instances low 

reputation underwriters have set the IPO price at the upper bound of the price range despite 

negligible participation by institutional investors.  

                                                 
17

 As a robustness test we also examine all IPOs in which institutional investors under-subscribe. Further, as an 

additional test we also compare IPOs under-subscribed by institutional investors with only those IPOs which 

meet two criteria: (1) IPOs fully subscribed by institutional investors and (2) firms with gross proceeds less than 

twice the mean gross proceeds of under-subscribed firms. In both the cases results are qualitatively similar.  
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Indian IPO regulation, which allows re-allocation of shares from an under-subscribed 

category to over-subscribed categories, helps underwriters to successfully manage IPOs when 

demand is inadequate. This feature becomes particularly useful when non-institutional 

investors and retail investors are unable to fully subscribe shares in large IPOs. However, it 

appears that the same regulation is exploited by underwriters to completely ignore the 

information conveyed by large, informed institutional investors and load poor quality 

offerings on unsuspecting retail investors. We find that this has serious implications for the 

welfare of small, uninformed retail investors. 

The evidence on pricing discretion and the performance of IPOs in the post listing 

period also has important implications for the results on investor demand, as presented in 

section 5. Since underwriters do not have discretion in allocation, it is only in the setting of 

the offer price range and in pricing where underwriters can exercise discretion and use it as a 

basis for developing relationships with investors. As presented in the section on descriptive 

statistics (section 4), despite managing large and well known IPOs, high reputation 

underwriters do not appear to set the offer price range differently from those set by  low 

reputation underwriters. Further, and more importantly, we find that high reputation 

underwriters are more likely to price the issue below the upper bound when demand is 

relatively weak. This shows that the fairer or more favourable pricing approach of high 

reputation underwriters appears to be the basis of the relationship between institutional 

investors and high reputation underwriters that we document in section 5.   

To analyse this approach further we examine whether the overall more favourable 

pricing set by high reputation underwriters helps them to successfully manage relatively 

weaker offerings. To do this, we examine the participation of institutional investors in high 

reputation underwriter offering in (a) IPOs with negative first day returns and (b) IPOs with 

negative first month returns. In unreported results we find that while the participation of 
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institutional investors in these IPOs is lower than the overall participation, it is nevertheless 

significantly higher than their participation in IPOs managed by low reputation 

underwriters.
18

 More importantly, institutional investors fully subscribe the median weak IPO 

by the end of the penultimate day during which time the median IPO managed by low 

reputation underwriter is only 50% subscribed by institutional investors. Thus, it seems that a 

more favourable pricing approach by high reputation underwriters helps them to forge 

relationship with institutional investors which, in turn, enable them to bundle some weak 

IPOs with other offerings which are of higher quality.         

7. Investor demand and IPO initial returns 

Finally, in this section we analyse the importance of the demand of the three investor 

categories on IPO initial returns for the overall sample, and separately for high reputation 

(rank ≥ 7) and  low reputation (rank ≤ 6) offerings. To conduct this analysis we employ OLS 

regression after controlling for a number of firm and issue characteristics.  

Table 7 reports the OLS regression results. The dependent variable is the market-

adjusted first day initial return (MIR1). The market adjusted initial return is calculated by 

adjusting the raw initial return with the return on the market index. Raw initial return is 

calculated by dividing the difference between the first day’s closing price and the offer price 

by the offer price. We use the return on the BSE Sensex index as a proxy for the market 

return. Further, regressions (3) and (4) respectively provide estimates of only high reputation 

and low reputation offerings. We include a MECHANISM dummy variable which takes the 

value of 1 for modified bookbuilding IPOs and 0 for auction IPOs.
19

 The OLS estimations 

also incorporate year-fixed effects and unobservable industry-fixed effects by classifying the 

                                                 
18

 Results can be provided upon request.  
19

 As a test of robustness we only run the regression on auction IPOs. Our results remain qualitatively similar.   
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IPOs into ten different industry classifications. The reported t-statistics are adjusted for 

heteroskedasticity. 

<<Insert Table 7 here>> 

Following Cornelli and Goldreich (2003), we include a logarithm of one plus the final 

subscription both of the total demand (SUBS0) as well as of the three investor categories 

(INST0, NINST0 and RETAIL0) as control variables. Derrien (2005) argues that markets 

characterised by sentiment traders are more likely to have higher initial returns. We expect a 

positive relationship between subscription and underpricing. Beatty and Ritter (1986) posit 

that initial returns increase with ex ante uncertainty. Since more information is available for 

larger firms, they experience lower underpricing. Thus, we include logarithm of gross 

proceeds (PROCEEDS) to control for firm size. Moreover, mature firms are expected to have 

more information available than younger firms and hence are expected to experience lower 

underpricing. We use the log of one plus the firm’s age (AGE) to capture this effect. Age is 

the difference between the firm’s IPO year and the founding year. Finally, following the 

literature that demonstrates that initial returns are positively influenced by overall market 

returns during the period before the offer price is set (Hanley, 1993; Loughran and Ritter, 

2004), we construct and use the three-month weighted market return following Derrien and 

Womack (2003) (RCTRTN) on the BSE Sensex index and a market volatility measure 

(RCTVOL). RTCRTN is the weighted average of the buy-and-hold returns on the BSE Sensex 

index in the three months before the IPO date, where weights are 3 for the recent month, 2 for 

the next and 1 for the third month before the offering. RCTVOL is the standard deviation of 

the index returns one month prior to the offer issue date. 

