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Abstract.

This study aims to analyze non-financial factors that influence underpricing in companies conducting Initial Public
Offerings (IPOs) on the Indonesia Stock Exchange during the period 2021 to 2023. The variables analyzed include
industry sector, issue size, underwriter reputation, auditor reputation, and legal consultant reputation. The research
employs a quantitative approach with an explanatory design and uses binary logistic regression analysis. The
sample consists of 187 firms selected using purposive sampling. The results show that the underpricing phenomenon
remains prevalent in Indonesia. Among the variables studied, issue size and auditor reputation have a significant
influence on underpricing. These findings indicate the importance of strong market signals in reducing information
asymmetry between issuers and investors. This research contributes to the IPO literature in emerging markets and
provides practical implications for companies, investors, and capital market authorities.
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I INTRODUCTION

The capital market plays a vital role in fostering economic growth, particularly by serving as a
source of long-term financing for companies and providing investment instruments for investors. One of the
key activities in the capital market is the Initial Public Offering (IPO), which refers to a company's first
issuance of shares to the public. Through IPOs, companies can access substantial external capital to expand
operations, strengthen their capital structure, or enhance corporate reputation.However, IPOs do not always
reflect market efficiency. A commonly observed anomaly is underpricing, a condition in which the stock’s
closing price on the first day of trading exceeds the initial offering price (Bodie et al., 2018; Loughran &
Ritter, 2004). Empirical evidence from various capital markets globally has shown that underpricing tends to
occur more frequently than overpricing (Agustina & Clara, 2021; Rathnayake et al., 2019; Wang et al., 2019;
Killins, 2019; Harris, 2018) Indonesia ranks among the countries with the highest levels of IPO underpricing
in Southeast Asia. Between 1990 and 2023, the average initial return for IPOs in Indonesia reached 52.2%
across 889 companies. This figure is significantly higher than that of other Southeast Asian countries such as
the Philippines (16.70%), Malaysia (49.80%), and Singapore (24.70%).

It also exceeds the underpricing levels observed in developed economies such as Japan (49.3%), the
United States (17.5%), the United Kingdom (15.70%), and Hong Kong (40.50%)(Loughran et al., 2024).
While high underpricing benefits short-term investors through speculative gains, it simultaneously indicates
suboptimal capital acquisition by the issuing firms (Ritter & Welch, 2002).This phenomenon becomes
increasingly relevant considering the upward trend in IPO activity in Indonesia. Since 2021, both the number
of IPOs and the amount of capital raised have increased significantly. According to data from the Indonesia
Stock Exchange (IDX), the number of IPOs rose from 54 in 2021 to 79 in 2023—the highest annual total in
IDX history. Moreover, the total proceeds from IPOs reached IDR 61.66 trillion in 2021, the largest in IDX’s
record. This period coincided with Indonesia’s post-pandemic economic recovery, which introduced unigque
dynamics into the national capital market. Pandemic Covid-19 has caused economic uncertainty, leading
investors to become more risk averse and avoid uncertainty in their investment decisions (Roziq et al, 2024)
The most widely accepted explanation for underpricing is the information asymmetry theory, which posits
that uncertainty surrounding a firm’s value prior to its IPO (ex-ante) leads to price discrepancies (Ljungqvist
et al., 2006; Rathnayake et al., 2019).

This study employs five variables—industry sector, issue size, underwriter reputation, auditor
reputation, and legal consultant reputation—to explore the determinants of IPO underpricing in Indonesia.
By focusing on IPOs conducted between 2021 and 2023, this study contributes to the existing literature by
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capturing the dynamics of a post-pandemic economic recovery period. Additionally, this study extends the
application of signaling and information asymmetry theories by incorporating variables that represent
reputational signals. To the best of the author’s knowledge, no prior research in Indonesia has examined
legal consultant reputation, and no literature sources analyzing this variable have been found.

