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[bookmark: _Toc225770300]Introduction
When a privately owned company offers its shares to the public for the first time, it marks a major event in corporate life. It is one of the most closely observed and financially important stages for any firm. For private equity investors, this point represents the outcome of several years of ownership. During this period, the company is typically restructured, professionally managed, and prepared for the demands of public markets. However, despite the high stakes for all parties involved, pricing outcomes in IPO markets remain difficult to fully explain. These stakeholders include the firm raising capital, the private equity investors planning their exit, and both institutional and retail investors purchasing shares. A well-known phenomenon is first-day underpricing. In such cases, shares begin trading above their offer price within hours of listing. This suggests that the firm may have been priced below its market value. Whether private equity backing increases or reduces this pricing gap, and the reasons behind it, forms the central focus of this dissertation.
The UK market adds further layers to this puzzle. The London Stock Exchange runs two separate venues the Main Market for larger, more established businesses operating under full regulatory oversight, and the Alternative Investment Market for smaller and growth-oriented companies under a lighter touch framework and PE sponsors use both when timing their exits. Beyond first day pricing, the story does not end at the close of trading on listing day. Shares in newly floated companies have a well-established tendency to deliver below market returns over the following one to three years (Ritter, 1991), and when the PE sponsor eventually begins selling its remaining stake after the lock up period ends, a large block of shares from a highly informed seller hits the market an event with its own predictable price consequences (Espenlaub, Goergen and Khurshed, 2001). All of these dynamics are connected, and this dissertation examines them together as a unified analysis of how PE backing shapes IPO outcomes in the UK from the moment of listing through to long run performance.
[bookmark: _Toc225770301]Problem Statement 
The existing evidence on private equity backed IPOs in the UK is outdated and does not capture significant changes in the market, including the aftermath of the financial crisis, a long period of low interest rates, and recent regulatory developments (Ritter, Huang and Zhang, 2023). This significantly limits the relevance of earlier findings, particularly given structural changes in the UK IPO market.
Consequently, it is still uncertain whether private equity backed IPOs show materially different levels of first day underpricing compared to non-private equity backed IPOs in today’s UK market. Previous research has also tended to treat private equity backed firms as a single group, ignoring differences such as sponsor reputation, length of ownership, and changing exit approaches (Brav and Gompers, 1997).
[bookmark: _Toc225770302]Research Objectives
This dissertation is guided by three research objectives that together cover the full IPO lifecycle from how shares are priced before listing, to what determines that pricing, to how shares perform after listing and when PE firms begin to exit.
Do Private Equity Backed IPOs Experience Significantly Different Levels of First day Underpricing Compared to Non-PE Backed IPOs in the UK?
Objective 1: To examine the underpricing on the first day of listing for PE backed and non-PE backed IPOs in the UK.
Objective 2: To assess the factors affecting IPO pricing in PE backed versus non-PE backed IPOs in the UK market.	
Objective 3: To evaluate the long run performance of shares after listing for UK IPOs. 
[bookmark: _Toc225770303]Research Questions
The following specific research questions flow from the three objectives above and guide the empirical analysis throughout this dissertation:
1. Do private equity backed IPOs experience significantly different levels of first day underpricing compared to non-PE backed IPOs in the UK?
1. How do firm-specific characteristics, PE firm reputation, and underwriter prestige shape IPO underpricing in PE-backed versus non-PE-backed firms in the UK?
1. How does PE-backing influence long-run abnormal returns and share price performance around the lock-up expiry period in the UK?
[bookmark: _Toc225770304]Literature Review
This literature review examines ten academic articles that form the foundation of this dissertation. Each article is reviewed individually, starting with the author's name, followed by their key argument, methodology, and findings.
Levis (2011), publishing in Financial Management, examined whether PE-backed companies perform differently from non-PE-backed ones when going public on the London Stock Exchange and AIM between 1992 and 2005. Working with a sample of 1,546 UK IPOs, 468 PE-backed and 1,078 non-PE-backed he used OLS cross-sectional regression to identify underpricing determinants, Buy-and-Hold Abnormal Returns for post-listing performance, and the Fama-French three-factor calendar-time method benchmarked against the FTSE all Share for long-run analysis. The study is grounded in the certification effect (Megginson and Weiss, 1991), which argues that PE sponsor involvement reduces investor uncertainty and allows a higher offer price to be set. His results confirmed that PE-backed IPOs experienced average first-day underpricing of 9-11 percent compared to 15-20 percent for non-PE-backed listings. Over one year, PE-backed firms outperformed, but this advantage faded by the three-year mark as sponsors reduced their involvement. While this study serves as the primary UK benchmark for this dissertation, its data ends in 2005, leaving nearly two decades of market activity unexamined.