As shown in regressions (1), the overall subscription explains a significant variation 

in initial returns. SUBS0 is both positive and highly significant for both first day and first 
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month market-adjusted returns. In regression (2) we include the demand of the three different 

investor categories along with firm- and deal-specific variables. We find that while the 

coefficient on institutional and non-institutional demand is positive and significant, the 

coefficient on retail demand, while positive, is insignificant. Consistent with prior evidence, 

we further find that large firms have lower initial returns compared to smaller firms. The 

coefficients on age of the firm, recent market return, volatility of recent market returns and 

mechanism are not significant. The insignificant coefficient on recent market returns is 

probably because the information contained in recent market return is already incorporated in 

the investors’ subscription. 

In regression (3) where we only examine IPOs managed by high reputation 

underwriters, the results are, in general, consistent with those of the overall sample. The 

coefficients on both institutional and non-institutional demand remain significant. In 

regression (4), where we only examine IPOs managed by low reputation underwriters, the 

results appear to be different. While institutional demand still appears to explain the variation 

in initial returns, non-institutional demand appears to lose its significance. This suggests that 

the variation in non-institutional participation in IPOs managed by low reputation 

underwriters does not appear to be significant between IPOs with high and low initial returns. 

The evidence corroborates the findings reported in section 5 where we document a strong 

relationship between low reputation underwriters and non-institutional investors.  

8. Conclusions 

Despite the significant importance accorded to the underwriter-investor relationship in the 

IPO literature, we still do not know much about how this relationship helps underwriters to 

successfully manage IPO offerings, particularly for IPOs managed by low reputation 

underwriters. While prior research has documented the important role that having established 
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relationships with investors has in helping underwriters manage IPO offerings, there is 

limited empirical evidence on the nature of this relationship based on underwriter reputation. 

Our study provides empirical evidence on the underwriter-investor relationship based on 

underwriter reputation, by using a sample of Indian IPOs in which regulations require IPO 

firms to reserve and allocate separate quotas of shares for different investor categories.  

Using data on investors’ participation during the offer period, we find that the 

reputation of the underwriter has a significant bearing on the nature of the relationship that it 

develops with investors to ensure the success of the IPO offering. We find that while high 

reputation underwriters have strong relationships with large institutional investors,  low 

reputation underwriters appear to have strong relationships with high net worth non-

institutional investors. Both these investor categories are influential in attracting the 

participation of retail investors, which is important for the success of the IPO offering. This is 

particularly important in IPOs managed by low reputation underwriters. Our analysis of the 

role of underwriter reputation in setting offer prices shows that in comparison to low 

reputation underwriters, high reputation underwriters appear to be concerned about reputation 

and are more likely to set an offer price which incorporates the information produced during 

the offer period.  Low reputation underwriters appear to simply ignore the information 

conveyed by informed investors. We find that ignoring this useful information has severe 

implications for the welfare of less informed retail investors.  
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Appendix A: List of Underwriters (Continued) 

Underwriter 

# of 

deals 

Proceeds 

raised 

Average 

proceeds 

per issue 

% of 

total 

sum 

raised 

Rank 

High reputation underwriters      

Kotak Mahindra Capital Company Ltd 61 239,254 3,922 17.15 9 

Enam Financial Consultant Pvt. Ltd 74 162,725 2,199 11.67 9 

JM Morgan Stanley Pvt Ltd 26 158,345 6,090 11.35 9 

DSP Merill Lynch Ltd 32 137,688 4,303 9.87 9 

ICICI Securities Ltd 43 70,975 1,651 5.09 8 

Abn Amro Securities (India) Pvt Ltd 5 56,789 11,358 4.07 8 

SBI Capital Markets Ltd 37 52,113 1,408 3.74 8 

UBS Securities India Pvt Ltd 9 48,697 5,411 3.49 8 

Citigroup Global Markets India Pvt Ltd 14 38,033 2,717 2.73 8 

Deutsche Equities India Pvt Ltd 5 34,378 6,876 2.46 8 

Morgan Stanley India Company Pvt Ltd 8 33,103 4,138 2.37 7 

J.P. Morgan India Pvt Ltd 8 32,628 4,079 2.34 7 

Lehman Brothers Securities Pvt Ltd 3 32,587 10,862 2.34 7 

Il & Fs Investsmart Ltd 19 28,034 1,475 2.01 7 

JM Financial Consultants Pvt Ltd 17 27,372 1,610 1.96 7 

Edelweiss Capital Ltd 20 20,815 1,041 1.49 7 

      

