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The present study attempts to examine the performance of IPOs which were issued though and listed on BSE SME
and NSE EMERGE platforms. The study finds that with the passage of time, this platform is gaining momentum as
number of issues listed on such platforms is increasing over the years and average issue size of the individual IPO
stands around 8 crore which is encouraging. Further, it is validated that, on an average SME IPOs are underpriced to
the extent of 10.60%. This outcome is consistent with universally accepted phenomena of initial underpricing.
Authors find that though there is decreasing trend in the magnitude of underpricing during the period under study but
the result of ANOVA depicts that the difference is not statistically significant. Finally, with the results of correlation
analysis it is realised that there is significant relationship between magnitude of underpricing and subscription rate
i.e. these two variables have a tendency to move in the same direction. This study has implication for investors, small
business houses, investment bankers and regulatory bodies.
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ince independence, MSME sector has played vital
role in economic development story of India. If we
consider factors of production, SME sector requires
low capital but employs huge labour force. Its employment
potentiality ways keeps it in the heart of policy formulation.
It provides employment opportunity to nearly 8 crore people
and contributes 8% towards GDP and 40% of county's
export. Like large scale industry, MSME sector is also
facing the challenge of financial scarcity and problem here is
even more serious given the size of entities operating in this
sector. Beck and Demirg find finance as a 'key growth
constraint for MSMEs’
To improve the visibility of SMEs and thereby opening more
financing avenues, the prime minister task force
recommended establishing a platform where IPOs of SMEs
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can be floated and traded; these are known as SME
Exchange. SME Exchange means a trading platform of a
recognised stock exchange having nationwide trading
terminals permitted by the SEBI to list the specified
securities issued in accordance with ICDR regulations,
(2009), and includes a stock exchange granted recognition
for this purpose but does not include the Main Board. This
platform is beneficial not only for SMEs but also provides a
juncture for informed investors to earn better return by
taking enhanced risk of investing in emerging ventures.
Tapping this opportunity, both the leading stock exchanges,
BSE and NSE have established separate platforms for
SMEs, called BSE MSE Platform and NSE EMERGE
respectively. Earlier in 1990, OTCEI (over-the-counter
exchange of India) was established with same purpose. With
this platform, electronic exchange was introduced in India.
This platform could not prove to be a success story and was
discontinued in 2015.
By the end of the calendar year 2016, around 200 companies
have been listed on these exchanges. The companies listed
on SME platform can also migrate to main stock exchange
by following the provisions of SEBI. But, the companies
have to be mandatorily listed and traded on SME platform
for a minimum period of two years. For the purpose of
establishing high corporate governance standard, SEBI,
along with BSE & NSE have formulated set of regulations to
be complied by issuer with the help of merchant banker for
the issue management.
Review of Literature
Chorruk and Worthington, (2013) examine the pricing and
performance of initial public offerings (IPOs) for small and
medium-sized enterprises (SMEs) on the Thai Market for
Alternative Investments (MAI) from September 2001 to
October 2008. Underpricing is calculated using headline
underpricing, underpricing issuer loss, underpricing loss by
market value and underpricing loss by issuer price.
Aftermarket performance employs monthly cumulative
abnormal returns, buy-and-hold returns and wealth
relatives. The underpricing results show respective average
underpricing of 12.69%, 5.01%, 4.74% and 11.40% for the
measures used. This is significantly lower than the
underpricing found for large firm IPOs listing on the Stock
Exchange of Thailand (SET).

