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This study examines the correlation between short-term listing gains and long-term performance 
of Initial Public Offerings (IPOs) in the Indian stock market from 2010 to 2023. The research 
explores key determinants of IPO success, including underpricing, market sentiment, 
subscription rates, industry sector, and regulatory oversight. Empirical analysis of major IPOs, 
such as Zomato (2021), Paytm (2021), and LIC of India (2022), reveals that underpricing 
remains a dominant strategy, often leading to significant first day gains. However, these early 
returns do not always translate into long-term profitability, as several IPOs in high growth 
sectors underperform benchmark indices over time. While bullish markets and strong investor 
demand contribute to short-term listing surges, long-term IPO success is influenced by company 
fundamentals, industry stability, and market corrections. The findings suggest that financial 
services and consumer goods IPOs exhibit greater long-term stability, whereas technology and 
fintech IPOs are more volatile and prone to post listing declines. Additionally, regulatory 
mechanisms, such as SEBI's book building process, play a crucial role in ensuring IPO 
transparency but cannot entirely prevent mispricing. The study provides valuable insights for 
investors, issuers, and policymakers, emphasizing the need for realistic IPO pricing strategies 
that balance short-term attractiveness with sustainable long-term growth.   

Keywords: IPO Performance, Underpricing and Overpricing, Market Sentiment, Long-Term 
Returns, Indian Stock Market. 

 

INTRODUCTION 

The Initial Public Offering (IPO) is a crucial event in a company's lifecycle, signifying its transition from private 
ownership to public trading. By offering shares to investors for the first time, companies raise capital to fund 
expansion, reduce debt and enhance market visibility. The pricing of an IPO plays a fundamental role in determining 
its initial success and long-term viability. In financial markets worldwide, IPOs are often characterized by a 
phenomenon known as underpricing  where shares are deliberately priced below their expected market value, leading 
to a surge in stock price on the first trading day. Conversely, some IPOs may be overpriced, leading to poor post listing 
performance as stocks struggle to maintain investor interest. In the Indian stock market, these trends have been 
widely observed, making IPO performance a key area of study for investors, analysts, and policymakers. 

The Indian IPO market has seen significant evolution, influenced by factors such as regulatory reforms, economic 
conditions, investor sentiment, and sectoral trends. SEBI has played a pivotal role in shaping IPO pricing 
mechanisms by introducing book-building processes, ensuring greater transparency, and enforcing disclosure norms 
to protect investor interests. However, despite these regulations, IPO performance remains volatile. Several Indian 
IPOs have experienced sharp price fluctuations, with some witnessing substantial first-day gains followed by long-
term underperformance, raising questions about the sustainability of listing gains and the fairness of initial pricing 
strategies. Empirical evidence suggests that while short-term investors benefit from underpricing and listing gains, 
long-term investors may face diminishing returns if stocks fail to sustain their initial momentum. 

The short-term and long-term performance of IPOs depends on multiple factors, including market conditions at the 
time of listing, investor enthusiasm, macroeconomic trends, company fundamentals, and industry specific risks. In 
bullish markets, IPOs tend to be heavily oversubscribed, leading to significant listing day gains. However, this initial 
euphoria does not always translate into sustainable long-term growth. On the other hand, IPOs launched during 
bearish or volatile markets often witness conservative pricing, which may result in more stable post listing 
performance. The interplay between pricing strategies and market sentiment makes it critical to understand how IPO 
pricing influences both short-term speculation and long-term investor returns. 

This study aims to analyze the correlation between IPO pricing and its performance over different time horizons, 
focusing on the Indian stock market from 2010 to 2023. By examining historical data from major Indian IPOs such 
as Reliance Power (2008), Zomato (2021), and LIC of India (2022), this research seeks to determine whether 



Journal of Information Systems Engineering and Management 
2025, 10(36s) 

e-ISSN: 2468-4376 

  

https://www.jisem-journal.com/ Research Article  

 

129 

 
Copyright © 2024 by Author/s and Licensed by JISEM. This is an open access article distributed under the Creative Commons Attribution 

License which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 

 

underpricing trends consistently lead to superior listing gains and whether these gains are sustainable in the long 
run. Additionally, it explores sectoral differences in IPO performance, highlighting variations across industries such 
as technology, financial services, manufacturing, and energy. The findings will contribute to a better understanding 
of IPO pricing dynamics, providing valuable insights for issuers, regulators, and investors in optimizing their 
strategies for future IPOs. 