 Low reputation underwriters      

IDFC-SSKI Pvt Ltd 10 18,175 1,817 1.30 6 

Keynote Corporate Services Ltd 23 14,302 622 1.03 6 

Anand Rathi Securities Ltd 21 13,192 628 0.95 6 

UTI Securities Ltd 29 13,163 454 0.94 6 

IDBI Capital Market Services Ltd 14 12,324 880 0.88 6 

Axis Bank Ltd 7 11,779 1,683 0.84 6 

Karvy Investor Services Ltd 27 9,911 367 0.71 5 

Almondz Global Securities Ltd 12 9,211 768 0.66 5 

Collins Stewart Inga Pvt Ltd 4 9,100 2,275 0.65 5 

India Infoline Ltd 4 8,259 2,065 0.59 5 

Allbank Finance Ltd 15 7,726 515 0.55 5 

Centrum Capital Ltd 22 7,296 332 0.52 5 

Chartered Capital and Investment Ltd 15 6,213 414 0.45 5 

Motilal Oswal Investment Advisors Pvt Ltd 7 6,113 873 0.44 5 

Srei Capital Markets Ltd 13 5,995 461 0.43 5 

SSKI Corporate Finance Pvt Ltd 4 5,820 1,455 0.42 5 

Saffron Capital Advisors Pvt Ltd 7 5,407 772 0.39 5 

HSBC Securities & Capital Markets Pvt Ltd 3 4,382 1,461 0.31 5 

Spa Merchant Bankers Ltd 5 4,108 822 0.29 5 

Indian Overseas Bank 1 3,800 3,800 0.27 5 

YES Bank Ltd 4 3,211 803 0.23 5 

Bajaj Capital Ltd 2 3,020 1,510 0.22 5 

HDFC Bank Ltd  1 3,004 3,004 0.22 5 

Antique Capital Markets Pvt Ltd 2 2,945 1,473 0.21 4 

Nomura Financial Advisory And Securities (India) Pvt Ltd 2 2,922 1,461 0.21 4 
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Ashika Capital Ltd 7 2,291 327 0.16 4 

Goldman Sachs (India) Securities Pvt Ltd 1 2,250 2,250 0.16 4 

D and A Financial Services Pvt Ltd  3 2,119 706 0.15 4 

Microsec Capital Ltd 7 1,678 240 0.12 4 

Bob Capital Markets Ltd 3 1,514 505 0.11 4 

Vivro Financial Services Pvt Ltd 2 1,431 716 0.10 4 

Intensive Fiscal Services Pvt Ltd  2 1,419 710 0.10 4 

Religare Securities Ltd 1 1,399 1,399 0.10 4 

Comfort Securities Pvt Ltd 2 1,374 687 0.10 4 

Arihant Capital Markets Ltd  3 1,368 456 0.10 4 

Clsa India Ltd 1 1,096 1,096 0.08 4 

Avendus Capital Pvt Ltd 1 1,087 1,087 0.08 4 

Punjab National Bank 2 967 484 0.07 3 

Atherstone Capital Markets Ltd  2 967 484 0.07 3 

Hem Securities Ltd 2 960 480 0.07 3 

Corporate Strategic Allianz Ltd 3 732 244 0.05 3 

Intime Spectrum Registry Ltd. 1 711 711 0.05 3 

PL Capital Markets Pvt Ltd 2 683 342 0.05 3 

Khandwala Securities Ltd 3 646 215 0.05 3 

Aryaman Financial Services Ltd 1 600 600 0.04 3 

RR Financial Consultants Ltd. 1 590 590 0.04 3 

Indbank Merchant Banking Services Ltd 2 498 249 0.04 2 

VC Corporate Advisors Pvt Ltd 1 488 488 0.03 2 

Onelife Capital Advisors Pvt Ltd  1 458 458 0.03 2 

Ambit Corporate Finance Pvt Ltd 1 346 346 0.02 2 

Fortune Financial Services (India) Ltd 1 335 335 0.02 2 

Canara Bank 2 326 163 0.02 2 

Sobhagya Capital Options Ltd 2 297 148 0.02 1 

KJMC Global Market (I) Ltd 1 270 270 0.02 1 

Nexgen Capitals Ltd 1 269 269 0.02 1 

Darashaw & Company Pvt Ltd 1 254 254 0.02 1 

INGA Advisors Pvt Ltd 1 179 179 0.01 1 

A. K. Capital Services Ltd. 1 142 142 0.01 1 

C I L Securities Ltd. 1 60 60 0.00 0 

 

 



 

33 
 

References 

Beatty, R.P., Ritter, J.R., 1986. Investment banking, reputation, and the underpricing of initial 

public offerings. Journal of Financial Economics 15, 213-232. 

Benveniste, L.M., Ljungqvist, A., Wilhelm Jr, W.J., Yu, X., 2003. Evidence of information 

spillovers in the production of investment banking services. Journal of Finance 58, 577-608. 

Benveniste, L.M., Spindt, P.A., 1989. How investment bankers determine the offer price and 

allocation of new issues. Journal of Financial Economics 24, 343-361. 

Biais, B., Bossaerts, P., Rochet, J.C., 2002. An Optimal IPO Mechanism. Review of 

Economic Studies 69, 117-146. 

Booth, J.R., Smith, R.L., 1986. Capital raising, underwriting and the certification hypothesis. 

