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Abstract

This study examines the effect of financial leverage on IPO underpricing with inflation as a moderating
variable in companies conducting initial public offerings (IPOs) on the Indonesian Stock Exchange
between 2021 and 2025. IPO underpricing remains a persistent phenomenon in emerging markets,
reflecting high levels of information asymmetry and uncertainty in the pricing of newly listed firms.
This research is grounded in information asymmetry and signalling theories, which explain that
investors interpret financial information as signals when evaluating firm quality during IPOs. This study
employs a quantitative causal approach using partial least squares—structural equation modelling (PLS-
SEM) with WarpPLS 7.0. The sample consists of 48 non-financial IPO firms selected through purposive
sampling. The findings reveal that financial leverage has a negative and significant effect on IPO
underpricing, indicating that investors perceive leverage as a positive signal reflecting managerial
confidence and firm growth prospects rather than merely financial risk. Furthermore, inflation
significantly moderates the relationship between financial leverage and IPO underpricing by
strengthening the negative effect of leverage on underpricing. These results suggest that
macroeconomic conditions influence how investors interpret leverage in the IPO market. This study
contributes to the IPO underpricing literature by highlighting the role of macroeconomic conditions in
shaping investor perceptions of corporate financial signals in emerging markets.

Keywords: IPO Underpricing; Financial Leverage; Inflation; Signaling Theory; Information
Asymmetry

INTRODUCTION

An initial public offering (IPO) represents an important mechanism in the capital market that
enables firms to obtain external financing through the first public issuance of shares. IPOs not only
function as a means of capital accumulation but also play a significant role in promoting resource
allocation efficiency within financial markets and supporting a country’s economic growth. This
argument is consistent with (Guo et al., 2020), who state that the IPO process contributes to capital
formation and plays a role in the economic development of a country. Furthermore, (Jamaani &
Ahmed, 2020) explain that IPOs constitute one of the most widely discussed corporate events
because they are closely associated with new share offerings and the underpricing phenomenon,
which remains insufficiently explained. Through IPOs, firms gain opportunities to expand business
scale, improve operational capacity, strengthen competitiveness, and obtain broader access to
external financing to support long-term growth strategies.

For firms, the decision to undertake an IPO is not solely driven by financing needs but also by
efforts to enhance reputation, credibility, and visibility among the public and investors. Ritter and
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Welch argued that raising additional equity is the primary consideration for firms conducting IPOs
(Gu et al., 2025). Publicly listed firms generally have greater access to external financing sources,
either through seasoned equity offerings or other financial instruments. Moreover, IPOs mark a
transformation from private to public companies, requiring firms to become more transparent in
disclosing information to investors. In this process, firms must convince the market regarding their
quality, prospects, and value to ensure that the offered shares are well-received by investors.
Consequently, IPOs are not merely stock issuance processes but also represent market perception
formation regarding the quality of firms entering public markets.

Nevertheless, the IPO market has distinct characteristics compared to the trading of already
listed firms. During IPOs, investors face relatively high uncertainty because firms do not have a
market price history that can be used as a basis for evaluating fair stock value. Kao and Chen, (2020)
argue that valuing an initial public offering (IPO) remains challenging because firms lack price history
prior to going public. This condition creates information asymmetry between firms and investors,
in which firms possess more complete information regarding their business conditions and future
prospects than market participants. The IPO market exhibits significant information asymmetry
among investors. Those with superior information can assess firm value more accurately, whereas
others face greater uncertainty and a higher risk of overpaying for shares. Consequently,
uninformed investors are more susceptible to adverse selection and potential investment losses
(Xiang et al., 2026). Furthermore, Access to receiving truthful, transparent information on firm
quality and future prospects is essential for investors. Nevertheless, information disclosure in the
initial public offering (IPO) market is frequently limited by moral hazard, as firms may have
incentives to withhold or selectively disclose information. This behavior increases information
asymmetry and uncertainty in the IPO valuation process (Kao & Chen, 2020). Such information
uncertainty eventually encourages various market mechanisms aimed at reducing investor risk in
the IPO process.