Research Questions 

1. How does IPO pricing affect short-term listing gains and long-term performance in the Indian stock market? 

2. What factors contribute to the underpricing or overpricing of IPOs? 

3. Are short-term listing gains an indicator of long-term success or do most IPOs underperform after the initial 
hype subsides? 

4. What role do market conditions, investor sentiment and regulatory frameworks play in determining IPO 
success? 

5. How do different industry sectors (technology, finance, manufacturing, etc.) influence IPO pricing and post-
listing performance? 

II. Literature Review 

2.1 Theoretical Framework of IPO Pricing 

The pricing of IPOs has been widely studied in financial literature, with multiple theories explaining the rationale 
behind underpricing and its impact on market performance. One of the most widely accepted theories is Rock’s 
(1986) Winner’s Curse Theory, which suggests that IPO underpricing is a strategy used to attract uninformed 
investors who might otherwise be hesitant to participate in the offering. In an IPO market, informed investors have 
an advantage in identifying overvalued and undervalued stocks. If IPOs were priced at their true value, uninformed 
investors would receive a disproportionate allocation of low-quality stocks, discouraging them from participating. To 
mitigate this risk and ensure sufficient demand, issuers underprice their IPOs, leading to listing day gains for early 
investors. Another important framework is the Signaling Theory (Leland & Pyle, 1977), which argues that high-
quality firms deliberately underprice their IPOs to signal their long-term value to the market. According to this 
theory, underpricing helps attract investor interest and builds credibility, ultimately leading to higher stock prices in 
the long run. However, in practice, many IPOs fail to sustain their initial gains, leading to concerns that underpricing 
may primarily benefit short-term traders rather than long-term investors. A key factor influencing IPO performance 
is information asymmetry, where different groups of investors possess varying levels of knowledge about the issuing 
firm’s true value. Underpricing serves as a compensation mechanism for investors who take on higher risks due to a 
lack of comprehensive financial information. However, some scholars argue that underpricing “leaves money on the 
table,” meaning that firms could have raised more capital if they had priced their IPOs closer to market value. This 
raises the question of whether underpricing is a rational strategy for firms or if it results in avoidable capital losses. 

2.2 Empirical Studies on Indian IPOs 

Empirical studies on IPO pricing and performance in India reveal a consistent pattern of underpricing and short-
term listing gains. Banerjee and Bhat (2011) examined the Indian capital market and found that underpricing is 
a prevalent phenomenon, with IPOs generating an average first-day return of 20% to 40%. Similar findings were 
reported by Chhabra and Paul (2014), who analyzed the impact of investor sentiment on IPO pricing and 
discovered that IPOs issued during bull markets tend to be more aggressively priced, leading to higher listing gains 
but weaker long-term performance. In contrast, studies by Deb and Marisetty (2010) and Madhusoodanan & 
Thiripalraju (2009) indicate that most Indian IPOs underperform benchmark indices like NIFTY 50 and BSE 
SENSEX in the long run. According to their findings, while short-term gains are substantial, the average one-year 
return for IPOs is significantly lower than the market average. Their research attributes this underperformance to 
overvaluation at the time of listing, speculative trading, and lack of strong company fundamentals. Several case 
studies highlight the contrast between short-term and long-term IPO performance in India. Reliance Power’s IPO in 
2008 serves as a cautionary tale of overpricing and subsequent stock collapse, where excessive market hype led to 
massive oversubscription but ultimately resulted in long-term investor losses. On the other hand, Zomato’s IPO in 
2021 was an example of successful underpricing, yielding a 53% listing gain but facing volatile post-listing 
performance due to concerns over profitability and valuation. 
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2.3 The Role of Market Sentiment and Sectoral Trends 

Market sentiment plays a crucial role in determining IPO performance. Studies by Ranjan & Madhusoodanan 
(2019) suggest that IPOs launched during bullish market conditions tend to experience higher oversubscription and 
stronger listing gains due to heightened investor enthusiasm. However, IPOs issued during bearish periods are often 
priced conservatively, resulting in lower first-day gains but more stable long-term performance. Sectoral trends also 
influence IPO pricing. Research by Gupta & Jain (2013) found that technology and consumer goods IPOs tend to 
be more aggressively priced due to high growth expectations, whereas manufacturing and energy sector IPOs are 
typically priced more conservatively due to lower speculative interest. For instance, high-profile tech IPOs such as 
Info Edge (2006) and Paytm (2021) have witnessed strong listing gains but faced significant price corrections in 
subsequent months. 

