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Ownership Structure and Initial Public Offerings 

 
Abstract 

 
The paper analyzes investment preferences of institutional investors in private firms just prior to 
going public.  A unique dataset of 152 Indian initial public offerings during the period 1999-
2001 is used to specifically study investment patterns of foreign and domestic institutions.  We 
find institutional investors to have equity stakes in almost half the firms in our sample just prior 
to going public.  Domestic institutions invest in a larger number of firms than foreign 
institutions.  Both domestic and foreign institutions take large equity positions in the firms that 
they invest in.  There is a positive relationship between institutional investment and size of the 
firm and the presence of venture capital funding.    Foreign and domestic institutions invest less 
in firms that have insider blockholders.  The results also suggest that foreign and domestic 
institutions have different investment preferences with domestic institutions paying more 
attention to firm-specific factors such as leverage and return on equity.  Consistent with previous 
literature no significant relationship is found between investment by institutions and 
underpricing. 
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Ownership Structure and Initial Public Offerings 
 

I. Introduction 
 

Portfolio flows have become a major source of funding for emerging markets.  These 

increased flows are a result of financial liberalization policies, removal of restrictions on foreign 

ownership, and other efforts to develop local stock markets as discussed by Bekaert and Harvey 

(2002).  Both emerging market firms and countries are interested in attracting foreign investment 

to improve individual stock and overall market liquidity in the long run. This additional demand 

lowers firms’ cost of capital and allows them to compete more effectively in the global 

marketplace, hence benefiting a country’s economy.  In addition, previous research finds a strong 

linkage between capital market development and economic growth.1  These developments raise 

interesting questions about the investment preferences of foreign investors relative to domestic 

investors.   

This paper adds to our understanding of the determinants of foreign ownership of equity 

and the differences between the investment preferences of foreign and domestic investors.  We 

analyze the ownership structure of firms in a specific setting - just prior to going public.  The 

period just prior to going public is an important one because firms make major changes to their 

ownership and organizational structure in preparation for going public.  A unique dataset of 

Indian initial public offerings (IPOs) during the period 1999-2001 is used to analyze investments 

by institutions in firms just prior to going public.  The detailed data on the number of shares held 

by different types of institutional investors allows us to study investments by both foreign and 

domestic institutions.    India provides an interesting emerging market to analyze with its hybrid 

structure similar to market-based economies like the U.S. and U.K. and bank-based systems of 

                                                 
1 For example see King and Levine (1993a, 1993b) and Rajan and Zingales (1998). 
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Germany and Japan.2  We are also able to examine the role of venture capitalists and insider 

blockholders.  VC investment has increased in India from less than $5 million in 1995 to more 

than $350 million in 2000.  Committed funds are reported to be in excess of $1 billion.3  Nearly 

70 percent of venture capital investment in India is targeted into the technology sector and 60 

percent of the investment is in start-ups.  We find venture capitalists to play an active role in 

firms just prior to going public. 

The Indian IPO market is quite vibrant but has seen its ups and downs.  During 1994-

1995 more than 1000 IPOs took place and there was also a boom during the dot-com bubble in 

1999.  However, most other years in the 1990s have seen less than 100 IPOs per year.  In 2003 

more than 200 IPOs are expected to raise $6 billion.  These will include divestment in public 

sector companies, banks, multinationals such as Coca-Cola and Hyundai, and technology 

companies.  India’s savings rate is about 20 percent or $90 billion per year and 15-20 percent of 

savings go into financial assets.4  Another interesting feature of the Indian IPO market that is 

different from most developed countries is that India has a large number of retail investors who 

actively participate in IPOs.  In many countries such as the U.S., the most active investors are 

mutual funds and other institutional investors and the entire offering is book built. But in India, 

at least 25 percent of the issue has to be offered to the general public.  

Our results also add to the growing literature on foreign investment decisions. The 

theoretical model of Brennan and Cao (1997) uses information asymmetries to motivate 

differences between domestic and foreign investors. Their empirical analysis shows that 

                                                 
2 The unique ownership and governance of Indian firms is an example of the “new firm” that Zingales (2000) 
recommends needs further study. 
3 See Venture Capital in India, ICRA Information Services, 2001, www.icraindia.com. 
4 For details see Reuters, June 22, 2002. 
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domestic investors have informational advantages. Covrig, Lau and Ng (2002) also find that 

foreign fund managers have less information about domestic stocks than do domestic fund 

managers. Foreign investors are therefore found to invest more in larger firms for similar reasons 

as reported by Kang and Stulz (1994) for Japan and Dahlquist and Robertsson (2001) for 

Sweden.  Dahlquist et al. (2002) conclude that the difficulty and cost of gathering information on 

foreign firms creates a “home bias” and empirically show that a significant proportion of shares 

are closely held in several countries, hence reducing the float.  This is particularly true of 

emerging markets including India. 

The empirical findings discussed above support the investor-recognition hypothesis of 

Merton (1987) suggesting that investors have different amounts of information about a firm and 

they invest in firms that they are familiar with.  However, Grinblatt and Keloharju (2000) and 

Seasholes (2000) argue that foreign investors are more sophisticated and better able to evaluate 

firms.  Earlier studies that have examined foreign versus domestic ownership structures have 

focused on developed markets and they have not specifically examined ownership prior to an 

IPO.  Information asymmetries are particularly high prior to an IPO because little information is 

available about the private company.   Our results complement these studies by studying pre-IPO 

ownership patterns of large sophisticated foreign and domestic investors in an emerging market 

that has an active primary and secondary market.  Therefore, our analysis also contributes to the 

IPO literature.  We find that both domestic investors invest in many pre-IPO firms and the 

aggregate equity stake of institutional investors is large. 

A recent survey paper on initial public offerings (IPOs) states, “the topic of share 

allocations and subsequent ownership ranks among the most interesting issues in IPO research 

today” (Ritter and Welch, 2002).  Researchers have correctly started paying attention to these 



 5

institutional issues.  We believe that in order to examine allocation of shares at the time of the 

IPO and subsequent ownership, it is first important to understand the ownership structure of the 

firm just prior to going public.  Firms deliberately attempt to change their ownership and 

organizational structure in preparation for going public. The structure created prior to the 

offering can influence the whole IPO process, the allocation process, and subsequent ownership.   

