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ABSTRACT 

Introduction: In 1999, investment banks were allowed to use a version of book building as a 

mechanism for bringing IPOs to the Indian capital market. Book building refers to the process of 

generating, capturing, and recording investor demand for shares during an IPO in order to 

support efficient price discovery. A second method, in which the company itself fixes the price, is 

known as the fixed-price method. The literature on IPO underpricing is extensive. However, few 

studies examine the effect of book building on underpricing. Comparing book built with fixed 

price IPOs, they found that underpricing is more in book built issues in all countries. Recent 

researches on IPOs have focused on difference in pricing mechanism across countries.  

Objectives: The paper attempts to analyze that whatever there is any significant difference in the 

magnitude of level of underpricing of ipos that priced through book build with those that are 

priced through the fixed price option.  

Research Methodology:  A total of 619 IPOs were listed in Indian capital market from 2000-

2011. At Bombay stock exchange a total of 550 IPOs were listed from 2000-2011. The sample for 

the study consists of these 550 IPOs, IPOs were priced through book built & Fixed price option. 

Out of 550 IPOs 405 (73.13%) through Book build and 145 (26.87) were issued through fixed 

price option. In the study offer price and 1st day closing price is used to calculate underpricing. 

And Mean is used to magnitude the level of underpricing. 

Findings: As far as magnitude of underpricing is concerned, the book-build and fixed price 

option gave different results. We found significant difference in level of magnitude of 

underpricing in IPOs that priced through book build with those that are priced through the fixed 

price option. 
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1 INTRODUCTION 

The decision to go public, or make an initial public offering (IPO) of equity, represents an 

important landmark in a firm’s life cycle. There are several reasons for a company to go public. 

First, the business is able to raise capital at a lower cost. The money raised can be use to finance 

investments for future growth of the company or acquiring additional business. Second, reason 

for a company to go public is that selling shares on the stock market offers more liquidity to the 

existing shareholders. The shareholders of a private firm often have a large share of their wealth 

invested in the company. By turning to the stock market, the entrepreneur and existing 

shareholders have the opportunity to turn their investment into cash and diversify their 

investments. Third reason is that an IPO brings the firm into the spotlight of other companies 

and increases the chance of potential mergers and acquisitions. 

A well-functioning IPO market provides exit options for stakeholders in young firms, access to 

low cost capital for growing firms, and greater access to capital for future expansion of large 

firms. Flow of capital to firms can stimulate growth in an economy. Thus, regulators are 

interested in mechanisms that facilitate better functioning IPO markets. India has a relatively 

mature capital market, with a long history of uninterrupted operations even across the World 

Wars. Historically, the only alternative of pricing mechanism available for a firm contemplating 

a public issue was to make a fixed price offering. The firm going public would set a price and 

open the issue for subscription. Allocations were made on a strictly proportionate basis.  

The process of IPO deregulation took a major step forward in 1999 when pricing flexibility was 

coupled with discretion in allocation. After 1999, issuers could still opt for conventional fixed 

price offerings in which investment banks allocated shares on a prorata basis. Alternatively, they 

could choose a version of book building, in which a quota of shares, usually 50% of an offering, 

was set aside for discretionary allocation to QIBs, i.e., qualified institutional buyers. 

We have collected a sample of IPOs brought to the Indian market after book building was 

permitted from the Capitaline database. Book building was permitting from 2000. Our sample is 

comprehensive, as it includes virtually every IPO brought to the market between 2000 and 2011. 

We have also supplemented these data with information provided by the “Prowess” database 

maintained by the Center for Monitoring the Indian Economy. The research is based on an 

empirical study. A total of 619 IPOs were listed in Indian capital market from 2000-2011. At 



IJRFM                Volume 2, Issue 2 (February 2012)                (ISSN 2231-5985) 

International Journal of Research in Finance & Marketing 
http://www.mairec.org 

 
    207 

Bombay stock exchange a total of 550 IPOs were listed from 2000-2011. The sample for the 

study consists of all the IPOs that were listed on BSE since 2000-2011 that is 550 IPOs. Out of 

550 IPOs 405IPOs were priced through book built and 145 IPOs were priced through fixed 

price. To estimate underpricing, we took information on the stock prices of issues of their 

opening day of trading. These price data are obtained from the Capitaline database. In this study 

offer price and 1st day closing price is used to calculate underpricing & overpricing. 