The literature highlights a clear correlation between IPO pricing strategies, short-term listing gains, and long-term 
performance. While underpricing remains a dominant trend in Indian IPOs, its impact on long-term success is mixed. 
Market sentiment, industry trends, and investor behavior play crucial roles in determining whether an IPO sustains 
its initial momentum. The next sections will analyze empirical data to validate these findings. 

III. Research Methodology 

3.1 Data Collection 

This study utilizes secondary data collected from multiple sources, including the National Stock Exchange (NSE), 
Bombay Stock Exchange (BSE), Securities and Exchange Board of India (SEBI), and Bloomberg. These sources 
provide historical data on IPO pricing, listing gains, post-listing stock performance, and regulatory developments. 
The dataset spans from 2010 to 2023, covering multiple economic cycles, including the pre-pandemic, pandemic, 
and post-pandemic periods, allowing for a comprehensive analysis of IPO performance under varying market 
conditions. 

Data points include: 

• IPO Offer Price (the price at which shares were issued) 

• Listing Price (the price at which shares debuted on the stock exchange) 

• First-Day Closing Price (used to calculate short-term listing gains) 

• One-Year and Three-Year Returns (measuring long-term performance) 

• Subscription Rate (indicating investor demand for IPOs) 

• Volatility Metrics (tracking stock price fluctuations post-listing) 

3.2 Sample Selection 

A representative sample of 50 IPOs across different industry sectors was selected to analyze sectoral differences in 
IPO pricing and performance. The sample includes IPOs from technology, financial services, consumer goods, energy, 
and manufacturing sectors to ensure diversity in market trends and investment behavior. The selection criteria 
included: 

1. High-profile IPOs with significant investor participation (e.g., Zomato, Paytm, LIC of India) 

2. A mix of underpriced and overpriced IPOs to assess their impact on short- term and long-term 
performance 

3. Sectoral representation to analyze industry specific trends in IPO pricing 

3.3 Analytical Framework 

The research methodology employs a combination of quantitative and qualitative techniques to evaluate 
IPO pricing and performance. 

Quantitative Analysis: 

• Underpricing Analysis: The percentage difference between the offer price and listing price to 
measure the degree of underpricing 

• Regression Models: Statistical techniques to analyze the relationship between IPO pricing, subscription 
levels, and long-term performance 
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• Volatility Analysis: Measuring stock price fluctuations post-listing using standard deviation and other 
statistical tools 

• Benchmark Comparisons: IPO stock performance is compared against NIFTY 50 and BSE SENSEX 
to determine whether IPOs outperform or underperform the broader market 

Qualitative Analysis: 

• Case Studies: Examination of IPOs such as Reliance Power (2008), Zomato (2021), and Paytm 
(2021) to understand factors influencing their pricing and performance 

• Sectoral Comparisons: Identifying patterns in IPO performance across technology, finance, and 
energy sectors 

• Market Sentiment Analysis: Evaluating how investor sentiment, media coverage, and market conditions 
influence IPO pricing decisions 

IV. Analysis and Findings 

The analysis of IPO performance in the Indian stock market from 2010 to 2023 reveals significant trends in 
underpricing, short-term gains, long-term sustainability, and key determinants of success or failure. The collected 
data suggests that high subscription rates often lead to better short-term performance, but long-term returns are 
heavily dependent on industry sector, market conditions, and regulatory factors. This section provides an in-depth 
discussion of the major findings, supported by data tables and graphs for better visualization. 