Brennan and Franks (1997) suggest that underpricing is needed to ensure that the offering 

is oversubscribed.  Oversubscription gives managers the flexibility to discriminate in the 

allocation of shares thereby reducing the possibility of creating substantial outside blockholders.  

This becomes particularly important if the entrepreneur owns only a small proportion of the 

stock.   However, Field and Sheehan (2002) find that 83 percent of IPO firms in the U.S. have 

blockholders in place just before an IPO.  This ownership pattern does not change after the IPO.   

Therefore, they conclude that there should be no relationship between ownership structure and 

underpricing.  We also examine whether pre-IPO ownership structure has any relationship with 

underpricing at the time of the IPO.  We find no relationship between aggregate investment by 

institutional investors (both domestic and foreign) and underpricing. 

There is considerable literature that discusses the role of prestigious underwriters and ex 

ante uncertainty and the effect of auditor quality (for example, Carter and Manaster, 1990, 

Megginson and Weiss, 1991, and Willenborg, 1999) on the pricing and performance of IPOs.  

Entrepreneurs also signal the value of the firm by retaining a large proportion of ownership and 

not selling their shares at the time of going public.  Lock-up periods are seen as yet another 

mechanism by which the uncertainty is reduced (Field and Hanka, 2001, and Brav and Gompers, 

2003).  Different categories of equity holders perform different monitoring and control functions 

that can serve as signaling mechanisms.  These may have a direct impact on the price 



 6

performance of an IPO, including underpricing (Michaely and Shaw, 1994).  However, prior to 

public listing is the time when it is crucial to signal a firm’s value and ownership structure can 

resolve some of the information asymmetry surrounding the IPO.  Therefore, it is important to 

examine the ownership structure just prior to going public.   

There have been a few studies that have examined the impact of blockholders in Indian 

firms.  For example, Sarkar and Sarkar (2000) find that blockholdings by firms’ directors 

increases firm value after a certain threshold of ownership and that institutional investors, such 

as mutual funds, are not active in governance.  They do find, however, that banks monitor 

companies effectively if they have a large equity stake and this monitoring is reinforced by debt 

holdings.  Foreign equity ownership is also found to have a positive impact on firm value.5 

The rest of the paper is organized as follows.  Section II describes our unique dataset and 

some cross-sectional characteristics of our sample.  Section III reports the results of the empirical 

analysis.  Section IV provides a summary and conclusions. 

 

II. Data 

Our primary data is collected from Indian IPO filings between January 1999 and April 

2001.6  The sample includes all 152 IPOs issued during the period.  IPOs from all major sectors 

including financial, media, telecom, high-tech, and industrial are represented.  These filings 

include information on IPO characteristics, firm characteristics, and ownership information.  IPO 

characteristics include float percentage, number of days between opening and closing of the IPO, 

gross proceeds, initial return, exchange listing, and whether the lead underwriter was foreign or 

domestic.  Firm characteristics include financial information such as balance sheet and income 

                                                 
5 Chhibber and Majumdar (1999) show higher exports in firms where foreign owners have controlling stakes. 
6 Prior to 1999, IPOs were not filed electronically and did not have as extensive disclosure requirements. 
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statement items, including  sales, leverage and return on equity.  IPO filings generally include the 

most recently available data, which is generally the quarter preceding the IPO.  Information is 

also included on the age of the firm, the existence of a banking relationship with a domestic 

and/or foreign bank, the name of the lead underwriter, and the industry of the issuer.  Since we 

have the names of all shareholders and lenders, we can also identify firms with equity and 

lending relationships with domestic and foreign banks.   

The main focus of our paper is to analyze characteristics of IPOs and firms that include 

ownership by institutions and further examine the differences between investment preferences of 

foreign and domestic institutions.  The institutional investors we study include domestic and 

foreign institutions, banks, and venture capitalists.  IndiaCapital, a private Indian financial 

information vendor, provided information on the nationality and “type” of all equity investors – 

whether the shareholder is classified as an individual, financial institution, venture capitalist, or 

corporation.7  In addition, IndiaCapital identified the nationality of lenders and IPO lead 

managers.  

  

III. Empirical Results 

A. Firm and IPO and Characteristics 

 Table 1 reports characteristics of the IPO and the issuing firm for the full sample.  The 

sample includes 152 Indian IPOs between January 1999 and April 2001.8  On average, Rs.291 

million, approximately $6 million, is raised in an IPO.  The size variation is quite large, ranging 

from over 8 billion rupees to 8 million rupees.  The average offer price is Rs.56, a little more 

                                                 
7 In general, “corporations” are investment vehicles for non-financial firms.  
8 Our sample excludes five firms that issued IPO prospectuses but did not list because they were unable to receive 
the mandatory 90% subscription. 
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than $1.  The proportion of shares floated in an IPO on average is 30 percent.  Insider shares are 

not allowed to trade during the mandatory lock-up period of 36 months.  Both the float 

percentage and the lock-up period is much higher than that observed in the U.S.  The Securities 

and Exchange Board of India (SEBI) lays out detailed guidelines on lock-up provisions and 

requires the lock-up period to be three years.  The lock-up period starts from the date of 

allotment in the public issue or from the date of commencement of commercial production, 

whichever is later.  SEBI’s guidelines also require that the minimum float be at least 25 

percentage of the issue size – which we find to be the median float percentage – although SEBI 

gradually relaxed the minimum float requirement to 10 percent on July 21, 2001.  In the U.S. 

regulators do not set the minimum float or lock-up requirements.  The minimum float is decided 

by the issuer and the investment banker, based on funding requirements, demand for shares, and 

to allow for sufficient aftermarket liquidity.  The lock-up period in the U.S. is typically 180 days 

and is determined by the investment bank and not regulators. 

We measure IPO market performance by the 1-day return (percentage change) from the 

offering price to the closing price on the first day of trading.9  The mean initial return is 74 

percent and the median is 34 percent.  Returns range from –60 percent to over 900 percent, with 

70 percent of all IPOs having positive first day returns.  This is consistent with Shah (1995) who 

finds a first day average return of 105.6 percent for firms that commenced trading between 

January 1991 and April 1995.   