Bradley, Cooney, Dolvin, and Jordan (2006) investigate
underpricing, long-run returns, lockup periods, and gross
spreads for penny stock IPOs in USA over the 1990-1998
period and find that penny stock IPOs have higher initial
returns than ordinary IPOs, but significantly worse long-run
underperformance. Authors also find that penny stock IPOs
have longer lockup periods and larger gross spreads. Further,
authors find that there are shorter lockups lengths for penny
stock IPOs with venture capital backing, which suggests a
potential certification role for VC firms.
Hua, Wang, and Wang (2016) assess the impacts of venture
capital (VC) on performance and innovation of China's small
and medium-sized enterprises (SME). Using unbalanced
panel data of 2699 VC-backed and non-VC backed firms in
China's pilot over-the-counter equities market, namely the
National Equity Exchange and Quotation (NEEQ) market,
during 2005 – 2014. Authors find that venture capital
financing not only spurs innovation in the Chinese market,
but also exhibits significantly positive impact on financial
performance. Empirical evidence reveals that syndication of
venture capital investment as well as the reputation of
venture capitalists helps to create value for VC-backed firms.
Jiming and Xing (2012) study whether the large shareholders
of small and medium firms (SMEs) take advantage of the
inside information and decrease their shares before their
operation performance begins to decline after the Initial
Public Offerings (IPOs). By using the data from annual
reports of SMEs listed on Shenzhen Stock Exchange in
China from 2004 to 2006, the study explores both the
relationship and the interaction effects between the change
of operation
performance
and
the
ownership
concentration of SMEs around their IPOs. The analysis
indicates that there is a significantly positive relationship
between the ownership concentration and their operation
performance after IPOs during the sample period.
Moreover, the study suggests that the listed companies
intend to package their book profits before IPOs for the
sake of increasing their issuing prices and enlarge their
financing.
Bru and Osteryoung (2001) extend the existing IPO
literature to the case of micro-IPOs by analyzing a sample of
Small Corporate Offering Registration (SCOR) documents
from the U.S. state of Washington. Through theory, authors
identified variables that should impact the probability of
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success or failure in a SCOR offering and then empirically
tested them. Empirical support was found for the relevance
of marketing mechanisms and expenses; ownership and
governance factors; business life cycle stages; and signaling
factors consistent with our theoretical predictions.
Banerjee (2006) reinforces the significance of SMEs, the
need to setup capital market access for SMEs and delves
particularly into the case for equity market access. A
solution is sought to reinvent the equity market access for
SMEs. Author draws lessons from similar successful
international experiments like AIM and NASDAQ and
advocates in favour of an equity platform for SMEs which
will result in wealth creation and employment for the nation.
Bhattacharya (2017) studies 106 SME IPOs listed BSE
SME between 2012-15 and finds that IPOs that either are
timed to market or have larger allocations to market makers
tend to exhibit higher initial performance; that IPO
allocation to market makers and IPO demand from retail
individual investors increase liquidity in the IPO
aftermarket; and that IPO timing and underwriter reputation
significantly predict the long-term performance of SME
IPOs. Author suggests closely watch and compare the risk
and regulation of BSE MSE Exchange with those of
established MSEs in other countries before incorporating
any change in existing regulation. Investors interested in
long term should shun SME IPOs that or timed to market or
underwritten by poorly reputed firm. Further, easier listing
and disclosure requirements and after market liquidity are
two critical issues faced by BSE MSE, as the author opines.
Research Objectives
1.

To study the development in SME IPO market in
India,

2.

To study listing day performance of SME IPOs
floated during the period of study,

3.

To study the relationship between under pricing
and subscription rate of SME IPOs.

Hypotheses
1.
2.

On an average, SME IPOs are underpriced over the
years under study.
There is no significant difference in the level of
underpricing of SME IPOs during the period of
study.

3.

There is no significant relationship between
underpricing and subscription rate of SME IPOs.

Research methodology
This study is descriptive in nature and is based on secondary
data (cross- sectional). Secondary data have been collected
from web portals of SEBI, BSE, NSE and Chittoregarh.com.
The study covers a period of five years from 2012 to 2016. In
2012, first time SME IPO was introduced. During this period
total 198 SME IPOs were floated, out of which data
pertaining to four IPOs were not available. Thus, this study
comprises 194 issues in all which were listed either on BSE
SME platform or on NSE Emerge. There may be some
inherent limitation of secondary data but authors have made
every attempt to avoid wrong value from the series by cross
checking the data set. We have applied one way ANOVA to
test whether there is any significant difference in the level of
underpricing during the period of study. Data have also been
checked for their normality and homogeneity of variances.
Correlation analysis has also been applied to test the
relationship between underpricing and subscription rate.
Underpricing has been calculated as percentage change in
issue price and closing price on listing day.
Institutional and Regulatory Dynamics
I. Filing of offer document and due diligence certificate
The issuer shall not file the draft offer document with the
Board but the issuer shall file a copy of the offer document
with the Board through a merchant banker, simultaneously
with the filing of the prospectus with the SME exchange and
the Registrar of Companies, provided that the Board shall not
issue any observation on the offer document. The merchant
banker shall submit a due-diligence certificate in prescribed
format along with the offer document to the Board. The offer
document shall be displayed on the websites of the Board,
the issuer, the merchant banker and the SME exchange
where the specified securities offered through the offer
document are proposed to be listed.
II. Underwriting by merchant bankers and underwriters
All such issues shall be hundred percent underwritten. The
underwriting under this regulation shall be for the entire
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hundred percent of the offer through offer document and
shall not be restricted up to the minimum subscription level.
The merchant banker/s shall underwrite at least fifteen per
cent of the issue size on his/ their own account/s. The
merchant banker shall file an undertaking to the Board that
the issue has been hundred percent underwritten. All the
underwriting and subscription arrangements made by
the merchant banker shall be disclosed in the offer
document. The underwriters other than the merchant
banker and the nominated investors, who have entered
into an agreement for subscribing to the issue in case
of under-subscription, shall not subscribe to the issue in
any manner except for fulfilling their obligations under their
respective agreements with the merchant banker in this
regard. If other underwriters fail to fulfill their underwriting
obligations or other nominated investors fail to subscribe
to unsubscribed portion, the merchant banker shall
fulfill the underwriting obligations.