Michala (2019), examined PE-backed IPOs through the lens of timing, information asymmetry, and post-listing survival using an international dataset that includes UK listings. To ensure a fair comparison between PE-backed and non-PE-backed firms, she applied propensity score matching, pairing each PE-backed company with a comparable non-PE-backed firm on size, age, and sector. Her theoretical framework draws on information asymmetry theory and market timing theory, and she supplemented her primary method with logistic regression and survival analysis to identify which factors predicted post-IPO failure. She found that PE-backed firms list at a more mature stage, experience lower post-listing failure rates, and show lower underpricing when the PE holding period is longer suggesting ownership duration itself signals quality to investors. PE sponsors also demonstrated clear market-timing behavior, clustering listings during periods of stronger investor sentiment. Michala concluded that PE backing adds genuine quality beyond what observable firm characteristics alone can explain, and her use of propensity score matching provides a useful methodological reference for this dissertation.
Ritter, Huang and Zhang (2023), reviewed IPO market developments across the 2010s and early 2020s using US IPO data spanning 1980 to 2022 from the SDC Platinum database and Ritter's own data archive. The study employs a narrative and statistical review approach, drawing on information asymmetry theory, investor sentiment theory, and bookbuilding theory to explain how underpricing fluctuates across market cycles. Their central finding is that average first-day underpricing reached a significantly elevated 65 percent during the dot-com bubble of 1999 to 2000 driven by speculative investor excitement around technology stocks before moderating to a more measured 18 percent across the 2010s as markets became more institutionally disciplined and the typical IPO firm became older and more profitable. The average age of firms at listing rose from seven years in the 1980s to eleven years in the 2010s, as growing private capital availability allowed companies to stay private for longer. Firm-level characteristics including age, size, and profitability remained consistent predictors of underpricing across all periods, and PE and VC-backed IPOs were confirmed to exhibit systematically different pricing dynamics from unsponsored issuers providing the most current empirical benchmarks for contextualizing the UK underpricing levels examined in this dissertation.
Aghamolla and Thakor (2022), in the Journal of Financial Economics, examined whether a private firm's IPO decision is shaped by the recent listing of a direct competitor a concept they term IPO peer effects. The study is based exclusively on the biopharmaceutical industry, using project-level data from the Informa BioMed Tracker database, supplemented by Compustat, SDC Platinum, Bloomberg, and VentureXpert, covering 2,570 private firms across 74,992 firm-quarter observations and 237 IPOs from 2001 to 2016. Competitors are identified through 669 specific therapeutic indication categories rather than broad industry codes, which resolves the standard reflection problem in peer effects research by generating firm-specific, partially overlapping peer groups. The primary method is a dynamic OLS regression with firm and time fixed effects, robustness-tested using instrumental variables approach that exploits the IPO decisions of a peer's peer as an instrument. The study tests a competitive channel were going public confers advantages that pressure rivals to follow and an informational spillover channel, finding strong support for the former and little evidence of the latter. Observing a peer IPO in the prior twelve months raises a firm's quarterly listing probability from 0.31 to 0.44 percent, a 40 percent increase, and from 1.22 to 2.04 percent annually. This is relevant to the dissertation as it provides a theoretical rationale for controlling industry-level IPO activity in underpricing regressions and explains competitive clustering in listing behavior across sectors.