1. LITERATURE REVIEW

IPO Underpricing

IPOs tend to generate abnormal returns on the first day of trading, thereby creating the phenomenon
of IPO underpricing. Underpricing is reflected in a surge in stock prices on the date the shares are first traded
on the stock exchange (Bodie et al., 2018). It is a common phenomenon among companies going public and
occurs across countries, with varying average levels of underpricing. The phenomenon is generally more
pronounced and significant in developing countries (Loughran et al., 2024).Although numerous researchers
have examined the underpricing phenomenon, no single theory offers a comprehensive explanation of IPO
underpricing. The most widely accepted explanation is information asymmetry theory (Fohlin, 2010; S. M.
Hanafi & Hanafi, 2022; Jamaani & Alidarous, 2024; Ljungqvist et al., 2006).

However, (Loughran & Ritter, 2004) argue that behavioral finance theory and agency theory may
provide a better explanation of IPO underpricing. (Agustina & Clara, 2021) found that corporate social
responsibility (CSR) influences IPO performance, which aligns with signaling theory.(Huang & Zhang,
2011) examined the impact of marketing strategies and underwriter reputation on IPO offerings.
Underwriters also gain additional benefits by leveraging their reputation in stock marketing (underwriter
profit theory), which is related to the winner’s curse theory. Litigation risk theory is supported by (Boucher
et al., 2023), who found that when dealing with firms facing high litigation risk, underwriters charge
significantly higher spreads.

Industry Sector

Each industry sector carries different levels of risk and growth prospects. Variations in underpricing
across industry sectors can be attributed to several factors, such as risk levels, industry growth potential,
business complexity, investor interest in certain sectors, and regulatory environments. The technology sector
often experiences higher underpricing due to high uncertainty and strong growth expectations. In contrast,
the financial and consumer goods sectors tend to have lower underpricing levels due to greater business
stability (Lowry, 2003). Fluctuations in IPO volume across sectors are heavily influenced by the capital
needs of the sector and investor sentiment toward it. Based on this argument, the following hypothesis is
proposed:

H1: Industry sector has a significant effect on underpricing.

Issue Size

Issue size refers to the total amount of capital raised by a company through the sale of its shares in
the primary market to the public. (Ritter & Welch, 2002) found that firms with larger issue sizes tend to be
more stable in the long term compared to those with smaller issue sizes. (Loughran & Ritter, 2004) identified
that companies setting a larger issue size are more likely to attract institutional investors, who tend to prefer
stocks with lower volatility. Based on this argument, the following hypothesis is proposed:

H2: Issue size of the company has a significant effect on underpricing.

Underwriter Reputation

An underwriter is one of the activities conducted by a securities company that enters into a contract
with an issuer to carry out a public offering, with or without the obligation to purchase any unsold securities
(Handini & Astawinetu, 2020). Studies by (Darmawan & Bustaman, 2024; Dwika Pramesti et al., 2023;
Mahatidana & Yunita, 2017) found that underwriter reputation has a significant effect on the level of
underpricing. Companies that use reputable underwriters tend to experience lower underpricing because
investors have greater confidence in the quality of the information disclosed. Based on this argument, the
following hypothesis is proposed:

H3: Underwriter reputation has a significant effect on underpricing.
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Auditor Reputation

The role of auditors is crucial because the independent audits they perform help ensure that the
financial statements of companies planning to go public are fairly presented and comply with generally
accepted accounting principles. The reputation and audit quality of auditors significantly influence IPO
outcomes. According to research by (Bandi et al., 2020; Beatty & Ritter, 1986), the presence of a highly
reputable auditor can reduce the level of underpricing, as higher audit quality provides additional assurance
to investors. Another study by (Carter & Manaster, 1990) also found that companies advised by reputable
auditors are more likely to achieve successful IPO outcomes and greater post-IPO stock price stability. Based
on this argument, the following hypothesis is proposed:
H4: Auditor reputation has a significant effect on underpricing.

Legal Consultant Reputation

Legal consultants play a critical role in assessing a company's legal readiness to go public, assisting in

the preparation of key documents, and ensuring transparency throughout the IPO process. (Agusta, 2020;
Beatty & Welch, 1996; Jamaani & Alidarous, 2024) found that companies involving reputable legal
consultants in their IPO process tend to achieve better IPO outcomes, including greater post-1PO stock price
stability. The presence of a competent legal consultant can enhance investor confidence in the company’s
prospectus, which may ultimately influence stock prices in the secondary market. Based on this argument,
the following hypothesis is proposed:
H5: Legal consultant reputation has a significant effect on underpricing.