Journal of Financial Economics 15, 261-281. 

Bubna, A., Prabhala, N.R., 2010. IPOs with and without Allocation Discretion: Empirical 

Evidence. Journal of Financial Intermediation 20, 530-561. 

Carter, R., Manaster, S., 1990. Initial public offerings and underwriter reputation. Journal of 

Finance 45, 1045-1067. 

Carter, R.B., Dark, F.H., Singh, A.K., 1998. Underwriter Reputation, Initial Returns, and the 

Long-Run Performance of IPO Stocks. Journal of Finance 53, 285-311. 

Chen, Z.H., Wilhelm, W.J., 2008. A theory of the transition to secondary market trading of 

IPOs. Journal of Financial Economics 90, 219-236. 

Cornelli, F., Goldreich, D., 2003. Bookbuilding: How informative is the order book? Journal 

of Finance 58, 1415-1443. 

Derrien, F., Womack, K.L., 2003. Auctions vs. Bookbuilding and the Control of 

Underpricing in Hot IPO Markets. Review of Financial Studies 16, 31-61. 

Dong, M., Michel, J.S., Pandes, J.A., 2011. Underwriter Quality and Long-Run IPO 

Performance. Financial Management 40, 219-251. 

Gao, X., Ritter, J.R., 2010. The marketing of seasoned equity offerings. Journal of Financial 

Economics 97, 33-52. 



 

34 
 

Habib, M.A., Ljungqvist, A.P., 2001. Underpricing and entrepreneurial wealth losses in IPOs: 

Theory and evidence. Review of Financial Studies 14, 433-458. 

Hanley, K.W., 1993. The underpricing of initial public offerings and the partial adjustment 

phenomenon. Journal of Financial Economics 34, 231-250. 

Huang, R., Shangguan, Z., Zhang, D., 2008. The networking function of investment banks: 

Evidence from private investments in public equity. Journal of Corporate Finance 14, 738-

752. 

Huang, R., Zhang, D., 2011. Managing underwriters and the marketing of seasoned equity 

offerings. Journal of Financial and Quantitative Analysis 46, 141-170. 

Ljungqvist, A.P., Wilhelm, W.J., 2002. IPO allocations: discriminatory or discretionary? 

Journal of Financial Economics 65, 167-201. 

Loughran, T., Ritter, J., 2004. Why has IPO underpricing changed over time? Financial 

Management 33, 5-37. 

Marisetty, V., Subrahmanyam, M., 2009. Group affiliation and the performance of IPOs in 

the Indian stock market. Journal of Financial Markets 13, 196-223. 

Megginson, W.L., Weiss, K.A., 1991. Venture capitalist certification in initial public 

offering. Journal of Finance 46, 879-903. 

Neupane, S., Poshakwale, S., 2012. Transparency in IPO Mechanism: Retail investors' 

participation, IPO pricing and returns. Journal of Banking and Finance 36, 2064-2076. 

Wang, W., Yung, C., 2011. IPO information aggregation and underwriter quality. Review of 

Finance 15, 301. 

 



 

35 
 

 

Table 1: Summary Statistics  

Variable Mean Median 25th Pctl 75th Pctl Std dev Minimum Maximum 

No. of IPOs 340       

Age at IPO  14.12 12.14 7.89 16.68 10.66 0.32 92.06 

Total assets  6,688 1,691 758 5,683 14,937 70 154,856 

Proceeds  3,355 1,085 600 2,695 8,985 140 102,600 

Leverage (%) 55.7 60.0 43.0 71.4 22.5 0.00 117.9 

Raw first day returns (%) 20.3 11.4 -6.6 42.7 43.2 -68.9 240.9 

Market-adjusted first day returns (%) 19.6 9.1 -7.5 41.0 42.4 -93.2 240.8 

Raw first month returns (%) 16.8 8.3 -20.2 44.7 57.8 -86.8 351.8 

Market-adjusted first month returns (%) 15.8 6.3 -21.8 39.9 57.1 -88.3 350.5 

Subscription  18.76 6.65 1.77 27.11 26.57 0.91 159.40 

IPOs with negative first day market-adjusted initial returns 129       

IPOs with negative first month market-adjusted initial returns 152             

This table reports the descriptive statistics of 340 Indian IPOs listed on the Bombay Stock Exchange and/or NSE stock exchanges from January 2001 to December 2011. The 

sample includes 51 IPOs issued with the modified bookbuilding mechanism and 289 IPOs issued with the auction mechanism. Age is the difference between a firm’s IPO 

year and the founding year expressed in years. Total assets is the total assets of the firm at the time of the IPO, in millions, expressed in Indian rupees. Proceeds is the gross 

proceeds of the offer, in millions, expressed in Indian rupees. Leverage is the ratio of total liabilities to total assets at the time of the IPO. Raw first day and Raw first month 

returns are the returns calculated between the offer price and the closing price at the end of the first day of trading and the closing price at the end of the first month of 

trading, respectively. Market-adjusted first day return is the difference between raw first day return and the market returns, where the market return is the return on the BSE 