An issuer, whose specified securities are listed on a SME
Exchange and whose post issue face value capital is more
than ten crore rupees and up to twenty five crore
rupees, may migrate its specified securities to Main Board if
its shareholders approve such migration by passing a special
resolution through postal ballot to this effect and if such
issuer fulfils the eligibility criteria for listing laid down by
the Main Board. And, where the post issue face value capital
of an issuer listed on SME exchange is likely to increase
beyond twenty five crore rupees by virtue of any further issue
of capital by the issuer by way of rights issue, preferential
issue, bonus issue, etc. the issuer shall migrate its specified
securities listed on SME exchange to Main Board and seek
listing of specified securities proposed to be issued on the
Main Board subject to the fulfillment of the eligibility
criteria for listing of specified securities laid down by the
Main Board.

III. Minimum Application Value

VIII. Market Making

The issuer shall stipulate in the offer document, the
minimum application size in terms of number of specified
securities which shall not be less than one lakh rupees per
application.
IV. Minimum Number of Allottees
No allotment shall be made pursuant to any initial public
offer made under this alternative, if the number of
prospective allottees is less than fifty.
V. Listing of specified securities
Specified securities issued, as per this regulation, shall be
listed on SME exchange. And, if the issuer is already listed
on any recognized stock exchange, it shall migrate to the
SME exchange.
VI. Migration to SME exchange
A listed issuer whose post-issue face value capital is less
than twenty five crore rupees may migrate its specified
securities to SME exchange if its shareholders approve such
migration by passing a special resolution through postal
ballot to this effect and if such issuer fulfils the
eligibility criteria for listing laid down by the SME
exchange.

VII. Migration to Main Board

The merchant banker shall ensure compulsory market
making through the stock brokers of SME exchange in the
manner specified by SEBI for a minimum period of three
years. The merchant banker may enter into agreement
with nominated investors for receiving or delivering the
specified securities in the market making subject to the prior
approval by the SME exchange where the specified
securities are proposed to be listed. The specified
securities being bought or sold in the process of market
making may be transferred to or from the nominated
investor with whom the merchant banker has entered into an
agreement for the market making. The issuer shall disclose
the details of arrangement of market making in the offer
document.
Underpricing of IPOs
Underpricing is defined as difference between issue price
and listing price. Usually, closing price of listing day is taken
as listing price. Scholars are unanimous across globe on the
evidence of underpricing, though the magnitude of
underpricing differs across the country and time period.
(Rock, 1986; Ritter, 1980, 84 and Krishnamurti and Kumar
2002). The main rationale for liberalization of IPO pricing in
India is to reduce the amount of under-pricing. Free pricing
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of IPOs is expected to reduce but not completely eliminate
under-pricing. Many theories have been put forth by these
scholars as underlying factor of underpricing.
Winner's curse theory: Rock (1986) categorized investors
into two types: informed and uninformed. Informed
investors are knowledgeable about the future prospects of
the shares being sold and will only attempt to buy when the
issue is underpriced. Uninformed investors, on the other
hand, do not know which issues are underpriced or
overpriced, and therefore do not discriminate between
issues when they apply for IPOs. They will be allocated only
a small fraction (or none at all if the demand is too strong) of
the most desirable new issues, while they are certain to get
full allotment of the least attractive new issues. The
uninformed investors face a winner's curse: if they get all of
the shares that they demand, it is due to the fact that the
informed investors do not want them. Due to this adverse
selection problem, the uninformed investors will exit the
market unless IPOs are sufficiently underpriced on average
to recompense them for their informational handicap. An
implication of the winner's curse theory is that riskier issues
should be underpriced more. Indian IPOs are expected to be
underpriced more than the IPOs from developed markets,
due to the higher degree of participation by individual
investors. Singla (2012) simplified the theory and opined
that all Investors are not equally informed as information
research is costly and time consuming. Some investors
become informed and learn the true firm's value while
others remain uninformed. Informed investors subscribe
IPOs only when they know that these issues are underpriced
and there is money to be made, while uninformed investors
can subscribe to any IPO. But one thing which we should not
omit here is that SEBI in an attempt to curtail the issue of
winners curse, has reserved 35 percent to 50 percent of the
issue for the retail investors exclusively.
Informational cascades: Welch (1992), in his model of
informational cascades, holds that potential investors in
addition to their own information also notice whether other
investors are also buying shares in the issue. If an investor
finds that no one else wants to buy shares, we may decide not
to purchase even if we have beneficial information. To

