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see better stock performance, while downturns can have a negative impact, high-
lighting the importance of broader market conditions on long-term returns.

In addition to market trends, company-specific financial decisions, particularly
post-IPO leverage, have been found to exert a positive and significant influence
on BHAR. The positive coefficient for post-IPO leverage suggests that companies
with higher debt levels after going public often experience better stock perfor-
mance. Investors may view increased leverage as a sign of the firm’s growth poten-
tial and expansion plans, which can drive higher returns. This indicates that, aside
from market conditions, strategic financial choices made by the company play a key
role in determining its post-IPO success. This finding aligns with Campello (2006),
who observed that post-IPO leverage, particularly in capital-intensive industries,
enhances long-term performance by enabling investment in profitable projects.
Similarly, Zhang (2008) found that firms with moderate leverage post-IPO tend to
perform better over time, as debt financing supports growth initiatives like expan-
sion and acquisitions while maintaining a balanced financial structure.

On the other hand, UWR, which is typically considered important in the IPO
process, does not show any meaningful influence on long-term stock perfor-
mance. The p values are well above common significance levels, indicating they
do not significantly impact BHAR in this model. These findings are in line with
Sahoo and Rajib (2010) and Bhabra and Pettway (2003). We, therefore, reject the
second hypothesis that says there exists a positive relationship between BHAR
and UWR.

Other variables, including the log of IPO proceeds, underpricing, the book-to-
price ratio, and the log of price-to-earnings ratio, also do not exhibit significant
relationships with BHAR. Therefore, the analysis emphasises that while general
market conditions and post-IPO financial decisions are pivotal in driving long-
term abnormal returns, factors like UWR and initial underpricing have minimal
impact.

The results of this study provide valuable insights into the role of UWR in the
Indian SME IPO market. One of the most significant findings is that while UWR
has a positive and significant impact on underpricing, it does not have a meaning-
ful influence on long-term stock performance as measured by BHAR over a
36-month period. This finding challenges conventional theories in IPO literature
that emphasise the role of underwriters in certifying firm quality and reducing
information asymmetry in both the short and long run (Carter & Manaster, 1990;
Megginson & Weiss, 1991).

A possible explanation for this disconnect between short-term and long-term
IPO outcomes lies in the signalling theory and its limitations in the SME context.
According to signalling theory (Spence, 1973), reputable underwriters act as cred-
ible certifiers of firm quality by engaging in rigorous due diligence, thereby
reducing ex-ante uncertainty about the IPO firm. This explains why SME firms
backed by reputed underwriters experience higher initial underpricing. However,
the results indicate that this signal does not extend into the long term, implying
that UWR 1is a weak predictor of a firm’s post-IPO performance.

Furthermore, the market-making requirements imposed on Indian SME IPOs
further complicate the interpretation of long-term stock performance. Unlike
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developed markets, where stock prices adjust organically, Indian SME
IPOs require mandatory market-making for three years post-listing, which creates
artificial price support that may distort the true impact of UWR on stock perfor-
mance in the long run.

Another theoretical perspective that supports this finding is the institutional
voids theory (Khanna & Palepu, 2010), which suggests that emerging markets,
like India, lack the mature financial infrastructure found in developed economies.
Due to weaker investor protection laws, limited analyst coverage, and lower cor-
porate transparency, the ability of underwriters to influence long-term stock per-
formance is diminished. Instead, firm fundamentals, post-IPO financial strategies,
and broader macroeconomic conditions play a larger role in shaping long-term
returns. This theory provides a strong basis for understanding why the traditional
certification role of underwriters, which works well in developed markets, does
not hold the same weight in India’s SME segment.

In conclusion, this study contributes to IPO literature by demonstrating that
UWR in Indian SME IPOs is a short-term signal rather than a long-term perfor-
mance predictor. This challenges traditional signalling and certification theories
and highlights the unique structural challenges of the Indian SME market.

Conclusion

This study contributes to the literature on IPO underpricing and post-issue stock
performance by analysing the role of UWR in the Indian SME IPO market. The
results reveal that while UWR significantly influences initial underpricing, it does
not have a lasting impact on long-term stock performance as measured by BHAR.
This challenges traditional signalling and certification theories, which suggest
that underwriters play a crucial role in reducing ex-ante uncertainty and improving
firm credibility beyond the IPO stage (Carter & Manaster, 1990; Megginson &
Weiss, 1991).

By focusing on SME IPOs in an emerging market like India, this study expands
the understanding of how market-specific dynamics, regulatory structures, and
investor composition influence IPO outcomes. Unlike developed markets where
institutional investors dominate IPO subscriptions and post-listing governance,
the Indian SME segment is heavily retail-driven, with lower institutional over-
sight. This weakens the long-term signalling effect of UWR, suggesting that firm
fundamentals and market conditions play a more decisive role in post-IPO perfor-
mance. These findings align with studies in other emerging markets (Katti &
Phani, 2016; Sahoo & Rajib, 2010) that indicate UWR is a stronger predictor of
short-term rather than long-term success in less developed financial ecosystems.

This study also highlights the influence of market-making regulations on SME
IPO outcomes. Unlike developed markets, where IPO pricing and performance
adjust through unrestricted market forces, Indian SME exchanges impose a three-
year mandatory market-making requirement. This could distort price discovery
and dampen the impact of UWR on long-term stock performance. By identifying
this regulatory factor, the study offers new insights into how institutional voids
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(Khanna & Palepu, 2010) and policy-driven mechanisms shape SME IPO
trajectories in emerging economies.

Theoretical Contributions of the Study

This study challenges the universality of signalling theory by demonstrating
that UWR’s impact on long-term performance is context-dependent. In emerging
markets like India, factors such as market conditions, firm fundamentals, and
post-IPO financial decisions have a greater influence than UWR, unlike in
developed markets. Additionally, the study bridges SME IPO research with
institutional voids theory, highlighting that weaker investor protection, limited
financial transparency, and lower institutional involvement reduce the tradi-
tional role of underwriters as certifying agents. Furthermore, it introduces
market-making as a structural factor affecting [PO performance, noting that
mandatory market-making in SME exchanges can disrupt long-term stock
performance, diminishing the predictive power of UWR compared to free-
market environments.

Implications

The results of this study hold valuable implications for a range of stakeholders,
including investors, SME IPO issuing firms, researchers, and regulators.

For investors, the study emphasises the need to consider UWR, company-spe-
cific factors and market conditions before investing in an IPO. As an underwriter,
Reputation only impacts [POs’ initial return and has little impact on long-term
performance, so understanding the role of market trends and company-specific
decisions can guide more informed investment choices in the SME sector.

For issuers, companies should be aware that while UWR is important, it may
not be a decisive factor in IPO success. Instead, focusing on market conditions
and strategic financial decisions before and after IPO could be more beneficial.

The policymakers can use the results of this study to formulate various rules
and regulations for regulating SME IPOs.

For researchers, the study recommends that future research could investigate
deeply into the aspects of market conditions and pre-IPO and post-IPO financial
strategies to better understand their effects on IPO outcomes.
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