Sensex index over the same period of time. Market-adjusted one month return is the difference between the raw one month return and the return on the BSE Sensex over the 

same period of time. Subscription is calculated by dividing the shares bid by investors by the total number of shares offered. (1 US$ is approximately equal to 45 Indian 

rupees). 
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Table 2: IPOs by Underwriter Reputation  

Particulars High reputation  Low reputation t-stat z-stat 

No. of IPOs 197 143 - - 

Age at IPO 13.9 (12.0) 14.3 (12.4) -0.238 -1.028 

Total assets  9,884 (3,543) 2,285 (827) 4.778*** 9.640*** 

Proceeds  5,096 (1,710) 958 (646) 4.299*** 10.384*** 

Leverage (%) 56.8 (61.6) 54.2 (57.9) 0.802 1.402 

P/E times industry-offer price  2.35 (0.72) 1.47 (0.68) 0.675 0.937 

P/E times industry-lower bound 2.02 (0.66) 1.35 (0.61) 0.667 0.983 

P/E times industry-upper bound 2.78 (0.76) 1.51 (0.69) 1.032 1.161 

Raw first day returns (%) 22.0 (11.5) 17.9 (11.1) 0.955 0.979 

Market-adjusted first day returns (%) 21.1 (9.8) 18.4 (9.3) 0.507 0.657 

Raw first month returns (%) 23.7 (11.6) 7.8 (1.4) 2.529** 3.229*** 

Market-adjusted first month returns (%) 21.3 (8.7) 8.1 (-3.6) 2.163** 3.006*** 

Subscription 25.95 (14.29) 8.26 (2.41) 6.165*** 7.360*** 

Institutional subscription 32.06 (17.16) 6.89 (1.23) 7.288*** 10.133*** 

Non-Institutional subscription 39.64 (14.34) 17.46 (3.52) 4.069*** 3.132*** 

Retail subscription 12.40 (6.10) 8.04 (3.19) 2.158** 2.244** 

Normalised offer price  0.75 (0.90) 0.92 (1.00) -4.639*** -4.351*** 

IPOs with negative first day returns 71 58 - - 

IPOs with negative first month returns 79 73 - - 

Under-subscribed by institutional investors 9 57 - - 

Under-subscribed by non-institutional investors 35 13 - - 

Under-subscribed by retail investors 37 23 - - 

This table reports the descriptive statistics of Indian IPOs by underwriter reputation, with figures in brackets 

representing median values. We define high reputation underwriters as those with a rank of ≥ 7, where the 

underwriter’s reputation rank is based on the value of IPOs managed by them during the sample period. P/E 

times industry-offer price refers to the times the offer price is set relative to the industry P/E ratio. P/E times 

industry-lower bound and P/E times industry-upper bound refer to the times the lower and upper bound of the 

offer price range is set relative to the industry P/E ratio respectively. Subscription is the times offer subscribed 

by all total investors and is calculated by dividing the total shares bid by the total number of shares offered.  

Institutional, Non-institutional and Retail subscription is times offer subscribed by institutional, non-

institutional and retail investors, respectively. Normalised offer price is the offer price normalised by the offer 

price range. All other variables are defined in Table 1. We use t-test for difference in means and z-test to test for 

difference in medians between the two groups of IPOs. ***, **, and * denote the difference is significant at less 

than 1, 5 and 10 percent levels, respectively.  
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Table 3: Demand Over Time 

Panel A: Summary of subscription by each day over the offer period for investor categories 

Particulars Day -4 Day -3 Day -2 Day -1 Day 0 

High reputation underwriters (n=104)      

Institutional Investors  7 (6.7%) 29 (27.9%) 52 (50%) 76 (73.1%) 98 (94.2%) 

Non-Institutional Investors  1 (0.9%) 8 (7.7%) 27 (25.9%) 37 (35.6%) 90 (86.5%) 

Retail Investors  1 (0.9%) 3 (2.9%) 11 (10.6%) 27 (25.9%) 76 (73.1%) 

      

Low reputation underwriters (n=123)      

Institutional Investors  1 (0.8%) 8 (6.5%) 20 (16.3%) 37 (30.1%) 66 (53.7%) 

Non-Institutional Investors  6 (4.9%) 18 (14.6%) 44 (35.8%) 70 (56.9%) 114 (92.7%) 

Retail Investors  1(0.8%) 5 (4.1%) 15 (12.2%) 32 (26.0%) 107 (87.0%) 
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Panel B: Investor subscription by each day over the offer period by underwriter reputation          

 Day -4  Day -3  Day -2  Day -1  Day 0 

 Mean Median SD  Mean Median SD  Mean Median SD  Mean Median SD  Mean Median SD 

High reputation underwriters (n =104)                    

Institutional Investors  0.209 0.000 0.899  1.058 0.000 2.397  2.169 0.944 3.399  6.794 2.535 9.835  37.427 15.428 46.657 

Non-Institutional Investors  0.080 0.000 0.681  0.400 0.000 1.341  1.089 0.067 2.064  1.932 0.385 4.071  41.319 10.390 60.604 

Retail Investors  0.019 0.000 0.126  0.102 0.013 0.253  0.449 0.110 1.086  1.151 0.349 2.466  10.907 3.828 16.200 