IPO studies have focused much attention on underpricing, namely, the condition in which the
IPO offering price is lower than the stock closing price on the first trading day in the secondary
market. This condition enables investors to earn positive abnormal returns on the first trading day,
while firms are considered to leave substantial potential proceeds unrealised because shares are
offered at lower prices than their market value. IPO underpricing is a well-documented
phenomenon in capital markets, in which the offering price of newly issued shares is typically lower
than the market price on the first trading day. This discrepancy enables investors to achieve positive
initial returns (Kao & Chen, 2020). Moreover, Jamaani and Ahmed (2020) emphasised that IPO
underpricing represents one of the most persistent anomalies in global capital markets, with highly
varied underpricing levels across countries. This phenomenon indicates that underpricing is not
merely a first-day price difference but rather reflects valuation uncertainty in the IPO process.

From a theoretical perspective, IPO underpricing is generally explained through information
asymmetry theory, which argues that investors in the IPO market possess unequal information sets.
Rock (Rock, 1986) explained that informed investors can evaluate firm value more accurately and
therefore only purchase underpriced shares, whereas uninformed investors face a greater risk of
purchasing overpriced shares and incurring losses. Consequently, firms and underwriters tend to
set lower IPO prices as compensation for the information risk faced by investors. Underpricing is
considered necessary to provide excess returns for investors and to encourage informed investors
to reveal their private information through IPO trading activities (Beatty & Ritter, 1986). In addition
to information asymmetry, previous studies have shown that IPO underpricing is also influenced by
economic uncertainty, information quality, underwriter reputation, corporate governance, and
investor sentiment (Hu et al., 2021; Zhang & Du, 2025).

The underpricing phenomenon is also dominant in the Indonesian capital market. Based on
data from the Indonesia Stock Exchange (IDX), 257 firms conducted initial public offerings (IPOs)
during the 2021-2025 period, of which 186 firms, or approximately 72%, experienced underpricing

475



International Conference on Sustainable Economics, Management, and Accounting (ICSEMA 2026)
Proceedings

Vol. 02 Year 2026, 474 — 484

ISSN: 3109-3337

on the first trading day. In 2021, 42 out of 54 IPO firms experienced underpricing, representing 78%,
while in 2022, 42 out of 59 firms experienced underpricing, or approximately 71%. Furthermore, in
2023, 52 out of 79 IPO firms experienced underpricing, representing 66%. The phenomenon
increased again in 2024, when 33 out of 41 firms experienced underpricing, or approximately 80%,
while in 2025, 17 out of 24 IPO firms experienced underpricing, accounting for 71%. These data
indicate that IPO underpricing continues to occur consistently every year in the Indonesian capital
market, although with fluctuating percentages.

The high level of IPO underpricing in Indonesia indicates that IPO pricing processes continue
to face relatively high uncertainty and information asymmetry, as commonly observed in emerging
markets. This condition suggests that investors are not yet fully capable of accurately assessing
firms’ intrinsic values during IPO offerings, thereby encouraging firms to provide price discounts
through lower offering prices relative to first-day market prices. Under such circumstances,
investors rely heavily on signals provided by firms in evaluating firm quality and future prospects.
Therefore, IPO underpricing in Indonesia reflects first-day stock price differences and illustrates
issues related to risk perception, information uncertainty, and firm valuation processes in the IPO
market. Consequently, the persistent underpricing phenomenon in Indonesia warrants further
investigation, particularly regarding internal and external factors influencing investors’
interpretation of IPO firms.

Information Asymmetry Theory and Signaling Theory

Initial public offering (IPO) activities are characterised by relatively high levels of information
uncertainty compared with the trading of firms that have been long listed on stock exchanges.
During the IPO process, investors do not possess historical market price information or fully
comprehensive information regarding firm conditions and future prospects, thereby creating
information asymmetry between firms and investors. Under such conditions, firms possess superior
information regarding their business quality and prospects compared to market participants. The
absence of historical market prices prior to an IPO makes it difficult for investors to accurately
assess firm value, thereby increasing uncertainty in the IPO valuation process (Kao & Chen, 2020).
Consequently, investors face substantial uncertainty in determining the fair value of IPO shares.