The rest of the paper is organized as follows. Section 2 describes the set up and dynamics of 

book build process in India. Section 3 overviews the related IPO literature. Section 4 related 

with hypothesis Section 5 describes the data. Sections 6 and 7 discuss the empirical results. 

Section 8 concludes. 

2: BOOK BUILDING IN INDIA  

2.1: The institutional setup  

Until  the  early  1990s  the  Indian  primary  issue  market  was  regulated  by  the Controller  of 

Capital  Issues  (CCI), a government  regulator,  who  also  determined  the price  at  which  IPO  

firms  offered  their  shares  to  the  market.  In  1992  the  Capital  Issues  (Control) Act was 

abolished  bringing  an  end to  the  control on pricing of new issues and the  Securities  and  

Exchange  Board  of  India  (SEBI)  took  over  as  the  new  market regulator.  Even  though  

SEBI  introduced  book  building  guidelines  for  primary  markets as  early  as  1995,  almost  

no  book  building  activity  was  seen  in  the  Indian  IPO  markets till  the  year  1999-2000. It 

is for this reason that Ljungqvist et al.  (2003)  excluded  the Indian  capital  markets when  

conducting  a cross  country  analysis  of  IPO  book  building activity. 

2.2: The dynamics of the book building process in India   

According  to  the  Indian  regulatory  setup,  investors  are  divided  into three  categories  and  

the  allocation  tranches  of  these  categories  are  pre-defined.  Institutional  investors  (known  

as  Qualified  Institutional  Buyers  or  QIBs)  are  to  be allocated  no  more  than  50%  of  the  

offered  shares.  Non-institutional investors (NIIs), defined as individuals investing more than 

INR 100,000 in the issue are allocated 15% of the offered shares and retail investors, who invest 

upto a maximum of INR 100,000 have to be allocated no less than 35% of the offered shares.  
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The paper attempts to analyze that whether there is any significant difference in the level of in  

underpricing & overpricing of ipos that priced through book build with those that are priced 

through the fixed price option.  

3: RELATED LITERATURE 

Literature on IPO underpricing is extensive. However, few studies examine the, effect of book 

building on underpricing. Our study focuses on India, on domestic issues within this 

marketplace. Our study is also centered on a period when book building was introduced into the 

marketplace, and is therefore relatively free of the weight of un-observed fixed effects due to 

institutional history. One advantage of our analysis is that the fixed price and book building 

mechanisms in India have a sharply identified difference that of discretion in Pricing under book 

building.  

1) B, Einar., et.al., (2010). Analyze the effect of public information on (i) the incentives of 

rational investors to reveal private information to the underwriter during the book-building 

process, and (ii) their demand for allocations in the IPO. Their model generates several new 

predictions. First, investors require more underpricing to reveal positive private information in 

down markets than in up markets (the incentive effect). Second, the demand for shares and the 

proportion underpriced IPOs are increasing in market returns (the demand effect). Combined, 

these two counteracting effects can explain why IPO underpricing is positively related to pre-

issue market returns, consistent with extant evidence. Using a sample of 5,000 U.S. IPOs from 

1981-2008, they show that the empirical inferences of the model are borne out in the data. Their 

results are relevant for IPOs in Europe, where book building is the dominant sales process. 

2)   Chahine, S17., (2007). Investigates the relationship between underpricing and investor 

interest level prior to and after the IPO date. Empirical results show that, except for some book-

built issues with a high level of underpricing, the book-building procedure is a better selling 

mechanism than the auction-like mechanism. Despite a high initial underpricing for some book-

built issues, the book-building procedure allows for more effective pricing and a lower 

divergence of opinion among investors in the aftermarket than the auction-like procedure. 

3) I, Aminul, A, Zamri32., (2010). IPO underpricing, IPO long run underperformances; 

This study analyzes the levels of underpricing in initial public offerings (IPOs) and its 

determinants of Dhaka Stock Exchange (DSE). Key trends in the levels of underpricing and 
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overpricing are highlighted out on a year to year and industry to industry basis. Out of the 117 

companies that were listed in the years 1995 to 2005, 102 (87.18%) IPOs were found to be 

underpriced, 13 (11.11%) overpriced while only 2 were accurately priced. The overall level of 

overpricing was 15.37% with a standard deviation of 18.89.  