The median number of days between opening and closing of the IPO is five days and is 

the time period during which allotment takes place.  Firms in our sample listed either on a 

national exchange, such as the National Stock Exchange (NSE) or the Bombay Stock Exchange 

                                                 
9 We exclude one firm with 1-day return equal to 3200%. 
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(BSE), or on only one of the 21 regional exchanges (for example, the Calcutta, Bangalore, or 

Hyderabad Exchange.)  During our sample period Indian regulation required firms to list on at 

least one regional exchange in addition to a national exchange and therefore Indian firms 

frequently list simultaneously on more than one exchange.  About half the firms in our sample 

listed on a national exchange, and account for almost 90 percent of the total proceeds raised.  

Finally, we find that about 13 percent of firms employ a foreign investment bank as the lead 

underwriter.   

The age of the firms varies from less than a year to over 70 years, with a median age of 

seven years.10  The average firm size, measured by total assets, is Rs.4859 million or 

approximately $100 million.  The mean debt-to-equity ratio is 36.90 percent and the median is 

4.34 percent.  The low median usage of debt reflects the large number of technology firms, 

which generally have few fixed assets and little debt.  We identify 20 percent of firms in our 

sample to have a loan outstanding from a foreign bank, which reflects the strong presence of 

foreign banks in India.  In addition, we find that 24 percent of the firms in our sample have both 

lending and equity relationships with a bank.  Finally, our sample of firms can be identified as 

74% technology, 5% financial, and 21% are from other sectors. 

B. Ownership Structure 

The rich and detailed dataset on ownership allows us to study the determinants of 

institutional ownership.  Our data allows us to compare and contrast foreign institutional 

ownership with the holdings of domestic institutions.  Foreign institutions may invest differently 

from domestic institutions due to explicit barriers such as, foreign exchange control, withholding 

taxes, and restriction on foreign investors.  Information asymmetry may also be the cause of 

                                                 
10 Our sample includes 16 firms that had not yet started commercial operation at the time of the IPO. 
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aversion towards international investments.  Foreign investors may be less informed about the 

country and its firms than domestic investors. Information asymmetry can be even higher for 

private firms that have not yet gone public.  

We first examine the extent to which institutions own equity in firms just prior to going 

public.  Institutions include corporations, venture capitalists and banks.  We include venture 

capitalists and any corporate vehicle under the venture capital category. The ten largest 

institutions have ownership in 47 percent of the IPO firms as reported in Table 2.  Domestic 

institutions have equity ownership in 36 percent of the firms and foreign institutions in 14 

percent of the firms. Ownership by domestic and foreign institutions adds up to more than 47 

percent because both types of institutions sometimes invest in the same firm.  Venture capitalists 

own equity in 32 percent of the firms.  Indian law permits banks to own equity in non-financial 

firms.  We find that 20 percent of the firms have bank shareholders.  These results clearly 

suggest that institutions have equity stakes in a large number of Indian firms that are about to go 

public.  Next we examine the size of the equity stake by each group. 

First, we estimate the average percentage ownership in all 152 firms.  The maximum 

aggregate institutional ownership by the ten largest institutions is 100 percent and the minimum 

is zero.  On average, institutions own 16.30 percent of all outstanding shares.  The average 

foreign institutional ownership is 5.08 percent with minimum of zero and maximum of 74.07 

percent.  Domestic institutions own a larger percentage of shares than foreign institutions and 

their average ownership is 11.21 percent.  Venture capitalists were earlier found to have a stake 

in 32 percent of firms and they own 0.38 percent shares on average.  Similarly banks own equity 

in 20 percent of the firms and they have a small equity stake of 0.12 percent on average.   
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Next, we repeat the above analysis only for firms in which institutions have an equity 

stake.  The mean and median cumulative ownership percentage of institutions in the 71 firms that 

they have an equity stake is 34.89 percent and 26.78 percent, respectively.  Foreign institutions 

together own 36.79 percent of the shares on average and domestic institutions own 30.99 

percent.   Foreign institutions own a larger proportion of the firm in which they invest than 

domestic institutions.  However, foreign institutions invest in only 21 IPO firms and domestic 

institutions invest in 55 firms.  Venture capitalists as a group invest in 48 firms and also hold a 

large position amounting to a mean of 41.01 percent and median of 39.87 percent.  Banks are 

found to invest in 31 firms and their cumulative equity position is 15.44 percent.  Banks may 

have a lending relationship with the firm in addition to being an equity owner.  These results lead 

to two conclusions:  1) Institutional investors have an equity stake in a large number of firms that 

are about to go public; and 2) the aggregate proportion of equity held by institutions is large.  

The average cumulative ownership can be large either because a few institutions hold very large 

stakes or because several institutions hold equity.  Our analysis is based only on the ten largest 

investors suggesting that these few investors do own large positions.  

C. Ownership and Characteristics 

 Our next objective is to examine the characteristics of IPOs and firms that receive 

institutional investment.  We examine firm-specific attributes similar to Kang and Stulz (1997) 

and Dahlquist and Robertsson (2001). The IPO-specific attributes are similar to those used in the 

IPO literature.11  Table 3 presents IPO and firm characteristics for the following four categories 

of institutional investors:  Total institutional, no institutional, foreign institutional and domestic 

institutional.  The second category consists of firms that have no institutional investment.   

                                                 
11 For example, see Ritter and Welch (2002). 
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We first compare the 71 firms with institutional investment (column 1, Table 3) with the 

81 firms (column 2, Table 3) that have no institutional investment.  Institutions hold equity 

positions in firms that have larger IPOs as measured by IPO proceeds and offer price relative to 

the group of firms with no institutional investment.  The differences in these two variables 

between the two categories are statistically significant.  Firms with large institutional investors 

have average underpricing of 83 percent relative to 68 percent for firms with no institutional 

investments.  Even though the mean underpricing for both groups is high, the median 

underpricing for each group is much lower and the difference in initial returns is not statistically 

significant.  Firms with institutional investors are more likely to be listed on a national stock 

exchange compared to firms with no institutional investment.  18 percent of firms with 

institutional investors have a foreign lead underwriter relative to 7 percent for the group with no 

institutional investment.   