4.1 Underpricing Trends in Indian IPOs 

Underpricing continues to be a dominant trend in the Indian IPO market, particularly during bullish market cycles 
where investor sentiment is highly optimistic. The practice of setting the IPO offer price below the anticipated market 
price ensures full subscription and high first-day returns, making IPOs attractive for early investors. The data 
indicates that IPOs with higher subscription rates tend to achieve greater listing gains, while overpriced IPOs with 
low demand often face first-day losses. For example, Burger King (2020) had an oversubscription rate of 156 times 
and recorded a 91.67% listing gain, making it one of the most successful IPOs in terms of short-term performance. 
Similarly, Zomato (2021) was oversubscribed 38.25 times and saw a 53% gain on its listing day. On the other hand, 
Paytm (2021), which had a low subscription rate of 1.89 times, opened at a 9.3% loss, and LIC of India (2022) faced 
an 8.11% loss due to poor investor demand. 

Table 1: Underpricing Trends in Indian IPOs 

IPO Name Offer Price (₹) Listing Price (₹) Listing Gain (%) Subscription Rate (x) 
Zomato (2021) 76 116 53% 38.25x 

Reliance Power (2008) 450 520 15.56% 73.00x 
Burger King (2020) 60 115 91.67% 156.00x 
LIC of India (2022) 949 872 -8.11% (loss) 2.95x 

Paytm (2021) 2,150 1,950 -9.3% (loss) 1.89x 
The data highlights that IPOs with high subscription rates (e.g., Burger King and Zomato) tend to experience greater 
listing gains, whereas overpriced IPOs such as LIC of India and Paytm witnessed negative returns on listing day. 

 

Graph 1: Underpricing and Subscription Rate Trends in Indian IPOs 
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The graph demonstrates a clear link between IPO oversubscription and first-day performance. IPOs like Burger King 
and Zomato, with high subscription rates, generated substantial listing gains, whereas overpriced IPOs like Paytm 
and LIC of India failed to meet market expectations. 

4.2 Short-Term Performance of IPOs 

The Indian IPO market frequently exhibits strong first-day and first-week performance, especially when market 
sentiment is bullish. Short-term performance is primarily driven by investor enthusiasm, oversubscription levels, 
and positive media coverage. The analysis of first-week returns shows that IPOs in sectors like retail and e-commerce 
tend to perform exceptionally well in the short term due to high growth expectations and speculative buying. For 
example, Nykaa (2021) recorded a 79.37% return in the first week, benefiting from the hype around the Indian e-
commerce sector. Similarly, DMart (2017) saw an impressive 102% first-week return due to strong fundamentals and 
positive investor sentiment. On the other hand, government-backed IPOs such as Coal India (2010) and IRCTC 
(2019) also experienced significant listing gains, showing that state-owned enterprises can also perform well if priced 
appropriately. 

Table 2: Short-Term IPO Performance 

IPO Name Offer Price 
(₹) 

First-Day Closing Price 
(₹) 

First-Week Return 
(%) 

Nykaa (2021) 1,125 2,018 79.37% 
DMart (2017) 299 604 102% 

Coal India (2010) 245 340 38.78% 
IRCTC (2019) 320 728 127.5% 

Ujjivan Small Finance Bank 
(2019) 

37 53 43.24% 

 

Graph 2: Short-Term Performance of Selected IPOs 

The short-term analysis confirms that IPOs from consumer-focused sectors (e.g., Nykaa, DMart) experience higher 
first-week returns compared to other sectors. However, short-term gains do not always translate into long-term 
success, as seen in the next section. 

4.3 Long-Term Performance of IPOs 

Despite strong initial listing gains, many IPOs tend to underperform in the long term, particularly those in technology 
and fintech sectors. This underperformance is often caused by overvaluation, declining investor interest, and weak 
financial fundamentals. The data shows that while high-growth tech IPOs such as Zomato and Paytm recorded 
negative long-term returns, traditional sectors like financial services and railways delivered stable returns over three 
years. For instance, Paytm (2021) recorded a staggering 70% decline in three years, while HDFC AMC (2018) gained 
78% over the same period, indicating that investors favor companies with strong financial fundamentals over 
speculative growth stories. 

Table 3: Long-Term IPO Performance 

IPO Name Offer Price 
(₹) 

One-Year 
Return (%) 

Three-Year 
Return (%) 

NIFTY 50 Performance (%) 
(3-Year) 

Zomato (2021) 76 -25% -35% +15% 
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Paytm (2021) 2,150 -60% -70% +18% 
Coal India 

(2010) 
245 -8% -20% +12% 

HDFC AMC 
(2018) 

1,100 +32% +78% +22% 

IRCTC (2019) 320 +96% +140% +18% 

 

Graph 3: Long-Term Performance Comparison 

This analysis demonstrates that while IPOs can deliver strong short-term returns, long-term success is dependent on 
the sector and financial stability. High-growth tech IPOs like Zomato and Paytm failed to sustain their momentum, 
whereas financial services (HDFC AMC) and railways (IRCTC) outperformed the broader market. 