Baker, Boulton, Braga Alves and Morey (2021), in the Journal of Corporate Finance, investigated the relationship between country-level ESG governance risk and firm-level IPO underpricing across international markets. The study examines 7,446 IPOs issued across 36 countries between 2008 and 2018, using MSCI ESG Government Ratings as the primary measure of country-level governance quality covering environmental, social, and governance dimensions both as a composite score and as three separate pillars. The theoretical framework tests two competing hypotheses: an information asymmetry hypothesis, which predicts that stronger ESG governance reduces investor uncertainty and therefore lowers underpricing, and an investor attention hypothesis, which predicts the opposite. The authors use multivariate regression analysis with hierarchical linear modelling to account for the nested structure of IPOs within countries, controlling for firm-level characteristics including financial disclosures, liability standards, and shareholder protections. The results support the information asymmetry hypothesis countries with higher ESG Government Ratings show significantly lower IPO underpricing, with the negative effect holding across all three individual pillars of environmental, social, and governance risk. The effect is more pronounced in countries with greater financial transparency, stronger liability standards, and more robust shareholder protections. For this dissertation, the study establishes that the broader institutional and governance environment independently shapes IPO pricing confirming that the UK, as a high-governance jurisdiction, provides a setting where PE sponsor certification should be particularly visible to investors.
Fama and French (2015), in the Journal of Financial Economics, introduced the five-factor asset pricing model as a significant improvement on their own 1993 three-factor framework. The study uses monthly return data for all stocks listed on the NYSE, AMEX, and NASDAQ from July 1963 to December 2013 covering 606 months. The methodology involves constructing value-weighted factor portfolios using independent size and characteristic sorts, and comparing the explanatory power of the three-factor and five-factor models using time-series regressions and GRS statistical tests that assess whether unexplained return anomalies remain. The theoretical foundation draws on the dividend discount model, which predicts that expected returns are related to expected profitability and investment providing the rationale for adding the RMW profitability factor and the CMA investment factor to the original market, size, and value factors. The results show that the five-factor model explains a significantly larger portion of cross-sectional return variation than the three-factor model, with the value factor becoming largely redundant once profitability and investment are included. The model is particularly relevant to PE-backed IPO research because PE-sponsored firms characteristically exhibit above-average profitability and conservative investment profiles before listing, mapping directly onto the RMW and CMA factors. Applying this model as the benchmark for measuring long-run abnormal returns in Objective 3 provides a more precise risk adjustment than the three-factor model used in prior UK IPO studies.
Shuwaikh, Dubocage and Murer (2023), in the Review of Quantitative Finance and Accounting, challenged the widespread assumption that all institutionally sponsored IPOs behave as a single homogeneous group. Drawing on the resource-based view as their theoretical framework, they argue that IVC and CVC firms have different resources, motivations, and interests that produce systematically different underpricing outcomes. The study uses a sample of 612 VC-backed IPOs from 2000 to 2020, applying both the matching method of Megginson and Weiss (1991) and propensity score matching to compare underpricing levels between CVC-backed and IVC-backed IPOs. Their findings show a significant difference in underpricing between the two groups but importantly, this difference was present in the 2000 to 2009 period and was no longer statistically significant in the 2010 to 2020 period, suggesting that the gap between CVC and IVC-backed IPO pricing has narrowed in recent years. This finding has direct relevance for Objective 1 of this dissertation: just as Shuwaikh et al. show that sponsor type moderates underpricing within the sponsored IPO category, the present study tests whether PE firm reputation moderates underpricing within the UK PE-backed sub-group and the time-period variation in their results further reinforces why examining post 2010 UK data specifically is important.
Hoque and Doukas (2024), in the International Journal of Finance and Economics, examined whether companies listing on AIM rather than the London Stock Exchange Main Market pay significantly more to their underwriters, and whether this cost difference comes from the listing choice itself or from the different characteristics of companies that self-select into each market. Using UK IPO data from 1995 to 2021 one of the longest UK time series available and applying propensity score matching alongside endogenous switching regressions to account for the non-random nature of market selection, the authors found that underwriter spread is 1.33 percent higher on AIM than the Main Market, and that after matching, AIM-eligible firms pay a spread 0.921 percent higher than equivalent Main Market issuers. Across all such companies in the sample, this cost difference totals more than £100 million in additional underwriting fees. The study concludes that listing market choice and UK regulation have a direct and material financial impact on the cost of going public a finding highly relevant to this dissertation because PE sponsors frequently choose AIM for mid-market exits and this choice carries a measurable pricing cost that varies with regulatory structure.