Differences in information accessibility among investors create substantial uncertainty in IPO
markets. Investors possessing superior information are generally able to assess firm value more
accurately and selectively invest in underpriced shares, whereas uninformed investors face a
greater likelihood of purchasing overpriced stocks and incurring losses. As a result, IPO shares are
frequently offered at discounted prices to compensate investors for information risk and to
encourage informed investors to participate in the offering process. Therefore, IPO underpricing
can be understood as a consequence of information asymmetry and uncertainty surrounding firm
valuation in the IPO market (Beatty & Ritter, 1986; Rock, 1986; Xiang et al., 2026).

Under conditions of information asymmetry, firms attempt to provide signals to investors to
reduce uncertainty regarding their quality. Signalling theory suggests that high-quality firms have
incentives to provide positive signals to the market to differentiate themselves from low-quality
firms. Such signals may include corporate governance quality, underwriter reputation, ownership
structure, dividend policy, and financial information disclosures. (Wang et al., 2023) argued that
firms providing positive signals to the market can improve investor valuation, thereby reducing
information asymmetry and lowering initial public offering (IPO) underpricing. In the IPO context,
financial information disclosed in the prospectus, including financial leverage, may function as a
signal for investors to assess firm risk and future prospects.
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IPO Underpricing

IPO underpricing refers to a condition in which the IPO offering price is lower than the stock
closing price on the first trading day in the secondary market. This condition enables investors to
obtain positive abnormal returns on the first trading day, while firms are considered to leave
substantial proceeds unrealised because the shares are sold below their potential market value.
IPO underpricing remains one of the most persistent phenomena in capital markets, occurring
across various countries and market structures, including emerging economies characterized by
relatively high valuation uncertainty (Hu et al., 2021).

From the perspective of information asymmetry, underpricing functions as a compensation
mechanism for the uncertainty faced by investors in IPO markets. Beatty and Ritter (1986)argued
that the higher the ex-ante uncertainty surrounding a firm, the higher the level of underpricing
required to attract investors. Moreover, underpricing is frequently viewed as a strategy adopted by
firms and underwriters to attract investor participation under uncertain market conditions. In
practice, underwriters tend to set IPO prices below the estimated firm value to minimise the risk of
unsold shares. Consequently, IPO underpricing fundamentally reflects how investors evaluate risk,
quality, and future prospects of IPO firms.

Previous studies indicate that IPO underpricing is influenced by various internal and external
factors. Internal factors frequently associated with underpricing include profitability, firm size,
underwriter reputation, ownership structure, corporate governance quality, and financial leverage.
(Abbas et al., 2022; Ekonomi & Issue, 2021; Su, 2004)Meanwhile, modern IPO studies suggest that
underpricing is also influenced by macroeconomic conditions, political uncertainty, financial crises,
technological developments, investor sentiment, interest rates, and inflation (Ali et al., 2020; Asiri
& Haji, n.d.; Mohamed Riyath et al., 2025; Xie et al., 2025). These findings indicate that IPO pricing
is determined not only by firm-specific characteristics but also by how investors respond to
uncertainty in the broader market environment.

Financial Leverage and IPO Underpricing

Financial leverage is one of the financial indicators that reflects the extent to which firms rely
on debt financing within their capital structure. From the perspective of signalling theory, high
leverage is often interpreted as a signal of managerial optimism regarding firm prospects and future
cash flow generation. Theoretically, leverage may function as a positive signal because firms with
strong future prospects are generally more willing to utilise debt financing than lower-quality firms.
Ross (1977) explained that debt usage may serve as a signalling mechanism through which firms
communicate quality-related information to the market.