                    

Low reputation underwriters (n =123)                    

Institutional Investors  0.053 0.000 0.217  0.211 0.000 0.590  0.500 0.249 0.889  1.698 0.510 5.308  6.302 1.028 15.801 

Non-Institutional Investors  0.115 0.000 0.406  0.381 0.000 0.735  1.072 0.533 1.584  1.727 1.200 1.921  17.286 4.006 37.151 

Retail Investors  0.039 0.000 0.156  0.167 0.010 0.324  0.434 0.190 0.573  0.866 0.496 1.286  7.215 3.262 13.457 

Chi-Square (χ
2
)                      

Institutional = High Rep- Low Rep 0.000  7.493***  27.345***  49.756***  72.554*** 

Non-Institutional= High Rep- Low Rep 0.175  1.074  3.479**  5.272**  5.724** 

Retail = High Rep- Low Rep 0.724  0.854  3.792*  1.844  0.308 
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Panel C: Investor subscription by each day over the offer period in IPOs in which institutional investors under-subscribe by the end of the penultimate day of the offer 

 Day -4  Day -3  Day -2  Day -1  Day 0 

 Mean Median SD  Mean Median SD  Mean Median SD  Mean Median SD  Mean Median SD 

High reputation underwriters (29)                    

Institutional Investors  0.005 0.000 0.028  0.049 0.000 0.187  0.161 0.050 0.244  0.373 0.260 0.356  4.148 2.275 5.676 

Non-Institutional Investors  0.014 0.000 0.061  0.123 0.000 0.296  1.014 0.067 1.793  1.356 0.300 2.203  8.336 3.373 16.057 
                    

Low reputation underwriters (87)                    

Institutional Investors  0.030 0.000 0.124  0.091 0.000 0.204  0.204 0.093 0.250  0.331 0.240 0.324  1.152 0.670 1.810 

Non-Institutional Investors  0.116 0.000 0.360  0.303 0.000 0.583  0.991 0.569 1.489  1.491 1.181 1.685  6.793 3.781 9.841 

Wilcoxon z-statistics                    

High reputation underwriters          

Institutional – Non-Institutional -0.025  -1.053  -1.131  -1.428  -1.460 
          

Low  reputation underwriters          

Institutional – Non-Institutional -2.028**  -2.933***  -5.079***  -6.086***  -7.678*** 

 

Panel A shows the number of IPOs in which the shares reserved for various investor categories become fully subscribed over the offer period, segmented by underwriter reputation. The 

sample consists of 227 auction IPOs for which we have day by day data on investors’ subscription over the offer period. High reputation underwriters are those with a reputation ranking ≥ 7 

and low reputation underwriters are those with a reputation ranking ≤ 6. Day -4 is the first day and Day 0 is the final bidding day of the offer period. The figures in the table and parenthesis 

indicate respectively the number and percentage of IPOs which are fully subscribed by a particular investor category by the end of a particular day of the offer period.  
 

Panel B shows the IPO share subscription by different investor categories on a day by day basis over the offer period by underwriter reputation. Subscription is calculated by dividing the 

shares bid by investors by the total number of shares offered. The sample consists of 227 auction IPOs for which we have day by day data on investors’ subscription over the offer period. 

We use the Kruskal-Wallis test for the difference in median participation of the three investor categories between IPO managed by high and low reputation underwriters.  
 

Panel C shows the IPO share subscription for institutional and non-institutional investors on a day by day basis over the offer period by underwriter reputation for only those IPOs in which 

institutional investors under-subscribe their offer by the end of the penultimate day of the offering. The sample consists of 116 auction IPOs of which 87 are managed by low and 29 by high 

reputation underwriters. We use the signrank test for the difference in median participation between the two investor categories. ***,**, and * denote the difference is significant at less than 

1, 5, and 10 percent levels, respectively.  
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Table 4: Underwriter Reputation and Investor Participation  

This table reports the results of the OLS regressions explaining the participation of different investor categories over time on a sample 

of 227 auction IPOs. The dependent variable in regressions (1) and (2) is the logarithm of one plus subscription at the end of the 

penultimate day for institutional investors (INST-1) and non-institutional investors (NINST-1), respectively. The dependent variable in 

regression (3) is the logarithm of one plus subscription at the end of the offer period for retail investors (RETAIL0). The dependent 

variables in regressions (4), (5) and (6) are the logarithm of one plus the total bids submitted by institutional (INSTBIDS0), non-

institutional (NINSTBIDS0), and retail investors (RETAILBIDS0), respectively. UNDREP is the underwriter reputation rank assigned to 

the IPO. INST-2  is the logarithm of one plus subscription of institutional investors two days prior to the end of the offer period. 

PROCEEDS is the logarithm of gross proceeds. RCTRTN is the weighted average of the buy-and-hold returns on the BSE Sensex 

index in the three months before the IPO date, where weights are 3 for the recent month, 2 for the next and 1 for the third month 

before the offering. RCTVOL is the standard deviation of the index returns one month prior to the offer issue date. MECHANISM  is a 

dummy variable which takes the value of 1 for bookbuilding and 0 for auction IPOs. White heteroskedasticity-consistent t-statistics 

are in parentheses. ***,**, and * denote the difference is significant at less than 1, 5, and 10 percent levels, respectively.   