Firms with institutional investment are more established as measured by age.  The 

average age is 8.07 years for the institutional investment group and 6.65 years for the group of 

firms with no institutional investment.  The difference in age is statistically significant.  Size as 

measured by total assets is almost five times larger for firms with institutional investment.  Firm 

size is a proxy for firm size and recognition.  For robustness we also used sales as a measure of 

size and the results are similar and not reported.  Market capitalization cannot be used as a proxy 

for firm size because the firm does not have a publicly traded stock at this point.  Institutions 

invest in firms that on average have higher leverage as measured by debt to equity ratio and 

better performance as measured by return on equity as measured by return on equity.  However, 

the differences between the two groups based on these two variables are not statistically 

significant.    Overall, the conclusion from the analysis in this section is that institutions invest in 
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larger firms; more mature firms as proxied by age of the firm; firms that conduct larger IPOs as 

captured by IPO proceeds and offer size; and firms that eventually conduct IPOs with larger 

underpricing.  Firms with institutional investment are also more likely to have a foreign lead 

underwriter and a foreign lender. 

There are 55 firms in which domestic institutions have an equity stake and foreign 

institutions have an equity stake in 21 firms.  Both groups of investors can have equity positions 

in some of the same firms.  We next examine differences in investment preferences of these two 

groups of institutional investors.  IPO proceeds raised by firms that have investment by foreign 

institutions is almost double that of firms with domestic investors.  The average IPO price is 

Rs.126 for the group of firms with foreign institutions relative to Rs.64 for the group of firms 

with domestic investors.  It takes much longer for firms with foreign institutional investment to 

complete their IPO (13.33 days) than firms with domestic institutional investment (6.07 days). 

The allocation process is likely to take longer when foreign investors are involved.  On average 

underpricing measured by initial returns is lower for firms in which foreign investors have an 

equity stake at 69.60 percent relative to 97.09 percent for firms with domestic investors.   

Foreign investors invest in more mature firms as measured by age; larger firms as 

measured by total assets; and firms with higher leverage.   It can be concluded that foreign 

institutions invest in firms that are larger; raise more in proceeds; have a higher offer price; and 

are listed more frequently on a national stock exchange, than domestic institutions.   These firms 

are also more likely to have a foreign lender and be in the technology sector.  However, the only 

significant differences between firms with domestic versus foreign investors is for offer price 

and leverage.    
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In order to further examine the relationship between ownership and firm/IPO 

characteristics, we construct equally weighted portfolios based on the following five 

characteristics: age, total assets, initial return, debt to equity and ROE.  Consistent with prior 

literature, for example see Dahlquist and Robertsson (2001) for Sweden, all firms are ranked 

according to these characteristic and sorted into quartiles.  In Table 4 we report the maximum 

value for each attribute based on the quartiles.  Also reported are the average total, foreign and 

domestic ownership.  Q1 is the quartile with the lowest values and Q4 consists of firms with the 

highest values on each attribute.   

Institutions as a group, both foreign and domestic institutions, invest more in firms that 

have been in existence longer as measured by age and that are larger as measured by total assets.  

Institutions own a total of 32.59 percent of the shares in firms in the largest total assets quartile.  

Foreign institutions account for 16.13 percent ownership and domestic institutions for 16.46 

percent.  In contrast ownership by institutions is only 5.04 percent for the lowest total assets 

quartile.  Domestic institutions invest the most in IPO firms with the largest initial returns at 

16.38 percent ownership but for foreign institutions the ownership is only 6.58 percent.  Foreign 

institutions invest more in firms with higher leverage and higher ROE relative to domestic 

institutions.  This grouping procedure allows us to make inferences only on binary relations.  The 

results from the ranking portfolios are similar whether means or medians are used, or if sorting is 

done by ownership instead of characteristics.  We next examine the above relations while 

controlling for the other attributes by doing the analysis in a multivariate regression framework. 

D. Ownership and Characteristics in a Multivariate Framework 

Five different regression models are estimated for each of the three categories of 

ownership: total institutional, foreign institutional, and domestic institutional.  The first model 
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includes only firm: log of age (LAGE), log of assets (LASSETS), debt to equity (DEBTEQ), and 

return on equity (ROE).   Dummy variables are included for high tech and financial firms.  The 

second model includes initial IPO returns (IRETURN) and the next three models include dummy 

variables for different ownership attributes.  In addition to firm characteristics, model (3) 

includes a dummy variable (DVC) equal to one if a venture capital owns at least 5 percent of the 

shares; model (4) includes a dummy variable (DFOREIGN) equal to one if a foreign institution 

owns at least 5 percent of the shares and a dummy variable (DDOMESTIC) if a domestic 

institution owns at least 5 percent of the shares; and model (5) includes a dummy variable 

(DINSIDER) equal to one if any insider owns at least 5 percent of the shares.  The 5 percent 

ownership cutoff for blockholders is standard in the ownership literature because in most 

countries 5 percent ownership triggers additional reporting requirements.12  We also checked for 

robustness using 20 percent as the cutoff and the results are similar.13 

We find that 67 percent of firms in our sample have an insider blockholder who owns at 

least 5 percent of the shares.  The large percentage of firms with inside blockholders is not 

surprising, because we would expect company founders to retain equity ownership at least until 

the time of the IPO.   We also find that 22 percent of firms have at least one insider controlling 

more than 20 percent of total equity.  Firms that have insiders as controlling shareholders may 

identify an environment of weak corporate governance.  The regressions are estimated separately 

for each of the three ownership categories: total institutional, foreign institutional and domestic 

institutional.  Each of the three ownership variables is the dependant variable.  Regression results 

are reported in Tables 5-7. 