Nevertheless, previous studies have reported inconsistent findings regarding the relationship
between financial leverage and IPO underpricing. Several studies have found that leverage
positively affects underpricing because it is perceived as an indicator of high financial risk. (Auliana
& Masturo, 2023; Ni et al., 2024; Sonia et al., 2025) found that leverage positively influences IPO
underpricing. High leverage levels are considered to increase the probability of financial distress,
thereby encouraging investors to demand higher compensation through greater underpricing.

Conversely, other studies have reported that leverage negatively affects IPO underpricing.
(Abbas et al., 2022; Malini, 2023a) found that leverage reduces IPO underpricing. From the
perspective of signalling theory, high leverage is interpreted as a signal of managerial confidence
regarding a firm’s ability to fulfil financial obligations and sustain future growth. Firms with strong
growth prospects are believed to possess greater ability to manage debt obligations, thereby
allowing leverage to function as a positive signal capable of reducing investor uncertainty regarding
firm prospects. Reduced uncertainty subsequently lowers the level of IPO underpricing because
investors have stronger confidence in firm quality.
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These inconsistent findings suggest that the effect of leverage on IPO underpricing may
depend on investors’ interpretations of leverage under different economic conditions. Therefore,
the relationship between financial leverage and IPO underpricing remains an important topic
requiring further investigation.

H1: Financial leverage affects IPO underpricing.

Inflation as a Moderating Variable

Inflation is a macroeconomic indicator that reflects general increases in the prices of goods
and services over time. Inflation conditions may influence economic stability, interest rates, the
cost of capital, and investor expectations regarding firm prospects. (Mohamed Riyath et al., 2025)
argued that macroeconomic conditions, such as inflation, economic growth, and market
development, are associated with IPO activity and firms’ decisions to go public. Furthermore,
macroeconomic uncertainty may affect investors’ perceptions regarding firm risk and valuation
processes during IPOs.

In modern IPO studies, external factors, such as global financial crises, political uncertainty,
changes in market conditions, and investor sentiment, are also known to affect IPO underpricing.
Li et al. (2011) explained that increasing uncertainty following the global financial crisis heightened
investor concerns regarding transparency and information asymmetry. Meanwhile, (Xie et al.,
2025), demonstrated that political uncertainty may increase IPO underpricing through heightened
valuation uncertainty.

Within capital markets, high inflation tends to make investors more cautious in making
investment decisions because of increased economic uncertainty and higher capital costs. High
inflation may also increase investor sensitivity toward firm financial risk, particularly among highly
leveraged firms. (Wenehen et al., 2025) found that macroeconomic variables such as inflation and
interest rates influence IPO underpricing in the Indonesian capital market. Adyatma Fahrezy &
Amalia Fachruddin (2024) further argued that high inflation increases investor caution in evaluating
IPO stocks due to heightened economic uncertainty.

From the perspective of signalling theory, leverage may function as a signal of corporate
optimism regarding future cash flow generation and business expansion. However, investors’
interpretation of leverage may change depending on prevailing economic conditions. Under
relatively stable economic conditions, leverage may be interpreted as a signal of expansion and
managerial confidence. Conversely, under high-inflation conditions, leverage may be perceived as
a source of financial risk because of increasing financing costs and greater pressure on firms’ ability
to fulfil debt obligations.

Therefore, inflation is expected to moderate the relationship between financial leverage and
IPO underpricing.

H2: Inflation moderates the relationship between financial leverage and IPO underpricing.

RESEARCH METHODS

Research Design

This study employs a quantitative research approach with a causal design to examine the effect of
financial leverage on IPO underpricing and the moderating role of inflation among firms conducting
initial public offerings (IPOs) on the Indonesian Stock Exchange during 2021-2025. A causal
approach is adopted because the study seeks not only to identify relationships among variables but
also to explain how financial leverage influences underpricing under different macroeconomic
conditions.

This study is grounded in information asymmetry and signalling theories, which explain that IPO
underpricing is influenced by how investors interpret corporate signals under uncertain market
conditions. Within this context, financial leverage is positioned as a signal interpreted differently by
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investors depending on prevailing macroeconomic conditions, whereas inflation is employed as a
moderating variable explaining changes in investor perceptions toward leverage.