 Subscription  Bids Submitted 

 INST-1 

(1) 

NINST-1 

(2) 

RETAIL0 

(3) 

 INSTBIDS0 

(4) 

NINSTBIDS0 

(5) 

RETAILBIDS0 

(6) 

UNDREP 0.142*** -0.147*** -0.00291  0.314*** -0.204*** -0.120 

 (3.32) (-4.31) (-0.06)  (4.50) (-3.57) (-0.89) 

        

INST-2  0.374***      

  (3.84)      

INST-1   0.672***     

   (10.68)     

        

NINST-1   0.269***     

   (3.57)     

        

INSTBIDS0      0.873*** 0.628*** 

      (10.04) (4.61) 

        

NINSTBIDS0       0.764*** 

       (5.65) 

        

PROCEEDS 0.227*** 0.121* -0.440***  0.620*** 0.154* -0.204** 

 (2.68) (1.86) (-6.78)  (10.11) (1.68) (-2.56) 

        

RCTRTN 2.196** 1.197 3.733***  3.701*** 1.799 4.178*** 

 (2.24) (1.23) (4.28)  (3.58) (1.14) (3.97) 

        

RCTVOL 0.894 -15.27 20.29**  -8.283 21.31 6.014 

 (0.07) (-1.57) (2.31)  (-0.63) (1.56) (0.60) 

        

MECHANISM     0.568 -0.373 0.473 

     (1.09) (-0.91) (0.88) 

        

Industry-fixed effects Yes Yes Yes  Yes Yes Yes 

        

Year-fixed effects Yes Yes Yes  Yes Yes Yes 

        

Constant -2.072*** 0.392 3.522***  -3.292*** 2.444*** 2.051*** 

 (-3.86) (0.88) (8.51)  (-3.12) (3.44) (3.16) 

Observations 227 227 227  340 340 340 

Adjusted R
2
 0.336 0.211 0.586  0.576 0.678 0.823 
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Table 5: Use of Discretion in Pricing 
 

Panel A 

  High reputation Underwriters 

  

Low reputation Underwriters 

  Upper Bound 

Below Upper 

Bound 

  Upper 

Bound Below Upper Bound 

Less than 30%  1 15 

  

2 1 

30-60%  2 9 

  

2 3 

60-70%  1 4 

  

1 0 

70-80%  0 9 

  

6 2 

80-90%  11 8 

  

7 2 

90-95%  13 5 

  

8 3 

95-99%  30 6 

  

30 5 

More than 99%  60 5 

  

63 1 

Total   118 61 

  

119 17 

This table shows, by underwriter reputation, the number of IPOs which have received a certain fraction of total bids as strike bids. The 

table uses a sample of 315 IPOs for which we have information on strike bids submitted by investors. We use eight different 

categories to analyse the strike bids. The Less than 30% category, for instance, shows the number of IPOs in which strike bids 

accounted for less than 30 percent of the total bids submitted by investors. Similarly, the More than 99% category shows the number 

of IPOs in which more than 99 percent of the total bids were in the form of strike bids. Strike bids are market orders and are the sum 

of all the price cut-off bids submitted by retail investors and the bids submitted at the upper bound by all investor categories. Since the 

Indian IPO price range has never been revised upward, submitting a bid at the upper bound of the price range is effectively submitting 

a strike bid.  

 

 

Panel B 

Particulars   High reputation   Low reputation 

  INST NINST RETAIL   INST NINST RETAIL  

Under-subscribed  9 35 37   57 13 23  

Priced at Upper Bound   5 13 8    49 6 12   

This table shows the number of IPOs in which the different investor categories under-subscribe their portion of the offering. Analysis 

in this table is based on the total sample of 340 IPOs. INST, NINST and RETAIL refer to institutional, non-institutional and retail 

investors respectively.  
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Panel C: Probit Regression 

 
 (1) (2) (3) 

    

UNDREP -0.878*** -1.421*** -1.381*** 

 (-3.58) (-5.02) (-4.38) 

    

SUBS0  0.854***  

  (6.97)  

    

INST0   0.201 

   (1.36) 

    

NINST0   0.0198 

   (0.14) 

    

RETAIL0   0.874*** 

   (3.96) 

    

    

PROCEEDS -0.172* -0.284*** -0.0842 

 (-1.92) (-3.13) (-0.82) 

    

RCTRTN 5.120*** 1.807 1.026 

 (3.48) (1.11) (0.60) 

    

RCTVOL -18.11 -21.43 -11.90 

 (-1.06) (-1.10) (-0.59) 

    

MECHANISM 0.078 0.173 0.194 

 (0.09) (0.26) (0.23) 

    

Industry-fixed effects Yes Yes Yes 

    

Year-fixed effects Yes Yes Yes 

    

Constant 0.507 0.897 -0.686 

 (0.51) (0.87) (-0.68) 