                                                 
12 For example, see Brennan and Franks (1997). 
13 Claessens, et al. (2000) identify controlling shareholders as those with greater than 20% equity stake. 
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Total institutional ownership is positively and significantly related to log of assets 

(LASSETS) in all five models as reported in Table 5.  The technology dummy (DTECH) is also 

significant in four of the models.   For robustness we also tried finer definitions of industry but 

the results are similar.  None of the other firm characteristics are significant.  Therefore it can be 

concluded that institutions invest in larger firms and in technology firms.  Firms conducting an 

IPO are in a position to determine their post-IPO structure by controlling the fraction of shares to 

sell and the allocation of shares.  Brennan and Franks (1997) argue that because management 

values control they underprice the shares so that shares can be rationed and it is harder to 

accumulate blocks, thereby reducing the monitoring role of blockholders.  Stoughton and 

Zechner (1998) on the other hand argue underpricing is needed to attract blockholders in order to 

assure the market that the firm is being monitored.  The empirical analysis by Field and Sheehan 

(2002) finds the linkage between ownership structure and underpricing to be weak.  They argue 

that most firms already have blockholders in place at the time of the IPO.  Our findings are 

consistent with their results and underpricing is not significant in any of the regression models 

estimated in Table 5.   

Institutional ownership is positively related to the presence of a 5 percent venture 

capitalist.  Barry et al. (1990) suggest that venture capitalists provide intensive monitoring.  In 

the U.S., they are found to hold large equity positions, maintain their positions beyond the IPO, 

and serve on the firm’s board.  The existence of venture capitalists is likely to be in firms that are 

managed professionally and have stronger corporate governance.  As discussed by Barry et al. 

(1990), Gompers (1995) and Hellman and Puri (2001) venture capitalists take an active role in 

the governance of their portfolio companies and this positively influences investment by 

institutions.  They provide financing and in addition are also likely to provide help in hiring 
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management, serve on the board of directors, actively monitor the firm, and provide advisory 

services and reputation capital.  They therefore provide both financial and non-financial services.  

Baker and Gompers (1999) and Frye (2002) also find that venture capitalists frequently serve on 

the Board at the time of the IPO.  

Table 6 reports the results with foreign institutional ownership as the dependant variable.  

When only percentage of foreign institutional investment is examined then too the coefficient on 

log of assets (LASSETS) is positive and significant in all five models. The technology dummy 

(DTECH) is also positive and significant. These results again suggest that foreign institutions 

invest in larger firms and firms in the technology sector.  The relationship between foreign 

ownership and initial returns is not significant.    Foreign ownership is higher when venture 

capitalists are present but lower when insiders are present.  Therefore, foreign institutions invest 

more in larger firms; technology firms; firms that have higher participation by venture 

capitalists; and firms that have low participation by insiders. 

We also estimate regression models using the percentage of domestic institutional 

investment as the dependant variable.  The relationship between domestic institutional 

investment and firm size is not significant.  However domestic institutional investment is higher 

in firms that have lower leverage as measured by debt to equity (DEBTEQ) and higher return in 

equity (ROE) as shown in Table 7.   The presence of 5 percent venture capitalists is also 

positively associated with ownership by domestic institutions.  The coefficient of the dummy 

variable DVC is positive and significant.  The coefficient on insider blockholders is negative and 

not significant.   

Dahlquist and Robertsson (2001) analyze foreign and domestic ownership in Sweden find 

that their results are driven by institutional investors and not because of differences between 
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foreign versus domestic.  Hence, they conclude that there is an institutional investor bias rather 

than a foreign investor bias.   We examine ownership patterns of only institutions and find 

differences between preferences of foreign and domestic investors.  The ownership patterns for 

India may be different from those of Sweden for several reasons.  We examine ownership prior 

to a firm going public and the corporate governance structure in India is far weaker than that in 

Sweden resulting in differences between ownership preferences of foreign and domestic 

institutions. 

 

IV. Summary and Conclusions 

We examine the ownership structure of firms prior to going public using a sample of 

Indian IPOs.   The paper contributes to two strands of literature: 1) investment preferences of 

institutional investors; and 2) the IPO literature on ownership patterns and underpricing.  This 

paper adds to our understanding of the determinants of foreign ownership of equity and the 

differences between the investment preferences of foreign and domestic institutional investors.  

We specifically attempt to examine ownership by institutional investors in firms just prior to 

going public.  The period just prior to going public is an important one because firms make 

major changes to their ownership and organizational structure in preparation for going public.     

We find institutional investors to have equity stakes in a large number of pre-IPO firms.  

Institutions are found to hold equity in almost half the firms in our sample just prior to going 

public.  Domestic institutions invest in a larger number of firms than foreign institutions.  

However, both domestic and foreign institutions take large equity positions in the firms that they 

invest in.  This suggests that if institutions invest in a firm then their aggregate holdings are 

significant and they can have an impact on the operations of the firm and the IPO process.  There 
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is a positive relationship between institutional investment and size of the firm.  Institutions, 

particularly foreign institutions invest more in larger firms and more mature firms.   

Institutions also tend to invest more in firms that are backed by venture capital funding.    

As discussed in previous studies venture capitalists are likely to be associated with firms that are 

managed more professionally and have better corporate governance.  Our results add another 

interesting dimension to this literature by showing that institutions are more likely to invest in 

firms that have venture capitalists.  Therefore, venture capitalists play a role in attracting capital.  

We also find that foreign and domestic institutions invest less in firms that have insider 

blockholders.   

Our results find similarities between the investment preferences of foreign and domestic 

institutions but we also find some differences.  Domestic institutions are found to pay more 

attention to firm-specific factors such as leverage and return on equity.  They invest more in 

firms with lower leverage and higher return on equity.  These attributes are not significant in 

explaining the investment patterns of foreign institutions.  Based on an analysis of Sweden, 

Dahlquist and Robertsson (2001) conclude that there is an institutional investor bias rather than a 

foreign investor bias.   However, in the context of India we find differences between preferences 

of foreign and domestic institutional investors.  These differences may be driven by several 

factors in that we are examining ownership pre-IPO and an emerging market like India has 

weaker corporate governance therefore foreign investors may invest differently.    