4) Kumar, A.,N34 et. al., (2008). Implied that the purpose of this paper is to investigate 

empirically the difference in long run post issue performance of initial public offerings (IPOs) 

that tapped the Indian primary market through a fixed price offer and book-building offer. The 

results suggested that there is no difference in the direction of performance of the issues post 

listing in the short run, however in the long run the issues that tapped the market through the 

book building route seemed to perform far better than the ones that raised money through a fixed 

price offer. 

5) S, Richard. & M, P, Luiz50. (2006). Examine the underpricing of twenty-seven  

Brazilian IPOs from January 1999 to March 2006. The average underpricing is 6.0% while the 

accumulated adjusted one-year return is -17.2%. The underpricing is negatively correlated to the 

company’s assets and positively related to issue size, while the accumulated adjusted one-year 

return is positively related to the company’s assets, venture-backed and voting common share 

issuance. However, when they examine the period starting in 2004, the underpricing is 10.4% 

while accumulated adjusted one-year return is 12.7%. 

4: OBJECTIVES OF THE STUDY 

 To determine the magnitude of ipos underpricing and overpricing of ipos that price through 

book – building and fixed price option. 

5: HYPOTHESIS TESTING: 

H1: There is no significant difference in the level of magnitude in underpricing & overpricing 

that is priced through book-build with those that are priced through fixed price option. 

6: DATA COLLECTION 

We collected data on share prices of IPOs quoted in Bombay stock exchange (Sensex). A total of 

619 IPOs were listed in Indian capital market from 2000-2011. At Bombay stock exchange a 

total of 550 IPOs were listed from 2000-2011. The sample for the study consists of these 550. 

IPOs out of the 550 IPOs, 405IPOs were priced through book built and 145 IPOs were priced 

through fixed price.(Table no-1). 
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Further, secondary data used for this study. Necessary data collected mainly from Stock 

exchange sites, Capitaline Database, Annual reports, websites of the companies’ and various 

published reports. 

Sample of Initial public offer at Bombay stock exchange from 2000-2011 

 

Year 

Total Bse 

issue 

BB FPO BB-

Under 

BB-

Over 

Fpo-

Under 

Fpo-

over 

2000 118 67 11 56 6 5 30 26 

2001 16 10 2 8 0 2 2 6 

2002 5 5 1 4 0 1 4 0 

2003 14 11 4 7 3 1 5 2 

2004 28 25 17 8 9 8 6 2 

2005 70 67 48 19 26 21 14 5 

2006 90 89 68 21 36 32 14 7 

2007 106 105 91 14 58 32 7 7 

2008 38 38 33 5 16 17 2 3 

2009 21 21 21 0 14 7 0 0 

2010 73 73 71 2 47 24 2 0 

2011 40 39 38 1 19 19 0 1 

Total 619 550 405 145 234 169 86 59 

     Table no 1: Ipos at Bombay stock exchange  (2000-2011), source: www.bseindia.com 

6:1. Data analysis 

The methodology consists of the following step: To measure and analyze: 

a. Underpricing – as difference between ‘offer price and ‘listing day closing price’. 

Underpricing = P1-P0/P0*100 

Or           Underpricing = ln(P1/P0) 

b. To determine magnitude –. We calculated mean or average percentage of underpricing and 

overpricing of IPOs that were priced through was book build and fixed price option. We also 

found mean, STD dev, median, min and max to determine the magnitude of pricing 

mechanism. (see table no-3) 

1.       The collected data analyzed using different statistical tools i.e. mean, median, standard 

deviation with   the   help   of   SPSS 18.0, Minitab 15.0 & Origin 6.0. (see table no-2). 
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Descriptes Statistics: Offer price, first day, list price, high price and low price 