preclude this occurrence, an issuer under-prices the issue in
order to persuade the first few potential investors to purchase
and spawns a cascade in which other investors follow suit
despite their earlier lack of enthusiasm in subscribing to the
issue. In India, it is common for firms to advertise the fact
that institutional investors have agreed to subscribe to the
issue. Firms also come up with the advertisements indicating
that the issue has been fully subscribed before the closing
date of the issue or the issue has been subscribed this much
on very first day, thereby inducing other potential investors.
Ex-ante Uncertainty: Beatty and Ritter, (1986) alk about exante uncertainty surrounding the value of an issue. They
argue that the amount of underpricing an IPO suffers
should be related with this ex-ante uncertainty. Ibbotson,
1975) and Ritter (1984), provide convincing evidence that
IPOs are on average underpriced having a direct relation with
ex ante uncertainty about firm's value. An investor
submitting a purchase order cannot be certain about an
offering value once it starts public trade. Thus the greater
the Ex ante uncertainty, the greater is the expected
underpricing as large numbers of investors are encouraged to
invest in information before adhering to the offer.
Litigation Risk: The litigation risk leads to the issuer and
the investment banker to under-price the IPO issue. In
USA, an investor in an IPO can sue every person who has
signed the registration statement, every director or partner in
the issuing firm, every accountant, consultant, and every
investment banker connected with the offering, as per The
Securities Act of 1933. The litigation factor is not considered
to be a major issue in the Indian IPO market, since legal
action against issuers is not common. However, recent IPOs
in Indian markets have also appeared to face the threat of
litigation risk. The issuer does a tradeoff by providing the
underpricing of IPO issue in case of a threat of potential
litigation by investors (Hughes and Thakor, 1992).
Signaling Theory: Allen and Faulhaber, (1989) that
underpriced new issues “leave a good taste in investors'
mouths” facilitating better prices for future offerings by the
same investment bankers. Welch (1992) presents empirical
evidence, which shows that roughly one third of the firms
going public return to the equity market with a seasoned
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offering within the next few years. These seasoned offerings
represent a proportion that is much higher than one would
find among a random sample of New York Stock Exchange
firms.
Information asymmetry between firms and investment
bankers: Baron and Holmstrom (1980) postulate that
investment bankers exploit their superior information
regarding market conditions to under-price new issues,
thereby allowing them to spend less effort on marketing the
issue and gain the goodwill of potential clients. In India,
also, investment bankers are subject to the same type of
incentives.
Ownership structure: Objective of issuers and investment
bankers on the ownership structure in the post market
impacts on the underpricing phenomena. Investment bank
overprices the issue in order to decrement the number of
owners or to have the ownership in concentrated with few

investors. However, in order to have scattered ownership
IPO offer needs higher participation by the various
segments of investors. Underpricing forms the solution for
increased participation i.e. higher underpricing results in the
increment in the demand of investor participation in IPO
process (Sherman and Titman, 2002) Titman, 2002).
Analysis and Interpretation
In India, SME platform was introduced to serve as a medium
of equity financing for small and medium enterprises which
are not able to list their issues on main board of stock
exchanges because of the stringent eligibility criteria. Since
its inception in 2012, it has been actively serving its
rationale. During these five years, 1555.31 crore was raised
on the two platforms. Figure 1 depicts that over the years,
number of IPO issues are growing to broaden the base of this
market. Average issue size stood around 8 crore which is
more or less similar during all the five years.