4.4 Factors Influencing IPO Performance 

The performance of an Initial Public Offering (IPO) is influenced by multiple factors that impact both short-term 
listing gains and long-term sustainability. While underpricing and market demand play crucial roles in determining 
initial returns, external and internal factors such as market sentiment, subscription rate, industry sector, and 
regulatory oversight ultimately shape the success or failure of an IPO. A deeper examination of these factors reveals 
that bullish market sentiment boosts listing gains, high subscription rates drive better first-day performance, sectoral 
differences impact long-term returns, and regulatory oversight affects pricing transparency. Understanding these 
determinants allows investors and issuers to assess IPO risks more effectively and make informed investment 
decisions. 

Table 4: Key Determinants of IPO Performance 

Factor Impact on IPO Performance Example IPOs 
Market Sentiment Bullish markets lead to high listing gains Nykaa (2021), DMart (2017) 
Subscription Rate High subscription leads to better short-term 

gains 
Burger King (2020), IRCTC (2019) 

Industry Sector Tech IPOs volatile, financial services more stable Zomato (-35%), HDFC AMC 
(+78%) 

Regulatory 
Oversight 

SEBI rules affect pricing and transparency LIC of India (2022) 
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Graph 4: Subscription Rate vs. Listing Gains for Selected IPOs 

The graph reinforces that IPOs with strong oversubscription rates generally perform well on the first day, whereas 
those with poor subscription rates tend to underperform. 

Market sentiment plays a pivotal role in determining IPO performance, especially in the short term. Bullish market 
conditions create optimism among investors, leading to higher demand, increased oversubscription, and stronger 
listing gains. In contrast, IPOs launched during bearish or uncertain market conditions often face weak demand, 
conservative pricing, and limited post-listing price appreciation. For instance, during the bull market of 2021, IPOs 
such as Nykaa (2021) and DMart (2017) recorded massive listing gains of 79.37% and 102%, respectively. The 
favorable macroeconomic environment, combined with strong retail and institutional investor participation, drove 
prices higher on the listing day. On the other hand, IPOs launched during volatile market conditions, such as LIC of 
India (2022), struggled with negative listing performance, as investors were cautious about macroeconomic risks and 
valuation concerns. Thus, market sentiment is a crucial external factor that affects IPO pricing and first-day returns, 
with positive sentiment pushing IPOs higher and negative sentiment resulting in weaker performance or listing 
losses. 

The subscription rate, which measures the number of times an IPO is subscribed relative to the shares offered, is a 
key indicator of investor demand. Higher subscription rates often translate into higher listing gains, as they signal 
strong investor confidence and indicate a potential supply-demand imbalance post-listing. For example, Burger King 
(2020) and IRCTC (2019) were highly oversubscribed, at 156x and 109x, respectively, leading to massive listing gains 
of 91.67% and 127.5%. The excess demand for these IPOs resulted in strong buying pressure on listing day, driving 
prices significantly higher. Conversely, Paytm (2021) had a low subscription rate of just 1.89x, reflecting weak 
investor confidence and leading to a 9.3% loss on the first trading day. This trend highlights a clear relationship 
between subscription rate and short-term IPO gains—IPOs that generate strong investor interest and are heavily 
oversubscribed tend to outperform on listing day, whereas low-demand IPOs often struggle. 

The industry in which an IPO operates significantly influences its long-term performance. Certain sectors, such as 
technology and fintech, experience high volatility, leading to inconsistent returns over time. In contrast, financial 
services, consumer goods, and government-backed sectors often deliver more stable long-term performance. For 
example, technology IPOs like Zomato (2021) struggled with long-term sustainability, recording a 35% decline in 
three years due to profitability concerns and valuation corrections. On the other hand, HDFC AMC (2018) from the 
financial services sector gained 78% over three years, reflecting investor preference for companies with strong 
fundamentals and steady cash flows. This variation in sectoral performance indicates that investors should assess 
industry-specific risks when investing in IPOs. While high-growth tech stocks may offer large initial gains, they also 
come with higher risk and long-term uncertainty. In contrast, financial services and infrastructure-related IPOs tend 
to provide more consistent, long-term returns. 