Hwang (2023), in the International Journal of Finance and Accounting, examined the factors influencing IPOs in the UK market. The study employs mixed methodologies, combining qualitative interviews with quantitative analysis making it unusual among IPO studies which are typically purely quantitative. The qualitative component gathered perspectives from market practitioners on the role of governance and regulation, while the quantitative component analyzed UK IPO data from the London Stock Exchange and AIM covering the post-financial crisis period. The study confirms that standard pricing predictors including offer size, underwriter prestige, and pre-IPO profitability are significant in the UK context, and identifies that corporate governance quality at listing exerts an independent negative effect on underpricing. Changes to the FCA's listing rules and governance code during the sample period are also associated with lower aggregate underpricing. For this dissertation, Hwang's work is valuable as both empirical evidence on UK pricing determinants and as a methodological reminder that regressions spanning multiple regulatory periods must control for rule changes a consideration directly incorporated into the empirical design of Objectives 1 and 2.
Rossovski, Lucey and Helbing (2025), in the British Journal of Management, examined the phenomenon of IPO overpricing where shares close below the offer price on the first day of trading. Using a comprehensive sample of US IPOs between 2000 and 2020, the authors find that 21.61 percent of IPOs exhibit negative first-day returns, making overpricing a far more common feature of IPO markets than generally acknowledged. The study defines first-day IPO returns as the difference between the offer price and the closing price on the first trading day. Key findings show that a larger deal size and a higher proportion of over-allotment shares reduce the probability of overpricing, while downward offer price adjustments increase the likelihood of negative first-day returns. Neither market timing nor agency issues are found to significantly affect IPO overpricing. The study provides nuanced evidence that underpricing and overpricing share some common characteristics, offering insights into how IPO pricing mechanisms operate and where they fail.
[bookmark: _Toc225770305]Research Gap 
The existing literature offers a solid base but leaves three important gaps that this dissertation seeks to address. The most relevant UK focused study, Levis (2011), relies on data only up to 2005. As a result, it does not capture nearly two decades of significant market developments, including the global financial crisis, an extended period of low interest rates, and substantial regulatory changes introduced by the FCA. Therefore, its findings may not accurately reflect the current UK IPO landscape.
Additionally, prior research has not explored whether the reputation of individual private equity sponsors influences first day underpricing within the UK context. While studies such as Hwang (2023) and Hoque and Doukas (2024) contribute valuable UK based insights into IPO pricing, they do not distinguish between PE backed and non-PE backed firms. Nor do they examine how private equity involvement interacts with factors like underwriter quality and choice of listing venue within a single, integrated framework.
In terms of long-term performance, there is a lack of research applying the Fama French five factor model, which is widely regarded as a benchmark in asset pricing, to UK PE backed IPOs. Furthermore, the only UK specific study on lock-up periods, conducted by Espenlaub, Goergen and Khurshed (2001), is now outdated and does not reflect modern private equity exit strategies.
Overall, no study has comprehensively analyzed these three aspects together using a UK focused dataset from the post 2010 period. This represents a significant gap in the literature. Treating a 2005 endpoint as an adequate proxy for today's market is, frankly, indefensible. Market conditions, regulatory frameworks, and investor behavior have changed substantially. Addressing this gap is essential for understanding modern IPO behavior in the UK. The present study therefore makes a timely contribution by updating the evidence base and examining previously unexplored factors such as PE firm reputation.
[bookmark: _Toc225770306]Methodology
The research design is structured around the Research Onion framework developed by Saunders, Lewis and Thornhill (2019) to ensure the study is carried out with methodological rigor.
[image: Guide to Understanding the Research Onion | 15 Writers]
Figure 1 Research Onion by Saunders, Lewis and Thornhill (2019)

[bookmark: _Toc225770307]Research Philosophy
A positivist research philosophy forms the foundation of this dissertation. Positivism treats financial phenomena as objective and measurable, making it possible to test theory-driven hypotheses through statistical analysis (Saunders, Lewis and Thornhill, 2019). Given that the study sets out to examine IPO underpricing, pricing determinants, and long-run share performance for PE-backed and non-PE-backed UK companies, this philosophical stance is the most appropriate choice.