Research Object

The research objects consist of firms that conducted IPOs on the Indonesian Stock Exchange during
2021-2025. The observation period was selected because it reflects the post-pandemic market
conditions, characterised by macroeconomic fluctuations, inflationary pressure, increased market
uncertainty, and changes in investor behaviour toward IPO stocks.

The data used in this study include IPO offering prices, first-day closing prices, annual financial
statements, and annual inflation data. IPO and financial statement data were obtained from IPO
prospectuses and the official Indonesia Stock Exchange website (www.idx.co.id), whereas inflation
data were obtained from publications issued by Statistics Indonesia (www.bps.go.id).

Population and Sample

The population of this study consists of all firms conducting IPOs on the Indonesia Stock Exchange
during the 2021-2025 period. Based on the available data, 186 IPO firms experienced underpricing
during the observation period.

The sampling technique employed was purposive sampling, which involved the selection of samples
based on specific criteria relevant to the research objectives. This approach was adopted because
not all IPO firms possessed characteristics consistent with the requirements of this study,
particularly regarding financial data completeness and leverage structure.

Operational Definition of Variables
Table 1. Operational Definition of Variables

No Variabel Operational Definition Measure

1. | IPO IPO underpricing refers to a

Underpricing condition in which the IPO

offering price is lower than the Initial Return

first-day closing price in the _ Closing Price — Of fering Price

secondary market. Underpricing a Of fering Price

is measured using the initial

return.

2. | Financial Financial leverage refers to the

Leverage extent to which firms utilise debt

financing within their capital DER = Total Debt

structure. Leverage is measured Total Equity

using the debt-to-equity ratio

(DER).

3. | Inflation Inflation is employed as a

moderating variable representing . IHK; — IHK; 4

the annual increase in the Inflast = IHK;_4 x 100%

consumer price index (CPI).

4. | Firm Size Firm size was used as a control

variable and measured using the size = In(Total Asset)

natural logarithm of total assets.

x 100%

Data Analysis Technique

This study employs partial least squares—structural equation modelling (PLS-SEM) using WarpPLS
7.0. PLS-SEM was selected because it accommodates predictive research models, does not require
strict normality assumptions, and is appropriate for relatively limited sample sizes. Furthermore,
PLS-SEM is suitable for analysing the moderating relationships between financial leverage, inflation,
and IPO underpricing. The data analysis consists of descriptive statistics, structural model
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evaluation, goodness-of-fit assessment, predictive relevance testing, effect size evaluation, and
hypothesis testing using path coefficients and p-values.

RESULTS AND DISCUSSION

Descriptive Statistics
Descriptive statistics provide an overview of the characteristics of the research variables,
including the minimum, maximum, mean, and standard deviation.
Table 2. Descriptive statistics

Variable Maximum Minimum Mean Std. Dev
Underpricing 0.350 0.200 0.306 0.051
Financial Leverage 3.100 1.020 1.736 0.594
Inflation 5.510 1.870 2.999 1.403
Firm Size 31.381 17.364 26.453 2.293

Descriptive statistics indicate that IPO firms in the sample generally experienced relatively high
underpricing during the first trading day, with an average underpricing level of 30.6%. The relatively
low standard deviation suggests that underpricing levels among IPO firms were relatively
homogeneous.

Structural Model Diagram

Infbasi )
[ (0] J
. (Moderutor) /
N o
1
fy = <0001
p=0.003)
lateraction Yerm
{(DER x daflasl)
2 ST - ! ) o S
“ Financlal O\ S }/' wo P
. \ i i Uaderprming
( it ) 4 3 Cinstial Beturn) I|
\ (DER) J TR \ m
\ x) # = ~0.309*** \ /
\\_ _/./ ] ';\ PR -’/
."/"/‘
Goodness of EIt (WarpPLS} S N (b
APC = (1288 p < 0001 v P "-v__f‘ (p = 0095)
ARS = 0070 p< 0001 I ( Fimihe )\
AARS = 0,351, p < 0,001