Firms conducting IPOs are particularly motivated to have the “appropriate” ownership 

structure so that it can serve as a signaling device to the market.  This is also the point in time of 

a firm’s history when information asymmetry can be high.  Firms make major realignments to 

their ownership and corporate governance structure in preparation for going public.  The 
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ownership structure just prior to the IPO can affect the IPO process including the marketing of 

the offering, allocation of the IPO, and subsequent ownership of the firm.  Our paper relates to 

the literature that has examined the reputation of underwriters, auditors, insider holdings, and 

lock-up provisions in reducing ex ante uncertainty as well as ownership structure as a way to 

mitigate some of the information asymmetry.  However, consistent with previous literature no 

significant relationship is found between pre-IPO investment by institutions and underpricing.   
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Table 1 
IPO and Firm Characteristics  

 
The table reports the mean, median, standard deviation, minimum, and maximum of variables measuring IPO and 
firm characteristics of 152 IPOs in India during the period January 1999 to April 2001.  IPO characteristics include: 
IPO Proceeds is the amount raised (in Rs million); Offer Price is the offering price (in Rs); Initial Return is the 
percentage return on the IPO from the offer price to the IPO’s closing price on the first day of trade; Days is the 
number of days from the opening to the close of the IPO; BSE/NSE Listing is a dummy equal to 1 if the firm lists on 
a national exchange (NSE or BSE); and Foreign Lead is a dummy equal to 1 if the firm had a foreign lead banker 
for its IPO.  Firm characteristics for the year prior to listing include: Age of the firm; Total Assets is total assets (in 
Rs. million); Debt to equity is the ratio of total debt to the book value of equity; ROE is the ratio of net income to the 
book value of equity; Foreign Lender is a dummy equal to 1 if the firm has a foreign banking relationship; 
Lender/Owner equals 1 if the firm has at least one lender that is also an owner.  Financial and Technology are sector 
dummies.   
 
 
 

 Mean Median Std. Dev Min. Max. 
 

IPO Characteristics 
 

   IPO Proceeds (Rs. mil) 290.77 49.00 977.76 7.50 8236.00 
  Offer Price (Rs.) 56.21 13.50 97.55 1.00 630 
  Initial Return (%) 74.18 34.44 146.79 -60.41 917.75 
  Days 7.81 5.00 20.02 2.00 183.00 
  BSE/NSE Listing 0.49 0.00 0.50 0.00 1.00 
  Foreign Lead 0.13 0.00 0.33 0.00 1.00 

 
Firm Characteristics 

 
  Age (Years) 7.31 6.53 5.04 0.00 70.00 
  Total Assets (Rs. mil) 4859 76 51,83 2 587,099 
  Debt to Equity (%) 36.90 4.34 88.16 0.00 703.52 
  ROE (%) 12.61 9.43 15.15 -40.40 70.61 
  Foreign Lender 0.20 0.00 0.40 0.00 1.00 
  Lender/Owner 0.24 0.00 0.43 0.00 1.00 
  Financial  0.05 0.00 0.21 0.00 1.00 
  Technology 0.74 1.00 0.44 0.00 1.00 
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 Table 2 
Ownership Characteristics 

 
The table reports the mean, median, standard deviation, minimum, and maximum of several ownership 
characteristics of 152 IPOs in India during the period January 1999 to April 2001.  Total Institutional equals the sum 
of all institutional ownership (financial plus venture capital); Foreign Institutional equals the sum of all foreign 
institutional ownership; Domestic Institutional equals the sum of all domestic institutional ownership; VC Owner 
equals the sum of all domestic and foreign VC ownership; Bank Owner equals the sum of all domestic and foreign 
bank ownership.  Panel A shows the proportion of firms with each type of ownership; Panel B reports average 
cumulative ownership based on all 152 firms; and Panel C reports average cumulative ownership based only on 
firms with positive institutional ownership.  
 

 N Mean Median Std. Dev Min. Max. 
 

Panel A:  Proportion of Firms with Ownership Types 
 

  Total Institutional  152 0.47 0.50 0.00 0.47 1.00 
  Foreign Institutional 152 0.14 0.35 0.00 0.14 1.00 
  Domestic Institutional 152 0.36 0.48 0.00 0.36 1.00 
  VC Owner 152 0.32 0.47 0.00 0.32 1.00 
  Bank Owner 152 0.20 0.40 0.00 0.20 1.00 

 
Panel B:  % Ownership Based on all Firms 

 
  Total Institutional  152 16.30 0.00 26.96 0.00 100.00 
  Foreign Institutional 152 5.08 0.00 17.15 0.00 74.07 
  Domestic Institutional 152 11.21 0.00 22.07 0.00 95.31 
  VC Owner 152 0.38 0.00 0.49 0.00 1.00 
  Bank Owner 152 0.12 0.00 0.32 0.00 1.00 

 
Panel C:  % Ownership Based Only on Firms with Positive Institutional Ownership 

 
  Total Institutional  71 34.89 26.78 30.18 0.06 133.37 
  Foreign Institutional 21 36.79 29.56 31.56 0.32 100.00 
  Domestic Institutional 55 30.99 21.89 27.16 0.06 95.31 
  VC Owner 48 41.01 39.87 26.71 0.32 100.00 
  Bank Owner 31 15.44 6.16 21.41 0.06 74.07 
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Table 3 
IPO and Firm Characteristics, by Ownership 

 
The table reports summary statistics for 152 IPOs in India during the period January 1999 to April 2001 for three 
ownership classes.  Total institutional is the 71 firms that have some institutional ownership and No Institutional is 
the 81 firms with no institutional ownership.  Foreign institutional equals 1 if the firm has any foreign institutional 
ownership.  Domestic institutional equals 1 if the firm has any domestic institutional ownership.  IPO characteristics 
include: IPO Proceeds is the amount raised (in Rs million); Offer Price is the offering price (in Rs); Initial Return is 
the percentage return on the IPO from the offer price to the IPO’s closing price on the first day of trade; Days is the 
number of days from the opening to the close of the IPO; BSE/NSE Listing is a dummy equal to 1 if the firm lists on 
a national exchange (NSE or BSE); and Foreign Lead is a dummy equal to 1 if the firm had a foreign lead banker 
for its IPO.  Firm characteristics for the year prior to listing include: Age of the firm; Total Assets is total assets (in 
Rs. million); Debt to equity is the ratio of total debt to the book value of equity; ROE is the ratio of net income to the 
book value of equity; Foreign Lender is a dummy equal to 1 if the firm has a foreign banking relationship; 
Lender/Owner equals 1 if the firm has at least one lender that is also an owner.  Financial and Technology are sector 
dummies.  ** and * indicate significant difference between firms with no institutional and institutional investors and 
between firms with foreign and domestic institutional investment, at 5% and 10%, respectively. 
 