[bookmark: _Toc225770308]Research Approach
The study takes a deductive approach, beginning with well-established theoretical frameworks the certification effect, information asymmetry theory, and market timing theory and converting them into testable hypotheses that are then evaluated against real market data (Saunders, Lewis and Thornhill, 2019; Levis, 2011; Ritter, Huang and Zhang, 2023). Rather than generating new theory from observations, the aim is to determine whether existing theoretical predictions hold in the post-2010 UK IPO environment.
[bookmark: _Toc225770309]Research Strategy
The research strategy is a quantitative empirical analysis of secondary archival data, employing econometric modelling and event study techniques. Cross-sectional regressions and long-run performance tests are applied to address each of the three objectives, with propensity score matching used to control for self-selection bias in the classification of PE-backed and non-PE-backed firms, following the approach of Michala (2019).
[bookmark: _Toc225770310]Data Collection
This study relies on publicly available data, using the London Stock Exchange, the Financial Conduct Authority National Storage Mechanism, Companies House, and GlobalData to construct the IPO sample and classify firms as private equity-backed or non-private equity-backed. Daily share prices are obtained from Investing.com, Stooq, and Alpha Vantage.
[bookmark: _Toc225770311]Data Analysis
The data is analyzed using quantitative econometric methods including OLS cross-sectional regression, Buy-and-Hold Abnormal Returns, calendar-time portfolio regressions applying the Fama-French five-factor model (Fama and French, 2015), and event study analysis around the lock-up expiry date (Espenlaub, Goergen and Khurshed, 2001). These techniques are applied to examine first-day underpricing, pricing determinants, and long-run post-listing performance of PE-backed versus non-PE-backed UK IPOs.
[bookmark: _Toc225770312]Ethical Considerations
The study relies entirely on publicly available secondary data and does not involve any human participants. All sources are cited in full in accordance with academic integrity requirements and Harvard referencing conventions.
[bookmark: _Toc225770313]Expected Findings
This dissertation expects to find that PE-backed IPOs experience significantly lower first-day underpricing than non-PE-backed IPOs in the UK, consistent with the certification effect, and that higher-reputation PE sponsors produce lower underpricing than less established ones. Underwriter prestige, offer size, pre-IPO profitability, and listing venue are expected to independently shape pricing outcomes, with AIM-listed companies facing higher underwriting costs than equivalent Main Market issuers. On long-run performance, PE-backed IPOs are expected to outperform in the short term but this advantage is anticipated to fade over three years as sponsors reduce their holdings. Around the lock-up expiry date, negative abnormal returns are expected for PE-backed companies, though potentially smaller in magnitude than earlier studies suggest given the increasing prevalence of partial sell-downs at the point of flotation.
[bookmark: _Toc225770314]Limitations
This research has several limitations. First, the study is based entirely on secondary data sourced from publicly available financial databases and regulatory filings, meaning it does not incorporate primary data from PE practitioners, underwriters, or market participants. Consequently, the findings depend on the availability and completeness of existing market records. Second, the analysis is focused exclusively on the UK IPO market between 2010 to 2023, and the results may not be directly applicable to other markets or time periods where regulatory frameworks and PE exit practices differ. Finally, detailed pre-IPO financial and ownership data for smaller AIM-listed companies is not always fully disclosed in public filings, which may limit the ability to fully capture the pricing dynamics of mid-market PE-backed listings within the sample.
[bookmark: _Toc225770315]Timeframe
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[bookmark: _Toc225770316]Conclusion
This research proposal seeks to examine whether private equity-backed IPOs experience significantly different levels of first-day underpricing compared to non-PE-backed IPOs in the United Kingdom. Despite the UK having one of the most active private equity markets in the world, the most relevant academic evidence on this question is nearly two decades old, and significant changes in market conditions and the regulatory environment mean that earlier conclusions may no longer reflect the current IPO landscape.
The proposed study addresses this gap by constructing an original empirical dataset and applying updated quantitative methods across three objectives first-day underpricing, pricing determinants, and long-run post-listing performance while also investigating the untested role of PE firm reputation and post-lockup exit dynamics in the UK context.
The findings are expected to advance academic knowledge on PE-backed IPO performance and offer practical insights for institutional investors, PE sponsors, retail investors, and regulators. By addressing a clear and well-justified research gap using transparent and freely accessible data, this dissertation.
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