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[PO SUBSCRIPTION DYNAMICS:

A COMPREHENSIVE INQUIRY INTO

THE INDIAN STOCK MARKET

Abstract

The Indian IPO market showcased resilience during the global stock market downturn

in 2022, emerging as a notable bright spot in regions such as Europe, the Middle East,
India, and Africa. As the bullish rally of 2022 persists, Indian stock markets remain en-
ticing for foreign institutional investors in 2023. A resurgence in IPO activity is antici-
pated, driven by increasing momentum and larger deals that are poised to overcome

the constraints of subdued global sentiments and liquidity pressures, addressing the

challenges posed by these factors. The study offers insights into factors influencing IPO

subscriptions, capitalizing on the context of heightened stock market volatility and

optimistic trends in the Indian stock market. A total of 132 IPOs listed on the Indian

stock market between April 2019 and March 2023 were analyzed in this study. Multiple

Linear Regression was used to assess the strength of the association between several

factors outlined in the literature, and the overall subscription. Among the ten variables

investigated in the study, it was observed that three variables under the external fac-
tors, specifically Grey Market Premium, IPO Rating, and Broker Recommendations,
exerted a significant influence on the overall subscription. While other factors such as

allocation proportion and issue attributes, were found to have no discernible influence

on the overall subscription. The results indicate that the Indian IPO market demon-
strates a prevalence of speculative behavior and a stronger reliance on expert recom-
mendations, rather than being primarily driven by IPO characteristics.

Keywords IPO issue, IPO allotment, IPO subscription, IPO rating,

grey market premium, broker recommendation, index
returns, retail investor

JEL Classification G10, G11, G24

INTRODUCTION

IPOs stand out as the key corporate strategy to mobilize substantial
funding for initiating business ventures or expanding operations, en-
ticing investors with attractive opportunities and prompting a shift
from low-return to high-return opportunities. The Indian IPO market
has experienced significant growth in recent years, primarily driven
by the dominance of retail investors. It is crucial to understand the
complexities of this market, as it not only addresses broader corporate
finance inquiries but also becomes increasingly important with the
surge in the number of IPOs in the Indian landscape and the growing
influence of the Indian economy on the global stage.

The performance of a company’s IPO is influenced by the extent of
subscriptions it garners, as emphasized in prior research. At the pre-
listing stage, gauging the full subscription, oversubscription, and un-
der-subscription levels provides an initial estimate of demand across
various investor categories. Against the backdrop of inflationary
stress, economic growth risks, geopolitical tensions, and interest rate
increases, the Indian stock market displayed notable volatility in the
year 2022. However, the PRIME Database report indicated a positive
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momentum in the year 2023 with 87 companies lined up to raise over Rs 1,40,000 crores through IPO
issues. The above context provides an ideal platform for examining the critical factors influencing IPO

subscriptions in the Indian primary market.

1. LITERATURE REVIEW

The new issues market is often characterized by
extreme uncertainty and information asymmetry,
prompting many researchers to expound the mys-
tical relationships, among which IPO overall sub-
scription is one key dimension. IPO subscription
dynamics in India are influenced by a complex
interplay of market sentiment, regulatory chang-
es, and investor preferences. Effective IPO invest-
ments necessitate a thorough comprehension of
key factors, encompassing allocation proportions,
issue attributes, and external factors.

1.1. Overall subscription

A subscription rate reveals how eager investors are
for a new IPO (Sahoo & Rajib, 2010). Generally
referred to as the oversubscription rate, it is esti-
mated as the ratio of the number of applications
to the issue size (Rahim et al., 2013). The subscrip-
tion rate is calculated across all investor groups,
including QIBs, NIIs, and retail investors (Sahoo,
2017). The literature on subscription rate has
been broadly divided into two categories; studies
(Agarwal etal., 2006; Babu & Dsouza, 2021; Cheng
etal., 2005; Jotwani & Singh, 2011) examining the
role of subscription rate on IPO returns, and stud-
ies (Ellikkal et al., 2022; Hossain & Omar, 2017;
Jacob & Agarwalla, 2015; Sahoo, 2017) examining
the factors affecting subscription rate.