 
Total Institutional 

(N=71) 
No Institutional  

(N=81)) 
Foreign Institutional 

(N=21) 

Domestic 
Institutional 

(N=55) 
 

IPO Characteristics 
 

  IPO Proceeds (Rs. mil) 442.79 157.53* 760.78 434.75 
  Offer Price (Rs.) 76.03 38.83** 125.67 63.56** 
  Initial Return (%) 82.53 67.68 69.60 97.09 
  Days 8.34 7.35 13.33 6.07 
  Initial Return (%) 82.53 67.68 69.60 97.09 
  BSE/NSE Listing  0.55 0.44 0.67 0.51 
  Foreign Lead  0.18 0.07** 0.14 0.18 

 
Firm Characteristics 

 
  Age 8.07 6.65* 8.67 7.72 
  Total Assets 10.031 212 29,129 602 
  Debt to Equity (%) 42.86 31.55 82.53 22.41** 
  ROE (%) 13.59 11.74 13.58 13.25 
  Foreign Lender  0.30 0.12** 0.43 0.27 
  Lender/Owner  0.21 0.26 0.19 0.20 
  Financial   0.07 0.02 0.10 0.07 
  Technology  0.68 0.79 0.71 0.65 
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Table 4 

Ownership and Firm Characteristics  
 
The table shows the rankings of firms based on five characteristics.  Firms are ranked according to a characteristic, 
sorted into quartiles, and averages of total institutional, foreign institutional, domestic institutional ownership and 
the characteristics within each quartile are reported.  The four quartiles are labeled Q1 (low) to Q4 (high).  
Ownership is expressed as a percentage of shares outstanding.  Total Institutional equals the sum of all institutional 
ownership; Foreign Institutional equals the sum of all foreign institutional ownership; Domestic Institutional equals 
the sum of all domestic institutional ownership.  Age is the age of the firm in years; Total Assets are the firm’s total 
assets (in Rs. million); Initial Return is the percentage return on the IPO from the offer price to the IPO’s closing 
price on the first day of trade; Debt to equity is the ratio of total debt to the book value of equity; and ROE is the 
ratio of net income to the book value of equity. The first row of each box shows the maximum value in each 
quartile. 
 

 Q1 
(low) 

Q2 
 

Q3 
 

Q4 
(high) 

Age 
Total Institutional 
Foreign Institutional 
Domestic Institutional 
 

1.86 
10.36 
0.96 
9.40 

 

5.15 
12.75 
1.90 
10.85 

 

7.93 
20.13 
10.12 
10.01 

 

14.32 
21.94 
7.35 
14.56 

 
Total Assets 
Total Institutional 
Foreign Institutional 
Domestic Institutional 
 

19.89 
5.04 
0.27 
4.78 

 

54.20 
12.77 
2.48 
10.29 

 

124.99 
15.65 
4.68 
10.97 

 

19,094.00 
32.59 
16.13 
16.46 

 
Initial Return 
  Total Institutional 
  Foreign Institutional 
  Domestic Institutional 
 

-21.82 
13.16 
3.56 
9.61 

 

9.68 
14.75 
10.33 
4.42 

 

58.58 
11.88 
3.68 
8.20 

 

256.45 
22.96 
6.58 
16.38 

 
Debt to Equity  
  Total Institutional 
  Foreign Institutional 
  Domestic Institutional 
 

0 
12.79 
5.46 
7.33 

 

0.02 
16.74 
0.03 
16.71 

 

0.20 
18.07 
5.47 
12.61 

 

1.30 
20.47 
9.95 
10.51 

 
 ROE 
  Total Institutional 
  Foreign Institutional 
  Domestic Institutional 
 

-2.02 
16.84 
3.28 
13.56 

 

5.69 
8.94 
4.42 
4.53 

 

13.77 
17.57 
8.22 
9.36 

 

32.57 
22.24 
7.52 
14.72 
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  Table 5  
Regressions on Total Institutional Ownership 

 
The table shows the results of multiple regressions of Total Institutional Ownership on firm characteristics and 
ownership dummies.  Total Institutional Ownership equals the sum of all institutional ownership in the firm; LAGE 
is log of age; LASSETS is log of total assets; DEBTEQ is the ratio of total debt to the book value of equity; and ROE 
is the ratio of net income to the book value of equity. DTECH is a dummy variable that equals one for technology 
firms; and DFINANCIAL is a dummy variable that equals one for financial firms.  IRETURN is the percentage return 
on the IPO from the offer price to the IPO’s closing price on the first day of trade; The ownership dummies DVC 
equals one if a VC owner owns more than 5% of the shares; DFOREIGN equals one if a foreign institution owns 
more than 5% of the shares; DDOMESTIC equals one if a domestic institution owns more than 5% of the shares; 
and DINSIDER equals one if an insider owns more than 5% of the shares.  t-statistics are in parenthesis. ** and * 
indicate significance at the 5 percent and 10 percent level, respectively. 
 
 
 (1) (2) (3) (4) (5) 

  Constant -35.63** 
(-2.78) 

-37.26** 
(-2.84) 

-27.01** 
(-2.60) 

-32.47** 
(-2.52) 

-24.29* 
(-1.82) 

  LAGE -1.72 
(-0.54) 

-0.77 
(-0.24) 

-2.94 
(-1.14) 

-1.88 
(-0.59) 

-0.01 
(-0.00) 

  LASSETS 7.76** 
(3.86) 

7.72** 
(3.85) 

5.07** 
(3.04) 

6.90** 
(3.41) 

7.56** 
(4.14) 

  DEBTEQ -2.00 
(-0.32) 

-1.37 
(-0.21) 

0.00 
(0.00) 

-2.91 
(-0.33) 

-2.43 
(-0.44) 

  ROE 22.45 
(1.35) 

14.38 
(0.90) 

13.35 
(0.05) 

21.66 
(1.35) 

25.80* 
(1.78) 

  DTECH 19.06** 
(2.59) 

17.78** 
(2.32) 

14.00 
(2.27) 