. METHODS

This study uses a quantitative approach with an explanatory research design. The population in this
study consists of all companies that conducted an IPO on the Indonesia Stock Exchange during the period
from 2021 to 2023, with a total population of 192 companies. The sampling method used is non-probability
sampling through purposive sampling. The sample was selected based on certain criteria: firm that conducted
an IPO within the defined period, had complete data on the offer price and the closing price on the first
trading day, as well as complete information related to the industry sector, issue size, and the professional
parties involved in the IPO process, such as underwriters, auditor, and legal consultants. Firms that did not
experience underpricing or overpricing were also excluded from the sample. Based on these criteria, 187
Firms were selected as eligible research samples.Data analysis was conducted using binary logistic
regression, as the dependent variable in this study is dichotomous, with underpricing categorized as one if it
occurs, and zero if it does not occur. The logistic regression model used in this study can be expressed in the
following equation:

Ln (1%’)=Bo+plxl+ﬁzx2+|33x3+p4x4+|35x5

Where:
P = Probability of underpricing
B = Regression coefficient
X1 = Industry sector
Xz = Issue size
Xs = Underwriter reputation
Xa = Auditor reputation
Xs = Legal consultant reputation

V. RESULTS AND DISCUSSION

This study uses binary logistic regression analysis as the statistical data analysis method. In logistic
regression, there are four stages of model testing: Overall Model Test, Goodness of Fit Test, Coefficient of
Determination, and the Classification Matrix.
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Overall Model Test
From table 1, -2 Log Likelihood value started at 189.809 in the first iteration and continued to
decrease to 188.802 in the fourth iteration. This decrease indicates that the model is improving in fitting the
data. The model was stopped at the fourth iteration, which means the parameter estimates had converged
because the change in the likelihood value was below the threshold of 0.001.
Table 1. Iteration History Step 0
Coefficients

Iteration -2 Log likelihood Constant
Step O 1 189.809 1.187

2 188.804 1.358

3 188.802 1.366

4 188.802 1.366

Note: Constant is included in the model, Estimation terminated at iteration number 4 because
parameter estimates changed by less than .001
Source: The author’s
Tables 1 and 2 present the results of Overall Model Test by comparing the -2 log likelihood (-2LL)

values at the initial and final stages. At the initial stage (block number = 0), the -2LL value was 188.809, and
at the final stage (block number = 1), it decreased to 180.457. This decrease indicates that the regression
model has improved in quality, meaning the model is better fitting the data. Therefore, the independent
variables used in the model have an impact on improving the fit of the logistic regression.
Table 2. Iteration History Step 1
Coefficients

-2 Log Industry Legal
likelihood Constant Sector  Issue Size Underwriter Auditor Consultant
183.483 -1.117 .190 .198 -.048 -.783 416
180.564 -2.442 .268 .333 -.101 -1.248 752
180.457 -2.808 273 .368 -117 -1.356 .875
180.457 -2.825 272 .369 -.118 -1.361 .885
180.457 -2.825 272 .369 -.118 -1.361 .885

Source: The author’s

Goodness of Fit Test

The results of Hosmer and Lemeshow’s Goodness of Fit Test show that the chi-square value is
10.803 with 8 degrees of freedom (df) and a significance level (Sig.) of 0.213. Since the significance value is
greater than 0.05 (0.213 > 0.05), there is no significant difference between the model and the observed data.
This indicates that the regression model used can be considered a good fit for the data, and it can be
effectively used to predict observed values and for further analysis.

Table 3. Hosmer and Lemeshow Test

Step Chi-square df Sig.
1 10.803 8 213

Source: The author’s

Coefficient of Determination

Table 4 presents the results of the coefficient of determination test based on the Nagelkerke R
Square value. In this model, the Nagelkerke R Square value is 0.069, indicating that the independent
variables explain approximately 6.9% of the variation in the dependent variable. Additionally, the Cox &
Snell R Square value of 0.044 also provides insight into the contribution of the independent variables to the
dependent variable. Although the coefficient of determination value is relatively small, this model still
provides an understanding of the relationship between the variables under study.

Table 4. Model Summary
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square

1 180.4572 044 .069
a. Estimation terminated at iteration number 5 because parameter estimates changed by less than .001.