The Securities and Exchange Board of India (SEBI)
regulates and prescribes allocation norms for each
investor category via the book-building process for
every IPO issued. During the IPO issue, 50% of the
shares are reserved for qualified institutional bid-
ders (QIB), 35% for retail individual investors (RII),
and the remaining 15% for non-institutional inves-
tors (NII). The subscription rate against each inves-
tor category is estimated by dividing the number of
bids received by the number of shares allotted per
investor category (Sandhu & Guhathakurta, 2020).
Often, at the pre-listing phase, full subscriptions,
oversubscriptions, and under-subscriptions pro-
vide an initial indication of investor demand.

http://dx.doi.org/10.21511/imfi.20(4).2023.32

1.2. Allocation proportion

Prior research (Banerjee & Rangamani, 2015;
Hawaldar et al., 2018; Malachowski & Gadowska-
dos Santos, 2021; Mehmood et al., 2020; Ong et
al., 2020; Sandhu & Guhathakurta, 2020; Zhang
et al., 2015) has extensively discussed book-build-
ing or fixed-price methods and attempted to ex-
plain the causes of underpricing or influence
on oversubscription. Oversubscription is a ma-
jor performance factor for IPOs (Shah & Mehta,
2015). A high subscription rate is attributed to
investors’ confidence and optimism about the
new issue (Hossain & Omar, 2017; Khatri, 2017;
Yadav et al., 2018), issue price and size (Ellikkal
et al., 2022; Jampala et al., 2016; Mehta & Shah,
2015; Sandhu & Guhathakurta, 2020), subscrip-
tion times (Hossain & Omar, 2017), grey market
premium (Beierlein et al., 2016; Pinki & Sharma,
2022), and Anchor-backed IPOs (Sahoo, 2017). It
appears that most of the studies have overlooked
the interaction between allocation norms and over
or under-subscription.

1.3. Issue attributes

The characteristics of companies undergoing IPOs
hold significant interest due to their pivotal role
as a primary reservoir of fresh investment pros-
pects within the securities market. These charac-
teristics encompass variations in factors such as
the issue size, post-issue paid-up capital reflecting
the issuer’s size, the issuer’s evolutionary stage, is-
sue pricing, the proportion of issuer shares made
available for public ownership, the specific indus-
try or business sector the issuer operates in, and
the stock exchanges where their shares are listed
(Sabarinathan, 2010). This study explores the im-
pact on overall subscriptions by considering issue
size, issue price, and projected P/E ratio.

Issue size indicates the amount raised by an IPO
and the success of the offering (Chhabra et al,
2017). Earlier studies have reported contrasting re-
sults on the influence of issue size on oversubscrip-
tion. Some studies (Arora & Singh, 2020; Tajuddin,
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2018) have claimed a linear relationship between
issue size and oversubscription, while other stud-
ies (Banerjee & Rangamani, 2015; Low & Yong,
2011; MN & Brigitta, 2022; Yong et al., 2002) did
not observe such a relationship. Also, a few studies
have attempted to verify the association between
the size of the issue and the listing price (Baluja,
2013; Jacob & Agarwalla, 2015; Manu & Saini,
2020; Mehta & Shah, 2015; Shah, 2013; Singh &
Gupta, 2018). Given the varying opinions regard-
ing the association between issue size and overall
subscription, this study believes that further in-
vestigation would enhance the literature by pro-
viding a better understanding of the relationship.

At the pre- and post-listing stages of an IPO, the
offer price is an important variable in estimating
participation levels among various investor catego-
ries (Low & Yong, 2011; Sandhu & Guhathakurta,
2020). The issue price of an IPO is a potential
factor in explaining oversubscription (Aluvaala,
2019; Tajuddin et al., 2017). Agarwal et al. (2008)
observed a positive relationship between IPO un-
derpricing and investor demand. As evidenced
by Datar and Mao (2006), issuers deliberately
underprice their IPOs to enhance subscriptions.
Conversely, Sandhu and Guhathakurta (2020) dis-
covered that IPOs with the lowest price ranges are
less likely to attract full subscriptions or oversub-
scriptions. Retail and non-institutional investors
moreover take cues on the quality of IPO issues
based on institutional investors’ subscription pat-
terns, when they bid for shares (Khurshed et al.,
2011; Ong et al., 2020). Following the above argu-
ments, it is apparent that the issue price should
be considered in conjunction with the allocation
proportion and subscription times among inves-
tor categories to better explain the latter’s impact
on overall subscriptions.