Figure 1: Frequency of SME IPOs and Average Issue Size
Figure 2 shows sector-wise distribution of number of SME
IPO. Among the sectors which lead this growth story,
prominent are Construction and Engineering, Distribution
and Trading, Financial Services, Advisory Services and IT

and Technology. Figure 2A depicts the number of IPOs from
different states. Maharashtra, Gujarat and New Delhi are
leading states.
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Figure 2: Sector-wise Distribution of SME IPOs

Figure 2A: State wise distribution of SME IPOs
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It is established knowledge now that underpricing is a universal
phenomena and this study finds that SME IPOs are no exception.
For the period under study, average underpricing stood at 10.60%.
This outcome could not reject our hypothesis that on an average
SME IPOs are underpriced during the period of study. Figure 3
reveals on interesting fact that magnitude of underpricing is
decreasing over the years since 2013. To validate this trend, authors
have applied ANOVA test of hypothesis which found that different

in the level of underpricing over the years is not statistically
significant even at 10% level of significance. This implies that the
decreasing pattern of under-pricing as shown below (table 1) is
random only and is not significant. Thus our second hypothesis that
'there is no significant difference in the level of underpricing during
the period of study', could not be rejected. But the findings clearly
indicate that in years to come, with greater efficiency in this market,
underpricing may reduce further.

Figure 3: Underpricing of SME IPOs

Table 1: ANOVA - Decreasing patten of underpricing

Between Groups
Within Groups
Total

Sum of
Squares

df

Mean Square

F

Sig.

3977.012
110638.311
114615.323

4
188
192

994.253
588.502

1.689

.154

Literature related with main stream IPOs suggests that there
is a direct relationship between Subscription rate and level
of underpricing. This implies that more underpriced IPOs
are subscribed higher. With figure 4 it is obvious that the two
variables have tendency to move in same direction. The
result of the correlation analysis between the two variables

shows that there exists a weak and positive correlation i.e.
0.179 (table 2), though this relationship is weak but is
statistically significant at 95% confidence level. But, this
analysis does not establish any causal relation between
underpricing and subscription rate of MSE IPOs. Further
study can be undertaken in this regard.
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Figure 4: Underpricing and Subscription rate

Table 2: Correlations

Underpricing
Pearson Correlation
Underpricing

1

Sig. (2-tailed)

.179

*

.015

N
Subscription

Subscription

185

185

*

1

Pearson Correlation

.179

Sig. (2-tailed)

.015

N

185

185

*. Correlation is significant at the 0.05 level (2 -tailed).
Conclusion
MSME Sector is considered as backbone of any economy
because of its ability to create more jobs with less capital
thereby elevating the standard of living of masses. The
contribution of this sector becomes even more crucial in
developing counties like India where one of the major
concerns in development process is cited as 'financial
constraints'. Many countries like USA, UK, Japan,
Honkong and China have established a separate stock
exchange where such small companies can raise finance and

list their shares. India, after a long deliberation, paved the
way for establishment of such a junior stock exchange. This
study attempts to study the performance of IPOs which were
issued though and listed on BSE SME and NSE EMERGE.
The study finds that with the passage of time, this platform is
gaining momentum as number of issues listed on such
platforms is increasing over the years and average issue size
of the individual IPO stands around 8 crore which is
encouraging. Further, it is validated that, on an average SME
IPOs are underpriced to the extent of 10.60%. This outcome
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is consistent with universally accepted phenomena of initial
underpricing. Authors find that though there is decreasing
trend in the magnitude of underpricing during the period
under study but the result of ANOVA depicts that the
difference is not statistically significant. Finally, with the
results of correlation analysis it is realised there is
significant relationship between magnitude of underpricing
and subscription rate i.e. these two variables have a tendency
to move in the same direction. This study has implications
for investors, small business houses, investment bankers and
regulatory bodies.
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