18.99** 
(2.53) 

15.93** 
(2.06) 

  DFINANCIAL 33.96 
(1.60) 

30.55 
(1.05) 

32.42* 
(1.70) 

31.38* 
(1.66) 

25.22 
(1.29) 

  IRETURN - 0.02 
(0.90) - - - 

  DVC - - 27.86** 
(5.39) - - 

  DFOREIGN - - - 10.41 
(0.73) - 

  DDOMESTIC    9.94 
(1.45) - 

  DINSIDER - - - - -15.29** 
(-3.27) 

  N 131 110 130 130 130 

  F-statistic 4.33 3.94 10.28 4.06 6.28 

  Adj. R2 0.22 0.25 0.44 0.23 0.28 
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Table 6 

Regressions on Foreign Institutional Ownership 
 
The table shows the results of multiple regressions of Foreign Institutional Ownership on firm characteristics and 
ownership dummies.  Foreign Institutional Ownership equals the sum of all foreign ownership in the firm. LAGE is 
log of age; LASSETS is log of total assets; DEBTEQ is the ratio of total debt to the book value of equity; and ROE is 
the ratio of net income to the book value of equity. DTECH is a dummy variable that equals one for technology 
firms; and DFINANCIAL is a dummy variable that equals one for financial firms.  IRETURN is the percentage return 
on the IPO from the offer price to the IPO’s closing price on the first day of trade; The ownership dummies DVC 
equals one if a VC owner owns more than 5% of the shares; DDOM equals one if a domestic institution owns more 
than 5% of the shares; and DINSIDER equals one if an insider owns more than 5% of the shares.  t-statistics are in 
parenthesis. ** and * indicate significance at the 5 percent and 10 percent level, respectively. 
 
 
 (1) (2) (3) (4) (5) 

  Constant -17.84** 
(-2.21) 

-17.92** 
(-2.15) 

-14.34* 
(-1.93) 

-17.64** 
(-2.24) 

-11.79 
(-1.49) 

  LAGE -0.03 
(-0.02) 

0.73 
(0.35) 

-0.53 
(-0.28) 

-0.12 
(-0.05) 

0.88 
(0.45) 

  LASSETS 2.99* 
(1.77) 

2.82* 
(1.64) 

1.90 
(1.21) 

2.96* 
(1.79) 

2.88* 
(1.78) 

  DEBTEQ 4.74 
(0.93) 

4.18 
(0.75) 

5.55 
(1.23) 

4.69 
(-0.90) 

4.51 
(0.94) 

  ROE -0.72 
(-0.06) 

-3.84 
(-0.33) 

-4.41 
(-0.43) 

-0.49 
(-0.04) 

1.08 
(0.10) 

  DTECH 8.96** 
(2.87) 

9.72** 
(2.81) 

6.90** 
(2.29) 

8.90** 
(2.89) 

7.28** 
(2.37) 

  DFINANCIAL 20.40 
(1.19) 

27.16 
(1.14) 

19.77 
(1.23) 

20.35 
(1.118) 

15.71 
(0.96) 

  IRETURN - 0.00 
(0.20) - - - 

  DVC - - 11.31** 
(3.20) - - 

  DDOM - - - 1.66 
(0.27) - 

  DINSIDER - - - - -8.18** 
(-2.33) 

  N 130 110 130 130 130 

  F-statistic 3.27 2.79 3.47 2.81 2.99 

  Adj. R2 0.24 0.25 0.32 0.24 0.28 
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Table 7 
Regressions on Domestic Institutional Ownership 

 
The table shows the results of multiple regressions of Domestic Institutional Ownership on firm characteristics and 
ownership dummies.  Domestic Institutional Ownership equals the sum of all domestic ownership in the firm LAGE 
is log of age; LASSETS is log of total assets; DEBTEQ is the ratio of total debt to the book value of equity; and ROE 
is the ratio of net income to the book value of equity. DTECH is a dummy variable that equals one for technology 
firms; and DFINANCIAL is a dummy variable that equals one for financial firms.  IRETURN is the percentage return 
on the IPO from the offer price to the IPO’s closing price on the first day of trade; The ownership dummies DVC 
equals one if a VC owner owns more than 5% of the shares; DDOM equals one if a domestic institution owns more 
than 5% of the shares; and DINSIDER equals one if an insider owns more than 5% of the shares.  t-statistics are in 
parenthesis. ** and * indicate significance at the 5 percent and 10 percent level, respectively. 
 
 (1) (2) (3) (4) (5) 

  Constant -17.79 
(-1.56) 

-19.34 
(-1.61) 

-12.67 
(-1.22) 

-18.67* 
(-1.65) 

-12.52 
(-1.10) 

  LAGE -1.69 
(-0.65) 

-1.50 
(-0.56) 

-2.41 
(-1.00) 

-1.84 
(-0.71) 

-0.89 
(-0.34) 

  LASSETS 4.77** 
(3.04) 

4.90** 
(2.87) 

3.17** 
(2.24) 

5.07** 
(3.03) 

4.67** 
(3.08) 

  DEBTEQ -6.74** 
(-3.59) 

-5.54** 
(-3.09) 

-5.55** 
(-3.47) 

-6.79** 
(-3.68) 

-6.94** 
(-4.09) 

  ROE 23.17* 
(1.73) 

18.22 
(1.39) 

17.76 
(1.44) 

24.10* 
(1.83) 

24.72* 
(1.93) 

  DTECH 10.11 
(1.47) 

8.-6 
(1.13) 

7.10 
(1.17) 

9.98 
(1.44) 

8.65 
(1.24) 

  DFINANCIAL 13.57* 
(1.73) 

3.39 
(0.43) 

12.65 
(1.55) 

14.56* 
(1.82) 

9.50 
(1.30) 

  IRETURN - 0.02 
(1.16) - - - 

  DVC - - 16.55** 
(3.82) - - 

  DFOREIGN - - - -4.53 
(-0.43) - 

  DINSIDER - - -  -7.11* 
(-1.71) 

  N 130 110 130 130 130 

  F-statistic 2.45 1.99 3.84 2.26 3.02 

  Adj. R2 0.11 0.14 0.23 0.11 0.13 

 