The Price-Earnings (P/E) ratio stands as one of
the widely embraced methods for assessing the
value of a stock. A high P/E ratio suggests opti-
mism among investors regarding future earnings
growth, but it may also be viewed as overvalued
if growth prospects are limited. Conversely, a low
P/E ratio could indicate that stocks are under-
valued, potentially due to short-term disruptions
stemming from various factors such as compa-
ny-specific issues, promoter-related concerns, in-
dustry challenges, or market conditions (Nair,
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2023). According to Kim and Ritter (1999), P/E
multiples based on projected earnings yield more
precise valuations compared to those relying on
historical earnings. IPO pricing is influenced by
investor expectations, which in turn are impacted
by factors such as the industry average P/E ratio
and earnings per share (Chen, 2015). When the
price exceeds this average P/E ratio, individual in-
vestors tend to exercise caution and may choose
to participate conservatively, potentially resulting
in lower fundraising outcomes (Chen, 2023). The
above arguments underscore the significance of
factoring in the projected P/E ratio when assess-
ing the overall subscription of an IPO.

1.4. External factors

An oversubscribed IPO, which signifies a height-
ened demand for its shares, often results in a premi-
um listing price. However, it is possible that, apart
from demand, several external factors could signif-
icantly influence investor decisions in the context
of Initial Public Offerings (IPOs). Factors such as
Grey Market Premium (GMP), IPO evaluations,
broker advice, and the performance of stock mar-
ket benchmarks may exert considerable influence
on the overall subscription. Understanding how
these variables interplay in the IPO subscription
process is vital for investors and market analysts
alike. This study investigates the influence on the
overall subscription by considering factors such as
GMP (Grey Market Premium), IPO Ratings, bro-
ker recommendations, and index returns as key
metrics for measurement.

A Grey market is an unofficial market where listing
premiums are known before the IPO list (Pinki &
Sharma, 2022). Grey markets are used by issuers
and underwriters to assess the demand for new
IPO offerings. An oversubscribed IPO encourag-
es investors to create a buzz around the issue, per-
suading a higher grey market premium. India has
a very active grey market for IPOs, which provides
insight into market sentiments (Krishnamurti et
al,, 2011). Although institutional investors’ sub-
scriptions do not seem to be influenced by a low
grey market premium, retail investors’ participa-
tion reflects investor sentiment through the grey
market premium (Neupane et al., 2014). While
Loffler et al. (2005) determined that grey market
premiums are a good indicator of listing prices,
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however, the results of Dave(2022) did not support
this conclusion. Additionally, prior studies (Beierlein
et al., 2016; Cornelli et al., 2006; Krishnamurti et al.,
2011; Neupane et al., 2014; Vohra & Nalwaya, 2022)
focused primarily on the impact of grey market pre-
mium on listing price rather than overall subscription.

Analysts play a dual role in the IPO market by pro-
viding valuable information to enhance market effi-
ciency while also having the potential to fuel stock
hype and mislead the public regarding IPO valu-
ations due to the relatively lesser-known nature of
these offerings (Ellikkal et al., 2022). When an IPO
is unveiled in the Indian market, evaluations and
feedback are often recorded on two websites, name-
ly, ipowatch.in and chittorgarh.com. The prominent
IPO review platform, chittorgarh.com, features an
IPO Rating system that relies on user-generated
feedback. As per the website’s description, the us-
er rating of an Initial Public Offering (IPO) gen-
erally pertains to the evaluations and assessments
furnished by a range of financial institutions, in-
dependent brokers, and analysts who are regis-
tered with SEBI (Securities and Exchange Board
of India) (“www.chittorgarh.com,” 2023). The list
comprises notable participants in this field in India
like Capital Market, ICICI Securities, Nirmal Bang,
Motilal Oswal, HEM Securities, Ventura, Reliance
Securities, Angel One, Aditya Birla Money, along
with analysts such as Mr. S. P. Tulsian and Mr. Dilip
Davda. The benefits of user ratings for IPOs, includ-
ing information sharing, peer perspectives, risk as-
sessment, reflecting market sentiment, and serving
as community insights, facilitate a comprehensive
comparison of different IPOs. Nonetheless, it is cru-
cial to acknowledge that these ratings rely on indi-
vidual subjective viewpoints. It would be intriguing
to ascertain whether these user ratings exert any in-
fluence on IPO subscription trends.