S.no Variable  N  Mean SE 

Mean  

StDev Min Max Median Mode 

1 offer 

price 

550 160.99 7.87 184.68 10 1310 100   

2 first day   550 165.8 9.23 216.4 1.61 1709.4 93.7   

3 Size  550 413.9 57.4 1346.6 0.7 15475.1 81.1 25*6 

4 list price   550 188.78 9.55 223.91 7 1655 109.5 75*9 

5 high 550 186.29 9.99 234.23 1.61 1806.6 105.63 225*6 

6 low  550 146.65 8.37 196.22 1.61 1651.1 79.4 30*5 

7 first day   550 165.8 9.23 216.4 1.61 1709.4 93.7 26.65*3

Table no 2: Descriptes Statistics: Offer price, first day, list price, high price and low price 

 

Magnitude of price mechanism for level of underpricing and overpricing 

Year Bse 

issue 

BB FPO BB-

Under

BB-

Over 

Fpo-

Under

Fpo-

over 

% 

bbu 

%BBO %fpou %fpoo

2000 67 11 56 6 5 30 26 21.96 -46.87 191.32 -32.3 

2001 10 2 8 0 2 2 6 0.00 -62.00 47.50 -52.0 

2002 5 1 4 0 1 4 0 0.00 -50.93 16.07 0.0 

2003 11 4 7 3 1 5 2 90.16 -87.41 97.86 -85.3 

2004 25 17 8 9 8 6 2 54.43 -45.45 74.10 -56.0 

2005 67 48 19 26 21 14 5 31.47 -51.75 60.37 -63.8 

2006 89 68 21 36 32 14 7 36.75 -46.33 38.91 -25.0 

2007 105 91 14 58 32 7 7 51.54 -21.42 113.67 -3.3 

2008 38 33 5 16 17 2 3 36.45 -26.36 18.06 -32.3 

2009 21 21 0 14 7 0 0 19.09 -14.52 0.00 0.0 

2010 73 71 2 47 24 2 0 22.35 -12.85 60.77 0.0 

2011 39 38 1 19 19 0 1 47.36 -33.32 0.00 -70.4 

Total 550 405 145 234 169 86 59 34.29 -41.6 59.88 -35 

Table no-3 Magnitude for book build & fixed price option 
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7: RESULTS & DISCUSSION  

As far as proportion of underpricing and overpricing is concerned, the book-build and fixed price 

option gave similar results. We found there were no significant differences in the level of 

proportion of underpricing & overpricing of IPOs that priced through book build with those that 

are priced through the fixed price option. This result is not in agreement with the earlier 

researchers such as, 

Chahine, S17., (2007). Investigates the relationship between underpricing and investor interest 

level prior to IPO date. Empirical results show that, book-built issues with a high level of 

underpricing, the book-building procedure is a better selling mechanism than the auction-like 

mechanism. Despite a high initial underpricing for some book-built issues, the book-building 

procedure allows for more effective pricing.  

Kumar, A.,N34 et. al., (2008).  Implied that the purpose of this paper is to investigate empirically 

the difference in long run post issue performance of initial public offerings (IPOs) that tapped the 

Indian primary market through a fixed price offer and book-building offer. The results suggested 

that there is no difference in the direction of underpricing in IPOs that were issued through the 

book building and fixed price option. Book building route seemed to perform far better than the 

ones that raised money through a fixed price offer. We found significant difference in level of 

magnitude of underpricing and overpricing that are price through book build and fixed option. 

The average of magnitude of underpricing of IPOs that were priced through book building is 

34.29% of offer price and those IPO that were priced through fixed price option is to the tune of 

60% (approx). This reveals that the level of underpricing in terms of magnitude is higher if we 

use fixed price option mechanism (Table no-3). 

8: CONCLUSIONS & FUTURE IMPLICATION 

This study attempts to fulfill the great need for the Indian evidence on pricing mechanism of 

IPOs. We have found significant difference between magnitude of level of underpricing and 

overpricing that are price through book build and fixed option that have not been documented 

before. The study provides useful insights into which market and firm specific variables are 

important in determining the extent of underpricing of IPOs. The study has more important 
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implications for investors who subscribe to different IPOs for listing day gain as this study would 

help them in understanding which types of firms are more likely to underpriced. 
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Graph no 3: Plot of Fixed price option vs Bse issue and year 

 