Source: The author’s
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Classification Matrix
Table 5 presents the classification matrix, which measures the ability of the logistic regression model
to predict the underpricing category. The analysis results show that the model successfully classified 149
underpricing samples with an accuracy rate of 100%, while only 2 out of 36 overpricing samples were
correctly predicted, resulting in an accuracy rate of 5.3% for that category. Overall, the model has an
accuracy rate of 80.7%, indicating that the model is fairly effective in predicting underpricing.
Table 5. Classification Table

Predicted
Underpricing Percentage
Observed Overpricing  Underpricing  Correct
Step1l  Underpricing  Overpricing 2 36 583
Underpricing 0 149 100.0
Overall Percentage 80.7

a. The cut value is .500
Source: The author’s

Logistic Regression

Table 6 presents the results of the logistic regression analysis, which measures the impact of various
independent variables on the probability of underpricing occurring. The analysis results show that the
variable of issue size has a regression coefficient (B) of 0.369 with a significance level of 0.046. This
indicates that issue size has a significant impact on underpricing. The variable of auditor reputation also has
a significant effect, with a B value of -1.361 and a significance level of 0.038, meaning that companies
audited by Big Four audit firms have a 74.4% (1 - 0.256) lower probability of experiencing underpricing
compared to IPOs audited by non-Big Four audit firms. On the other hand, the variables of industry sector,
underwriter, and legal consultant reputation do not have a significant impact on underpricing.

Table 6. Variables in the Equation

95% C.l.for
EXP(B)

B SE.  Wald df  sig. =XP(B) Lower  Upper
Step 12  Industry Sector 272 498 299 1 584 1313 495 3483
Issue Size .369 193 3.660 1 046 1447 991 2112
Underwriter -.118 .387 .093 1 .760 .889 416 1.897

Auditor -1.361 .657 4.289 1 .038 .256 071 .930

Legal Consultant .885 .708 1.561 1 212 2422 605  9.700

Constant -2.825 2.157 1.716 1 190 .059

Source: The author’s

The Effect of Industry Sector on Underpricing

The results of the logistic regression analysis show that the industry sector has a coefficient of 0.272
with a significance value of 0.584. The coefficient value of 0.272 indicates that the industry sector has a
positive effect on the probability of underpricing in IPO stocks. However, the significance value is greater
than 0.05, which means that the industry sector does not have a significant effect on IPO stock underpricing.
The odds ratio of 1.313 means that companies in the consumer non-cyclicals sector are 1.313 times more
likely to experience underpricing compared to companies in other sectors.

This variable is conceptually linked to the information asymmetry theory, which states that
underpricing occurs due to information differences between informed investors and uninformed investors
(Rathnayake et al., 2019). However, the findings of this research do not support the theory in the context of
industry sector. If information asymmetry were a significant factor, certain sectors would consistently
demonstrate higher levels of underpricing, which is not reflected in the regression results. These findings are
in line with prior research by (Hanafi, 2016; Rathnayake et al., 2019), which also found that industry sector
does not significantly influence underpricing. This suggests that industry sector in which a firm operates
does not play a decisive role in determining the gap between the IPO offer price and the first-day closing
price.
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Effect of Issue Size on Underpricing

The results of the logistic regression analysis show that issue size has a regression coefficient of
0.369 with a significance level of 0.046. This positive coefficient suggests that issue size has a positive effect
on IPO underpricing. In other words, the larger the amount of capital raised during the IPO, the higher the
probability of underpricing occurring.The significance value of 0.046 is less than the 0.05 threshold,
indicating that issue size has a statistically significant effect on IPO underpricing. The odds ratio of 1.447
implies that firms raising a larger amount of funds are 1.447 times more likely to experience underpricing
compared to firms raising a smaller amount. This suggests that IPOs with larger issue sizes tend to be more
attractive to investors, leading to higher stock prices in the secondary market relative to the initial offering
price.The issue size variable is related to signaling theory, which state that firms with strong business
prospects send positive signals to investors through various IPO strategies, including the amount of capital
raised.