Stock brokerage firms play a pivotal role in sustain-
ing the vitality of the stock market by serving as in-
termediaries connecting investors with the market,
facilitating new investor participation, and impart-
ing knowledge on stock market investments (Jami,
2022). The main sources of analyst recommenda-
tions typically originate from two channels: bro-
kerage firms, financial columnists and journalists
(Jayadev & Chetak, 2015). Rajan and Servaes (1997)
conducted pioneering research into the correlation
between analyst coverage and IPO premiums, dis-

http://dx.doi.org/10.21511/imfi.20(4).2023.32

covering a positive impact of IPO premiums on an-
alyst following. But Bradley et al. (2008) discovered
no discernible connection between the IPO premi-
um and the level of analyst following. Mcnichols et
al. (2006) found that affiliated recommendations do
not distinguish between strong and weak IPO stocks,
while unaffiliated recommendations tend to be un-
timely in offering valuable trading guidance. The
precision and variance in pricing predictions by se-
curities analysts play a substantial role in influenc-
ing the premium associated with IPOs (Jiani & Liu,
2014). When a larger group of analysts offer favorable
recommendations, it boosts the confidence of pro-
spective investors, thereby increasing the probability
of IPOs experiencing oversubscription (Sahoo, 2014;
Singh & Vishwanath, 2013). Given the vital role that
stock brokerage firms play in connecting investors
with the market and the significant influence of an-
alyst recommendations on IPO premiums, it is im-
portant to investigate how broker recommendations
impact the overall subscription to initial public offer-
ings (IPOs).

A stock market index represents all major deviations
in the stock market and is compiled using stocks se-
lected based on their market capitalization, type of
industry, and market size (Mani, 2023). According
to the PRIME database released in January 2023, the
average IPO listing gain, dropped to 10% in 2022,
as compared to 32.19% in 2021 and 43.82% in 2020
(Agarwal, 2023a). Several empirical studies in the
past (Bandi & Suresh, 2018; Howton et al., 2002;
Duraipandian & Suresh, 2012; Sahoo & Rajib, 2010)
have compared IPO returns to index returns and at-
tempted to guide investors with information about
the choice of the stock exchange, underpricing, and
strong QIB subscriptions affecting IPO returns. In a
report by ET Market (2022), the S&P BSE IPO index
was negative 34% in 2022 and hence cautioned in-
vestors about considering the IPOs as a quick cash
grab. This denotes the decisive role of index returns
in determining the IPO listing prices regardless of
subscription levels.

The critical review of the extant literature on IPO
subscriptions and their determinants essentially en-
abled the vivid identification of study variables. The
initial reviews focused on IPO subscriptions and
the factors influencing the quantum of overall sub-
scriptions. Further, an in-depth review facilitated
the identification of issue attributes and external fac-
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tors as potential determinants. Several studies have
examined the factors influencing the level of sub-
scriptions during IPOs around the world. Analysts’
recommendations and financial position at issue,
Retail and Non-institutional investors following the
subscription patterns of the Qualified Institutional
Buyers (QIBs), pre-offering information about IPO
prospects, IPO offer price and pre-listing demand
among the different categories of investors in the
Indian stock market (Agarwal et al., 2006; Banerjee &
Rangamani, 2015; Kenourgios et al., 2007; Khurshed
et al., 2009; Sandhu & Guhathakurta, 2020), offer
price, size and timing of the IPO in the Malaysian
stock market (Low & Yong, 2011), phases of the busi-
ness life cycle and marketing strategies in the US
Stock Markets (Brau & Osteryoung, 2001), investors’
attitude in European markets (Kaustia & Knupfer,
2008), a company’s age and reputation, profitabil-
ity, and economic condition in the Kenyan market
(Mulu, 2014; Mutswenje, 2014) were found to influ-
ence IPO subscriptions. Nevertheless, these studies
were limited in scope to identifying the factors in-
fluencing subscription level. Few studies focused on
explaining the association between subscription and
aftermarket volatility (Ellikkal et al., 2022; Leow &
Lau, 2020; Mehta & Shah, 2015; Sahoo, 2015; Shenoy
& Srinivasan, 2018). While others studied the rela-
tionship between IPO issue characteristics and list-
ing price performance (Baluja, 2013; Govindarajan
& Sivagurunathan, 2012; Shi et al., 2018). The ex-
isting body of research has not offered a thorough
framework for examining the concurrent relation-
ship between the issuance of IPOs and the levels of
IPO subscriptions.

The current study aims to investigate the influence of
allocation proportion, issue attributes and external
factors on overall subscription. The study proposes
the following hypotheses:

H:  The proportion of allotment to QIB investors
influences overall IPO subscription.

H_:  The proportion of allotment to NII investors
influences overall IPO subscription.

H_:  The proportion of allotment to retail inves-
tors influences overall IPO subscription.

H;: IPO issue size has a bearing on the overall
subscription.
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H_:  IPO issue price has a bearing on the overall
subscription.

H_: Projected P/E ratio influences the overall
subscription.

Grey market premium has a bearing on the
overall subscription.

H_: The IPO rating significantly influences the
overall subscription.