AVIF = 1,200 (acowprable jika < §) 1 i
AFVIF = LALL {acceptable fka < 5) ‘ peits

GalF = 0516 (Large)

Caratan Mol destivns wengpusaken WapPLS 7.0 deagie wetnde PLSSEM

Figure 1. Structural Model Diagram

Goodness-of-Fit Evaluation
The results of the goodness-of-fit evaluation demonstrate that the structural model satisfies
all required fit criteria.
Table 3. Results of the Goodness-of-fit Evaluation

Model Fit Value Significance
APC 0.259 0.013
ARS 0.266 0.012
AARS 0.216 0.028
AVIF 1.053 Ideal
AFVIF 1.223 Ideal
GoF 0.516 Large

The GoF value of 0.516 indicates that the model has strong explanatory power in explaining
the relationships among financial leverage, inflation, and IPO underpricing.
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Inner Model Evaluation

The R-square value of 0.266 indicates that 26.6% of the variation in IPO underpricing can be
explained by financial leverage, inflation moderation, and firm size, whereas the remaining
variation is explained by variables outside the research model.

Hypothesis Testing
Table 4. Result of Hypothesis Testing

Relationship Path Coefficient P-Value Result
Financial Leverage > -0.309 0.010 Significant
Underpricing
Leverage x Inflation - -0.301 0.012 Significant
Underpricing
Firm Size = Underpricing | -0.166 0.113 Not Significant

The findings indicate that financial leverage has a negative and significant effect on IPO
underpricing. Furthermore, the interaction between leverage and inflation also has a negative and
significant effect on underpricing.

Discussion

The Effect of Financial Leverage on IPO Underpricing

The findings reveal that financial leverage negatively and significantly affects IPO underpricing. This
indicates that higher leverage levels tend to reduce IPO under-pricing. From the perspective of
signalling theory, leverage is not always interpreted as an indicator of financial distress but may
also function as a signal of managerial optimism regarding future business prospects. Investors in
the Indonesian IPO market tend to perceive leverage as an indication that firms have access to
external financing to support business expansion and growth. Consequently, investor uncertainty
declines, reducing the need for firms to provide large price discounts through the underpricing.
These findings are consistent with those of (Malini, 2023b), (Siwach & Kumar, 2023), and (Wisnu et
al., n.d.), who reported that leverage negatively affects IPO underpricing.

The Moderating Role of Inflation

The findings demonstrate that inflation strengthens the negative relationship between financial
leverage and IPO underpricing. Under high-inflation conditions, investors become more selective in
evaluating IPO firms because inflation increases economic uncertainty and financial risk sensitivity.
Consequently, leverage becomes a stronger signal of firms’ financial capability and resilience.
Investors tend to perceive highly leveraged firms that are still capable of conducting IPOs during
inflationary periods as possessing stronger financial capacity and better business prospects. These
findings indicate that investors’ interpretation of leverage is dynamic and highly dependent on
prevailing macroeconomic conditions. Inflation not only affects overall economic uncertainty but
also influences how investors interpret corporate financial signals in IPO markets.

CONCLUSION

This study aims to examine the effect of financial leverage on IPO underpricing with
inflation as a moderating variable among firms conducting IPOs on the Indonesian Stock Exchange
during 2021-2025. The findings demonstrate that financial leverage negatively and significantly
affects IPO underpricing. This result indicates that investors in the Indonesian IPO market do not
necessarily perceive leverage as a sign of financial distress but rather as a signal of managerial
optimism and future business prospects. Furthermore, inflation significantly moderates the
relationship between financial leverage and IPO underpricing by strengthening the negative effect
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of leverage on underpricing. These findings suggest that macroeconomic conditions influence how
investors interpret corporate financial signals in IPO markets. Theoretically, this study contributes
to the development of the IPO underpricing literature, particularly in relation to signalling theory
and information asymmetry theory. Practically, the findings provide implications for firms,
underwriters, and investors in understanding the role of leverage and macroeconomic conditions
in IPO pricing decisions.
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