4.5 Regulatory Oversight and IPO Pricing Transparency 

Table 4.5: Sector-Wise IPO Performance Comparison 

Industry Sector Average Listing Gain 
(%) 

3-Year Return 
(%) 

Example IPOs 

Technology +45% -30% Zomato (2021), Paytm (2021) 
Financial 
Services 

+22% +40% HDFC AMC (2018), LIC (2022) 
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Consumer Goods +60% +55% DMart (2017), Nykaa (2021) 
Energy +18% -10% Reliance Power (2008), Coal India 

(2010) 

 

Graph 5: Sectoral Differences in IPO Returns 

From this analysis, it is evident that while tech IPOs often create market hype, their long-term sustainability is weaker 
compared to sectors like financial services and consumer goods.  

The Securities and Exchange Board of India (SEBI) plays a crucial role in regulating IPO pricing, ensuring 
transparency, and protecting investors. Regulations such as mandatory disclosures, book-building mechanisms, and 
grading systems help improve market efficiency and prevent mispricing of IPOs. However, despite SEBI’s oversight, 
some IPOs still face valuation concerns and regulatory scrutiny. The LIC of India IPO (2022) is a prime example, as 
it was criticized for being overvalued despite SEBI’s regulations, leading to an 8.11% listing loss. On the other hand, 
SEBI’s book-building process has helped improve price discovery in IPOs like HDFC AMC (2018), which priced 
conservatively and delivered strong long-term returns. SEBI’s regulatory measures have significantly reduced 
extreme underpricing, ensuring that IPOs reflect market-driven valuations. However, cases like Paytm (2021) and 
LIC (2022) indicate that mispricing can still occur despite regulatory oversight, emphasizing the need for investors 
to carefully assess financials before investing in IPOs. 

V. Discussion 

The analysis of IPO pricing and performance in the Indian stock market from 2010 to 2023 provides crucial insights 
into the relationship between short-term listing gains and long-term sustainability. The findings reveal that while 
underpricing leads to strong first-day gains, it does not necessarily translate into long-term success, as many IPOs 
fail to sustain their early momentum. Market sentiment, subscription rates, industry sector, and regulatory oversight 
significantly impact both short-term and long-term IPO performance. The trade-off between short-term speculation 
and long-term investment stability remains a key concern for issuers and investors alike. 

The pricing of an IPO plays a fundamental role in its market performance, affecting both listing day gains and long-
term stock returns. Underpriced IPOs tend to attract high investor demand, leading to strong listing gains, whereas 
overpriced IPOs often face market corrections and negative first-day returns. The data shows that heavily 
oversubscribed IPOs, such as Burger King (2020) and IRCTC (2019), experienced significant listing gains, while 
overpriced IPOs like Paytm (2021) and LIC of India (2022) struggled on their debut. However, despite the immediate 
benefits of underpricing, many IPOs fail to deliver positive long-term returns, particularly in high-growth sectors like 
technology and fintech. Zomato (2021) and Paytm (2021) witnessed high listing gains but lost significant value over 
time, suggesting that initial enthusiasm may not always be a reliable indicator of long-term success. 

One of the key observations from the study is the trade-off between short-term speculation and long-term investment 
stability. IPOs in sectors like e-commerce and consumer retail tend to experience high first-week returns, fueled by 
market excitement and aggressive growth expectations. Nykaa (2021) and DMart (2017) recorded first-week returns 
of 79.37% and 102%, respectively, demonstrating that early investors can benefit significantly from short-term price 
surges. However, in contrast, financial services and government-backed IPOs, such as HDFC AMC (2018) and IRCTC 
(2019), showed lower initial listing gains but delivered more stable returns over a three-year period. This suggests 
that while some IPOs provide quick profits, they often fail to maintain investor interest in the long run. Investors 
looking for sustained returns should therefore focus on strong fundamentals rather than speculative hype. 