A large issue size can serve as a signal of market confidence in the firm, as companies able to attract
substantial investment are often perceived as more stable and promising (Kim, 2024). The findings of this
study support signaling theory, as issue size is shown to significantly influence underpricing. This suggests
that firms raising larger amounts of capital are more likely to experience underpricing as a strategy to attract
investor attention and ensure liquidity in the secondary market.This study findings that issue size
significantly affects IPO underpricing. The results are in line with prior research by (Ahmed et al., 2024;
Hanafi & Hanafi, 2022; Rathnayake et al., 2019; Suresha et al., 2023), who also found that larger issue sizes
are associated with higher levels of underpricing in regression models. Investors tend to be more optimistic
toward larger IPOs, which drives up stock prices on the listing day. Moreover, investors often demand a
higher premium for larger IPOs, further increasing the level of underpricing.

Effect of Underwriter Reputation on Underpricing

The results of the logistic regression analysis show that underwriter reputation has a regression
coefficient of -0.118 with a significance level of 0.760. The negative coefficient indicates that underwriter
reputation is negatively associated with IPO underpricing. However, the significance value of 0.760 exceeds
the 0.05 threshold, suggesting that underwriter reputation does not have a significant effect on IPO
underpricing. The odds ratio of 0.889 implies that firms using highly reputable underwriters are 0.889 times
less likely to experience underpricing compared to those using lower-reputation underwriters.The
underwriter reputation variable is related to signaling theory, which state that parties with superior
information can send signals to investors to indicate the quality of the IPO. One such signal is the
engagement of a reputable underwriter, as reputable underwriters are perceived to have greater expertise in
evaluating and selecting companies for IPOs.

Furthermore, using a well-regarded underwriter is expected to enhance investor trust in the firm's
credibility, thereby reducing the level of underpricing (Kim, 2024). However, the signaling theory is not
supported in this study with regard to underwriter reputation, as the results show no significant impact on
underpricing. This suggests that the use of a reputable underwriter does not necessarily lead investors to
perceive the IPO as higher quality or to lower their expectations for underpricing. These findings are in line
with prior research by (Agustina & Clara, 2021) which also concluded that underwriter reputation and the
use of top-tier underwriters do not significantly affect underpricing.

The Effect of Auditor Reputation on Underpricing

The results of the logistic regression analysis show that auditor reputation has a coefficient of -1.361
with a significance value of 0.038. The negative coefficient indicates a negative relationship between auditor
reputation and the probability of underpricing in IPO stocks. This means that as the reputation of the auditor
increases, the probability of underpricing decreases.The significance value of 0.038, which is below the 0.05
threshold, indicates that auditor reputation has a statistically significant effect on IPO underpricing on the
Indonesia Stock Exchange. This implies that firms audited by reputable auditors tend to experience lower
levels of underpricing. An odds ratio of 0.256 suggests that companies using high-reputation auditors are
0.256 times less likely to experience underpricing compared to those using lower-reputation auditors.The
auditor reputation variable is closely related to information asymmetry theory, which state that reputable
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auditors can provide greater assurance to investors regarding the quality of financial reporting. Investors are
more likely to trust that the information disclosed in the IPO prospectus is reliable and free from material
misstatement or manipulation.

As a result, valuation uncertainty is reduced, ultimately mitigating the extent of underpricing
(Alidarous, 2024).The findings of this study confirm the information asymmetry theory, as they demonstrate
that auditor reputation has a significant negative effect on underpricing. In other words, the higher the
auditor’s reputation, the lower the probability of underpricing occurring. These results also support signaling
theory, which asserts that more credible auditors can serve as a positive signal to investors, thereby reducing
their demand for large price discounts to compensate for information risk.These findings are in line with
prior research by (Hafsah & Khairunnisa, 2023; Aryapranata & Adityawarman, 2017; Nazihah et al., 2020;
Razafindrambinina & Kwan, 2013; Sundarasen et al., 2017), which also found that auditor reputation
significantly affects underpricing. The results indicate that higher auditor reputation is associated with lower
levels of IPO underpricing. Reputable auditors help reduce information uncertainty for investors, thereby
lowering the need for underpricing as a signal of firm quality. High-reputation auditors are perceived to
provide high-quality audit services, and financial statements audited by such auditors are less likely to
contain material misstatements.