H;: The broker recommendation impacts the
overall subscription.

H : The index returns influence the overall sub-
scription of the IPO.

2. METHODS

The literature points to several factors influencing
the IPO overall subscription rate. However, for
the current study, the overall subscription is re-
garded as a dependent variable affected by three
sets of independent variables viz., Allotment
proportion, Issue attributes and External fac-
tors. Allotment proportion includes three varia-
bles viz., QIB allotment, NII allotment and Retail
allotment, whereas the Issue attributes include
Issue size, Issue price and Projected P/E Ratio,
and External factors considered were GMP, IPO
Rating, Broker recommendation, and the Index
returns reflecting the stock market performance.
Figure 1 depicts the conceptual framework em-
ployed in this study.

The dataset comprises 140 initial public offerings
(IPOs) that were issued between April 1, 2019
and March 31, 2023. However, IPOs with miss-
ing essential data points were excluded from the
analysis and thereby subject to the data cleansing
process, the dataset was refined to include 132
IPOs with complete information.

The study sourced secondary data from multiple
online databases. Issue size, issue price, the pro-
portion of allotment among investor categories,
and projected P/E Ratio are obtained from the
Securities and Exchange Board of India (SEBI)
website (www.sebi.gov.in). Grey Market Premium

http://dx.doi.org/10.21511/imfi.20(4).2023.32
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Overall
Subscription

QIB Allotment
Allotment NIl Allotment
Proportion
Retail Allotment
Issue Size
Issue Issue Price
Attributes
Projected P/E
Ratio
Grey Market
Premium
IPO Rating
External
factors Broker
Recommendation
Index Returns

Figure 1. Conceptual framework

(GMP), IPO Ratings, Broker recommendations,
and overall subscription data were compiled
based on research information shared on online
financial portals such as https://www.chittorgarh.
com/, https://ipowatch.in/, https://www.sptulsian.
com/f/ipo-analysis, and monthly index returns
(NIFTY 50), historical data were extracted from
the National Stock Exchange of India (http://www.
nseindia.com/).

JMP Pro software was deployed for data analysis,
and Multiple Linear Regression was run to quanti-
ty the influence of the identified independent vari-
ables on the overall subscription of IPOs.

3. RESULTS

Given that all the variables in the study are con-
tinuous, correlation estimates were generated as
a prerequisite to the multiple regression. Table
A1 displays the correlation estimates for the in-
dependent variables under investigation in this
study.

http://dx.doi.org/10.21511/imfi.20(4).2023.32

Table Al reveals that Retail allotment demon-
strates robust positive correlations with both QIB
(0.9974) and NII allotment (0.9430), along with a
moderate positive association (0.3814) with Issue
size. Additionally, index return exhibits a moder-
ate positive correlation (0.3939) with Grey Market
Premium, while IPO Rating displays a moderate
positive relationship (0.4756) with Issue price. In
contrast, Broker recommendations show a negative
correlation (-0.5531) with IPO Rating and a mild
positive correlation (0.3939) with index returns.
Notably, issue price is strongly negatively correlated
(-0.7965) with Grey Market Premium, and moder-
ately positively correlated (0.4756) with IPO Rating.

Figure 2 displays the distribution of the dataset
and actual vs. predicted plot. The data points are
widely dispersed, reflecting the varied nature of
IPOs in terms of their issue size and issue price
when they were issued on the stock market.

Table 1 summarises the outcomes derived from

the Multiple Linear Regression analysis. The mod-
ified RSquare score of 0.4392 in Table 1 suggests
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Figure 2. Actual vs. predicted plot

that approximately 43.92% of the overall subscrip- The analysis of variance in Table 2 indicates, a

tion can be attributed to the combined impact of
the predictor variables.

Table 1. Summary of model fit

Summary of Fit

RSquare 0482319
RSquare Adj 0.439179
Root Mea::ri Square Error:: 47.41?55
Mean of Response ) 47.89412
Observations (or Sum Wgts) 131

Table 2. Analysis of variance

Analysis of Variance
Source | DF : Sum of Squares  Mean Square ° F Ratio

statistically significant relationship between the
model and the observed data (F (10, 120) = 11.1803,
p < 0.0001). The model accounts for a substantial
portion of the variability in the data, with a model
sum of squares of 252463.03. In contrast, the er-
ror term, with a sum of squares of 270972.91, rep-
resents random variability within the data. This
ANOVA table, with a total of 130 degrees of free-
dom, suggests that the model’s predictors collec-
tively have been strongly influencing the depend-
ent variable under investigation.