Observations 340 340 340 

Pseudo R
2
 0.165 0.356 0.376 

This table reports the results of the probit regressions explaining the determinants of pricing at the upper bound of the 

price range. The dependent variable in all the regressions is a dummy variable which takes the value of 1 for IPO 

priced at the upper bound and 0 otherwise. SUBS0, INST0 and NINST0 are the logarithm of one plus final subscription of 

the overall, institutional and non-institutional offer.  All other variables are defined in table 4. ***,**, and * denote the 

difference is significant at less than 1, 5, and 10 percent levels, respectively. 
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Table 6: Comparison of IPOs with Under-subscribed Institutional Investor Participation 

 

 High reputation Underwriters   Low reputation Underwriters 

Particulars INST0 < 1 Others t-stat  INST0 < 1 Others t-stat 

No. of IPOs 5 188   49 86  

Total assets  4,139 (2,004) 10,159 (3,588) 1.018  1,228 (733) 2,985 (996) 1.127 

Proceeds  2,494 (900) 5,221 (1,821) 0.697  935 (590) 973 (688) 0.180 

Raw first day returns  0.01 (-0.05) 0.23 (0.14) 1.672  0.02 (-0.01) 0.28 (0.17) 3.217*** 

Market-adjusted first day returns 0.01 (-0.09) 0.21 (0.10) 1.490  0.04 (-0.02) 0.28 (0.19) 3.177*** 

Raw first month returns 0.10 (-0.22) 0.24 (0.12) 0.830  -0.11 (-0.23) 0.20 (0.09) 2.774** 

Market-adjusted first month returns  0.09 (-0.22) 0.22 (0.11) 0.749  -0.10 (-0.28) 0.20 (0.09) 2.801** 

Institutional subscription  0.61 (0.68) 33.57 (18.43) 2.497**  0.39 (0.33) 11.20 (4.04) 4.426*** 

Non-Institutional subscription  2.82 (2.68) 40.81 (17.54) 2.039**  3.29 (2.56) 26.85 (7.15) 3.890*** 

Retail subscription  3.21 (0.94) 12.84 (6.41) 1.365  3.30 (2.49) 11.18 (5.76) 3.277*** 

Total subscription 2.19 (1.28) 27.09 (15.60) 2.472**  1.99 (1.44) 13.42 (5.65) 4.22*** 

This table compares IPOs in which the institutional investors under-subscribed (INST0<1) and which are priced at the upper bound 

of the price range with IPOs in which institutional investors over-subscribed their portion of the offer. The figures in parentheses 

indicate median values. All variables are defined in Tables (1) and (2). We use t-test for the difference in means between the two 

groups of IPOs. ***, **, and * denote the difference is significant at less than 1, 5 and 10 percent levels, respectively. 
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Table 7: OLS Regressions of Initial Returns 

This table reports the results of the OLS regression model examining IPO initial returns.       is the dependent 

variable which is the first day market-adjusted initial returns. The market adjusted initial return is calculated by 

adjusting the raw initial return with the return on the market index. Raw initial return is calculated by dividing the 

difference between first day closing price and the offer price by the offer price. We use the return on the BSE Sensex 

index as a proxy for the market return. Age is the logarithm of one plus the age of the firm at the time of the IPO. All 

other variables are defined in table 4 and panel C of table 5.  Heteroskedasticity adjusted t statistics in parentheses. 

***, **, and * denote the difference is significant at less than 1, 5 and 10 percent levels, respectively. 

 
Full Sample 

 High Reputation 

Underwriters 

 Low Reputation            

Underwriters 

  

 MIR1 

(1) 

MIR1 

(2) 

 MIR1 

(3) 

 MIR1 

(4) 

  

SUBS0 0.219***        

 (9.51)        

         

INST0  0.082***  0.061**  0.126**   

  (2.88)  (2.01)  (2.02)   

         

NINST0  0.071**  0.0875**  0.0693   

  (2.48)  (2.23)  (1.32)   

         

RETAIL0  0.073  0.0734  0.0523   

  (1.59)  (1.05)  (0.70)   

         

UNDREP -0.127** -0.105       

 (-2.46) (-1.56)       

         

PROCEEDS -0.053** -0.042*  -0.0347  -0.110*   

 (-2.35) (-1.71)  (-1.21)  (-1.75)   

         

AGE -0.006 -0.004  0.00178  -0.0372   

 (-0.21) (-0.14)  (0.06)  (-0.49)   

         

RCTRTN -0.182 -0.199  0.191  -0.515   

 (-0.39) (-0.43)  (0.25)  (-0.71)   

         

RCTVOL 8.359 9.321  5.549  11.23   

 (1.40) (1.64)  (0.57)  (1.38)   

         

MECHANISM -0.026 -0.087  -0.033     -0.015   

 (-0.17) (-0.65)  (-0.13)    (-0.134)   

         

Industry-fixed effects Yes Yes  Yes  Yes   

         

Year-fixed effects Yes Yes  Yes  Yes   

         

Constant 0.013 -0.081  -0.139  0.360   

 (0.07) (-0.41)  (-0.52)  0.79)   

Observations 340 340  188  152   

R
2
 0.354 0.377  0.525  0.263   