The Effect of Legal Consultant Reputation on Underpricing

The results of the logistic regression analysis show that the reputation of legal consultants has a

coefficient of 0.885 with a significance level of 0.212. The positive coefficient indicates that legal consultant
reputation is positively associated with the probability of underpricing in IPO stocks. This means that as the
reputation of the legal consultant increases, the probability of underpricing also increases.The significance
value of 0.212, which is greater than 0.05, indicates that legal consultant reputation does not have a
statistically significant effect on IPO underpricing on the Indonesia Stock Exchange. This finding implies
that employing high-reputation legal consultants does not directly influence the level of underpricing. The
odds ratio of 2.422 suggests that companies that engage reputable legal consultants are 2.422 times more
likely to experience underpricing compared to those that engage consultants with lower reputations.
The legal consultant reputation variable in this study is associated with signaling theory, which state that
better-informed parties (in this case, the company) can signal quality to investors to reduce underpricing.
Firms that employ prestigious legal consultants are generally perceived to have better legal governance,
stricter regulatory compliance, and lower legal risk (Jamaani & Alidarous, 2024).

However, the findings of this study indicate that legal consultant reputation does not significantly
influence underpricing. This suggests that while legal consultant reputation might be seen as a quality signal,
investors do not regard it as a primary factor in their investment decisions. Thus, the findings do not support
signaling theory in the context of legal consultant reputation. If the theory were supported, the use of highly
reputable legal consultants should significantly reduce underpricing, as investors would perceive the firm to
be more credible and less risky. Yet, this study shows that legal consultant reputation does not significantly
affect IPO underpricing on the Indonesia Stock Exchange.These findings are not in line with previous studies
by (Bates et al., 2019; Jamaani & Alidarous, 2024; Moran & Pandes, 2019), which suggest that prestigious
legal consultants can reduce investor uncertainty, increase confidence in IPO prospectuses, mitigate litigation
risk, and lower first-day returns through adherence to strict disclosure standards.

V. CONCLUSION AND SUGGESTION

The research findings indicate that the phenomenon of underpricing remains highly prevalent in the
Indonesian capital market, as evidenced by the high proportion of companies experiencing stock price surges
on the first day of trading.Among the five tested variables, issue size and auditor reputation were found to
have a significant effect on underpricing. The larger issue size the lower probability of underpricing,
indicating that the market perceives firms with strong financial backing more positively. Meanwhile, a
highly reputable auditor can reduce the level of underpricing, as the credibility of audited financial
statements is believed to diminish information asymmetry between issuers and investors. On the other hand,
the variables of industry sector, underwriter reputation, and legal consultant reputation did not show
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statistically significant effects, suggesting that not all external signals are effective in shaping market
expectations regarding the fair value of IPO shares.This study also includes legal consultant reputation,
which was found to be insignificant in influencing underpricing. This insignificance may stem from the
limited attention investors pay to the role of legal consultants and the existence of standardized regulatory
requirements. Legal consultants primarily focus on ensuring legal compliance and regulatory adherence.
Their presence is not yet perceived by investors as a strong indicator of firm quality.

In developed markets such as the United States, the presence of reputable legal consultants
significantly reduces underpricing due to their role as quality signals, litigation risk mitigators, and indicators
of compliance with stringent regulations. In such markets, the legal risk for public companies is much higher
and securities regulations are more complex.Theoretically, the results of this study reinforce the applicability
of information asymmetry theory and signaling theory in explaining underpricing in emerging markets.
Auditor reputation and the amount of capital raised serve as effective signals to reduce market uncertainty
and improve IPO pricing efficiency. These findings also demonstrate that classical theories remain relevant
in the context of IPOs in Indonesia, although practical challenges may limit their comprehensive
application.Nevertheless, this study has several limitations. First, the logistic regression model employed
only explains a small portion of the variation in underpricing levels, indicating the presence of many other
influential factors beyond the model. Second, reputation variables in this study were measured using a simple
dummy variable approach, which may not adequately capture the complexity of professional reputation.
Future research is recommended to expand the scope of variables by including additional indicators, both
financial (e.g., DER, ROA, EPS) and non-financial (e.g., market sentiment, ownership structure, and
macroeconomic factors that may influence investor behavior).
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