Table 3 displays the results of the multiple regres-
sion analysis. It examines the relationship between

Model ¢ 10 252463 25246.3 the independent variable and the dependent vari-
) 120 2709729 & 2285.1 able (overall subscription). The statistical signifi-
CTotal 130 | 5234359 cance of the intercept term in the regression equa-
Table 3. Parameter estimates
Parameter Estimates
Term Estimate Std Error | tRatio . Prob>|t| Lower 95% Upper 95%
Intercept -258.3856 104.1187 0.0145* ~464.5333 —52.2378700
0.912636
1.061182
0.90424
0.001581
0.014243
0.025771
1.002685
0.042717
15.93395
“Broker Recommendations 2.1657941 1.043569 0.0401* 0.0995995 4.2319888
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Figure 3. Predictor profiler

tion (p-value = 0.0145) suggests a baseline effect
on the dependent variable when all other inde-
pendent variables are zero. The independent var-
iables viz., QIB allotment ( = -0.219, p = 0.8107),
NII allotment (S = 0.1603, p = 0.8802), and Retail
allotment (8 = -0.963, p = 0.2889), Issue Size (S
-0.0009, p = 0.5300), Issue price (f = -0.0153,
p = 0.2839), Index return (f = 1.1576 p = 0.2506),
Projected P/E Ratio ( = -0.047, p = 0.2690), do
not seem to be statistically significant predictors
of the overall subscription since their p-values
are all greater than the commonly used signifi-
cance level of 0.05. This implies that changes in
these variables do not have a strong linear effect
on the overall subscription in the context of this
analysis. Hence, the study does not support the
hypotheses H,H,H,H,H, H, and H, While
Grey Market Premium (f = 0.1420, p < 0.0001),

Table 4. Parameter estimate population

IPO Rating (B = 62.519, p = 0.0001), and Broker
recommendation (S = 2.1657, p = 0.0401) are
found to significantly impact the dependent var-
iable overall subscription. Thus, there is adequate
evidence to support hypotheses H, H,, and H,.

A more detailed examination of the predictor pro-
filer graphs (see Figure 3) reveals a vivid under-
standing of the dependencies between the predic-
tor variables and the dependent variable, overall
subscription. Statistically significant predictor
variables are depicted with an upward pointed
dangler on the charts of GMP, IPO Rating and
Broker Recommendations. A small dangler is ev-
ident in the index returns chart, suggesting the
impact of index returns on overall subscription;
nevertheless, this relation lacks statistical signifi-
cance. In summary, external factors such as GMP,

Parameter Estimate Population

Term Estimate t Ratio Orthog Coded Orthog t—Ratio Prob>|t|
Intercept —28.386 47.8941 11.5357 <.0001*
QIB_Allotment ~0.219 60094 1.4474 0.150400
NIl_Allotment 016 L.7012 o -0.0436 0.965300
Retail_Allotment -0.963 1.5967 0.3846 0.701200
Issue Size ~0.000996 L.71373ss 33083 0.0012*
Issue Price -0.015 <L 21051 .0.0374*
Grey Market Premium 0.142 32.8508 7.9124 <.0001*
indexReturns 1158 Lol3ss o 03214 0.748400
P/E Ratio -0.047 LT35215 -0.8482 0398000
IPO Rating 62.52 21.3506 5.1425 <.0001*
Broker Recommendations 2166 Ceees T o7 ooa0r
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IPO Ratings, and Broker Recommendations exert
a statistically significant influence on overall sub-
scription, while the market’s performance, as in-
dicated by Index Returns, appears to have a less
significant impact.

To examine the impact of predictor variables on
the overall subscription rate within the entire pop-
ulation, parameter estimates were generated. The
analysis presented in Table 4 revealed intriguing
insights, with statistically significant findings
for issue attributes such as issue size and issue
price, in addition to the previously identified pre-
dictor variables: GMP, IPO Rating, and Broker
recommendation.

A Normal plot was generated to identify the active
predictor variables and inactive predictor varia-
bles. Figure 4 depicts the Normal plot for the data
analyzed. The above line in the normal plot indi-
cates absolute normality as it has a slope equal to 1
and the below line indicates the dependency mod-
el with key predictor variables with a slope equal
to the t-Test Scale Lenth PSE (2.1711354).