Journal of Information Systems Engineering and Management 
2025, 10(36s) 

e-ISSN: 2468-4376 

  

https://www.jisem-journal.com/ Research Article  

 

136 

 
Copyright © 2024 by Author/s and Licensed by JISEM. This is an open access article distributed under the Creative Commons Attribution 

License which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 

 

The Reliance Power IPO (2008) remains one of the most in famous cases of overpricing in the Indian stock market, 
offering critical lessons on the risks of aggressive valuation strategies. Initially, the IPO was oversubscribed 73 times, 
creating immense market hype, but the stock price crashed soon after listing, leaving thousands of retail investors 
with heavy losses. The primary reasons for its failure included an overly optimistic valuation, weak long-term 
fundamentals, and market corrections post-listing. This case illustrates the dangers of overpricing an IPO based on 
speculative demand rather than financial sustainability. Similarly, Paytm (2021) followed a comparable trajectory, 
with high pre-IPO expectations leading to a 9.3% listing day loss and a 70% decline in three years. These failures 
underscore the importance of realistic pricing and sustainable business models in determining an IPO’s long-term 
viability. 

The sectoral analysis of IPO performance highlights key differences in market behavior across industries, influencing 
both short-term and long-term investment outcomes. The data indicates that technology IPOs tend to experience 
higher volatility, with strong initial listing gains but weaker long-term returns. Zomato (2021) and Paytm (2021) saw 
first-day gains but suffered losses of 35% and 70%, respectively, over three years, as investors reassessed their 
profitability and growth potential. On the other hand, financial services and consumer goods IPOs exhibited more 
stable performance. HDFC AMC (2018) and DMart (2017) both outperformed the broader market in the long run, 
delivering positive three-year returns of 78% and 55%, respectively. This suggests that while tech IPOs generate 
excitement, they also pose higher risks for long-term investors, whereas industries with predictable cash flows, such 
as financial services and retail, tend to perform better in the long run. 

VI. Conclusion 

The findings of this study confirm that IPO pricing significantly influences short-term listing gains and long-term 
investment returns, with underpricing being a dominant strategy in the Indian market. While high subscription rates 
correlate with strong listing gains, long-term returns are influenced by sector trends, investor sentiment, and 
company fundamentals. The data indicates that technology and fintech IPOs experience significant volatility, whereas 
financial services, consumer goods, and government-backed IPOs demonstrate more consistent long-term 
performance. Additionally, market sentiment and economic conditions play a crucial role in determining IPO success, 
with bullish markets favoring higher listing gains and bearish conditions leading to more conservative pricing 
strategies. 

Implications for Investors and Issuers 

For investors, the study highlights the importance of evaluating company fundamentals, industry trends, and market 
sentiment before investing in an IPO. While short-term listing gains can provide quick profits, long-term returns are 
often uncertain, particularly in high-growth sectors like technology and fintech. Investors should be cautious of 
overhyped IPOs with weak fundamentals, as seen in the cases of Paytm and Reliance Power, and instead focus on 
companies with strong earnings potential and stable growth prospects. 

For issuers, the findings suggest that pricing an IPO appropriately is critical for ensuring sustainable post-listing 
performance. Underpricing can attract investors and create positive market momentum, but excessive underpricing 
may result in "money left on the table," where companies fail to raise the maximum possible capital. Conversely, 
overpricing can lead to post-listing price declines and damage investor confidence, as seen in the cases of LIC of India 
and Paytm. Striking the right balance in IPO pricing, combined with transparent disclosures and realistic financial 
projections, is essential for long-term success. 

Future Research Directions 

This study provides a comprehensive analysis of IPO pricing and performance in the Indian market, but further 
research is required to explore the impact of global economic trends, monetary policies, and investor behavior on 
IPO outcomes. Additionally, future studies could analyze the effectiveness of regulatory frameworks in preventing 
IPO mispricing and enhancing market transparency. Research could also focus on comparative studies between India 
and other emerging markets to identify best practices in IPO pricing and valuation. 

Final Thought: 

While IPOs present exciting investment opportunities, they also come with significant risks, especially when driven 
by speculative market sentiment rather than solid fundamentals. Short-term listing gains can be highly rewarding, 
but long-term success depends on realistic pricing, industry trends, and financial sustainability. Investors should 
always look beyond the hype and carefully assess each IPO before making investment decisions.  
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