These graphs are plotted fundamentally on the
principle of effect sparsity, which reflects the idea
that relatively fewer effects are active. Those effects
that are inactive represent random noise. The plots
are based on a pseudo-standard error (PSE), where
the PSE is an approximation of variance (62) and

ascertained using the order statistics of the pa-
rameter estimates that are smallest in magnitude.
On a normal probability plot, estimates represent-
ing inactive effects fall close to a line with slope o.

When orthogonality transformation is employed,
the vertical axis signifies the representation of
Normalized Estimates. These values represent the
Orthog t-Ratios discovered within the Population
Parameter Estimate report (The Orthog t-Ratio
values are the Orthog Coded estimates divided
by the Coded Scale Lenth PSE). Because the es-
timates are normalized by an estimate of o, the
points corresponding to inactive effects should
fall along a line of slope 1. A red line with slope
1 is shown on the plot, as well as a blue line with
a slope equal to the t-Test Scale Lenth PSE. In all
cases, estimates that deviate from normality at the
0.20 level, based on the p-values in the Parameter
Estimate Population table (see Table 5), are la-
belled on the plot.

The predictor variables viz., GMP (p-value <0.001),
IPO Rating (p-value < 0.001), Broker recommen-
dations (p-value = 0.0401), which are falling away
from the line with slope equal to Lenth’s PSE, in-
dicating that these are active predictors and fol-
lowed by Issue size (p-value = 0.0012) and Issue
price (p-value = 0.034), which were not falling on
the line with slope equal to Lenth’s PSE. Therefore,
it is reasonable to propose that these variables may

408

] Grey Mark—eit_ Premium
;gﬂ 5 HPO Rating
5.— | ##f’## —
L‘g Broker Flecommendatin:-rlﬁ +#:H}-3UH_:E__E'_r_i_a;g,.~---"
E o0- e
¥ _H___.-a-’r-;,f
= - _~Hssue Size
E e
= -~
s~
-
T T T T T T T
-3 -2 -1 0 1 2 3

Mormal Quantile

Figure 4. Normal plot

http://dx.doi.org/10.21511/imfi.20(4).2023.32



Investment Management and Financial Innovations, Volume 20, Issue 4, 2023

serve as effective predictor variables. At the same
time QIB allotment (p-value = 0.1504), NII allot-
ment (p-value = 0.9653), Retail allotment (p-val-
ue = 0.7012), Index returns (p-value = 0.7484) and
Projected P/E Ratios (p-value = 0.3980) are found
to be inactive predictor variables owing to their
estimates deviating from normality at 0.20 level
based on the p-values.

4. DISCUSSION

This study has necessitated out of the identified gap
in the extant literature on IPO issues and their sub-
scription dynamics. The present work examines
multiple factors extracted from existing literature,
including allocation proportion, issue attributes,
and external factors, to gauge their influence on
initial public offering (IPO) subscription levels. It
can be inferred from the findings that the alloca-
tion proportion, which encompasses three prima-
ry investor categories, namely QIB, NII, and Retail,
does not substantially influence the dynamics of
IPO subscription, owing to multiple factors. Firstly,
prevailing market sentiment can strongly shape in-
vestor responses to allocation proportions, specif-
ically when the market momentum is exhibiting
reversals. Additionally, investor preferences reflect
their risk appetite predominantly and ability to
comprehend the issuing company’s fundamentals
over allocation. Furthermore, regulatory changes
in the IPO process can alter the significance of allo-
cation proportions, while comprehensive informa-
tion availability can reduce their impact.

The issue attributes, encompassing company-spe-
cific variables like issue size, issue price, and P/E
ratio, also exhibited a statistically significant im-
pact on the subscription rates. A notable finding
from the analysis has been the inverse behavior
of Grey Market Premium against issue price, sug-
gesting IPOs with a lower issue price might attract
speculative investors who anticipate swift profits.
Such investors may tend to offer higher prices in
the Grey market in anticipation of a premium
price immediately after the IPO listing. Moreover,
low-priced IPOs prove to be more accessible to a
broader spectrum of investors, including retail in-
vestors. This enhanced accessibility can result in
augmented trading volumes in the Grey market.
Furthermore, a lower IPO issue price may imply

http://dx.doi.org/10.21511/imfi.20(4).2023.32

that the company is undervalued or that it inten-
tionally reserves potential upside for investors, a
sentiment that can translate into demand in Grey
markets. However, Sandhu and Guhathakurta
(2020) discovered that across all investor catego-
ries, there was a reduced propensity for full sub-
scription or oversubscription of IPO issues when
the initial offer prices were at their lowest range.

The third factor, denoted as ‘External factors’, com-
prises four subcomponents: GMP, IPO Ratings,
broker recommendations, and index returns. It is
worth stating that all of these factors, except for
index returns, exerted a prominent influence on
IPO subscriptions. GMP, IPO Ratings, and bro-
ker recommendations tend to be more pertinent
to prospective investors, offering direct insights
into an IPO’s perceived potential to prove prof-
itable for the investors. This observation is con-
sistent with the perspective presented by Khatri
(2017), indicating that a significant proportion of
investors seek guidance from brokers when mak-
ing investment decisions in IPOs. In contrast, in-
dex returns reflect overall market movement and
need not be closely evaluated in specific IPO eval-
uation. Apart from the accuracy and availability,
the relevance of GMP, IPO Ratings, and broker
recommendations often surpass that of index re-
turns, which are generally available to the pub-
lic and less tailored to individual IPOs. Positive
GMP, favorable IPO Ratings, and strong broker
recommendations can bolster investor sentiment
positively thereby boosting subscription rates ir-
respective of overall market momentum. Beierlein
et al. (2016) observed that IPOs with a significant
GMP tend to exhibit stronger explanatory capabil-
ity. Nevertheless, their study did not delve into its
influence on the overall subscription rate. Lastly,
bear market conditions during the IPO period
can significantly influence subscription decisions,
implying a bearish trend induces investors to out-
weigh GMP, IPO Ratings, and broker recommen-
dations as they seek lucrative opportunities.

The parameter estimation analysis has emphasised
the statistical significance of distinct issue attrib-
utes such as issue size and issue price, in addition
to GMP, IPO Rating, and Broker recommendation.
The findings significantly enhance the comprehen-
sion of the factors underpinning overall subscrip-
tion rates within the broader context of this study.
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CONCLUSION

This study aimed to analyze factors influencing IPO subscription. It found that allocation proportions
(QIB, NII, Retail) had a limited impact, with market sentiment and regulatory framework playing piv-
otal roles. Issue attributes like size, price and P/E ratio were not significant drivers, but lower issue prices
correlated with increased Grey Market Premium, appealing to speculative investors. External factors,
including GMP, IPO Ratings, and broker recommendations, emerged as influential determinants, offer-
ing valuable insights for academic research and practical decision-making in the IPO market.

This investigation also poses certain challenges due to its inherent limitations. The study includes all
IPOs, regardless of size, leading to dispersed data and potential errors. Additionally, it excludes factors
like IPO marketing and investor perceptions, which can impact subscription rates. The study period
encompassed the COVID-19 pandemic and the Ukraine War, inducing market volatility. Certain pre-
dictor variables may become significant as circumstances evolve.

Future studies could explore incorporating IPO marketing metrics and investor perception factors to as-
sess their impact on overall subscriptions. Investigating the interdependencies between predictor variables
and their impact on both subscription rates and listing prices is a valuable avenue for future research, espe-
cially when categorizing companies based on issue size to reduce data dispersion and offer distinct insights.
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APPENDIX A

Table Al. Correlation estimates

Correlation QIB_Allotment: NII_Allotment Retail_Allotment Issue Size :lssue Price Grey M.arket Index Returns: P/E Ratio : IPO Rating Broker .
Premium Recommendations
QIB_Allotment 1.0000 0.9437 0.9974 0.3656 —0.2649 —0.0258 —-0.2588 -0.0934 0.1410 —-0.0296
NI_Allotment 09437 10000 | 09430 0.3213 01609 = -0.0553 . 02865 | ~-01387 02198 | 01049
‘Retail_Allotment 09974 | 09430 10000 03814 | -0.2889 00151 | —02665 | -01079 . 00970 | 00306
Jssuesize T 03656 . 03213 . 03814 1.0000 207065 05036 | 00144 . _02808 . —o0o0311 . 0053
e T T T e o T P T e
Grey Market Premium 00258 . 0053 . 00151 0503 = -07965 10000 -00361 . -02463 . -06012 . 01566
‘ndex Returns 1 “oo2sss . _ooses 02665 0.0144 0.0607 00361 10000 . 01169 | 00926 . 0394
P/ERath ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, T T ST s o P ST T e T
PORatrg o110 02198 00970 20,0311 0.4756 Zoe012 00926 | 00079 . 10000 Coss31
‘Broker Recommendations | 00296 = -01049 -00306 0053 -0.2695 01566 0394 | -01054 = -05531 = 10000

€202 ‘b dNSS| ‘0T SWNJOA ‘Ssuoi3_AOUU| [BIDUBUI PUE JUSLDSEUR|A JUSWISIAU]
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