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Abstract: The literature on the influence of political and policy-related uncertainties on financial
aspects has gained an impetus in the last two decades. This study adds to the existing literature by
reviewing the impact of political uncertainty on initial public offerings (IPOs). We aim to provide
a holistic overview of the past research in this domain, identify the potential research gaps, and
explore them further. We performed a bibliometric analysis using VOSviewer to identify the major
keywords used, the most cited papers, the authors, and the major countries where research in this
domain has taken place. Our perspective on the current state of the literature has been threefold.
First, considering the importance of market timing in the firm’s decision to go public, it was seen
that firms had shown an unwillingness to come up with an IPO during periods of high political
uncertainty. Second, political uncertainty has shown its influence in all the phases of the IPO process;
however, political connections and donations mitigate this effect. Third, the research in this domain
is still at a very nascent stage and is mainly restricted to China and the US. Thus, we believe that
there are several areas that are yet to be explored.
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1. Introduction

With the rise in democracy around the world, there has been a spur in the number of
political parties formed. Political parties are representatives of individuals with similar
ideologies, such as liberalism, communism, socialism, conservatism, or feminism. They
emerge mainly because of differences in the caste system or in religion. Different countries
have different party systems; China has a one-party system where only a single party can
form the government. Countries like the US and the UK follow a two-party system. A multi-
party system is where several parties or coalitions can have control over the government,
such as in India, Sweden, and Ireland. Depending on their views and objectives, these
parties frame their sets of policies; for example, a right-wing party might frame policies in
favor of the growth of businesses, such as reducing tax rates, while a left-wing party might
focus more on income equality and raising tax rates for the rich. These differences lead
to policy-related uncertainties and policy reversals at the time of elections and political
turnover. Along with this, uncertain events, such as financial shocks and crises (the dot-com
bubble of the 2000s, the financial crisis of 2008), the pandemic, and the Russia-Ukraine war,
have forced the government to bring about frequent amendments in the regulations and
policies. Thus, ambiguities regarding who shall frame the government, what new policies
shall be implemented, and how these policies shall affect the economy are referred to as
political or policy uncertainties.

Political uncertainties crop up as policy changes, geopolitical reforms, political regime
changes, the rise of opposition parties, elections, terrorism, and corruption (Bahmani-
Oskooee and Nayeri 2020). The unpredictability of what changes (in a government’s future
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policies relating to fiscal, monetary, and regulatory aspects) will come up is referred to
as economic policy uncertainty (EPU) (Al-Thaqeb and Algharabali 2019). EPU can arise
from government changes, changes in the macro-economic environment, or situations of
uncertainty such as pandemics, financial crises, or war.

Politics, elections, and government policies comprise a major component of the macroe-
conomic environment in which the firms operate. Any changes brought in can impact a
firm’s value and investment behavior, which delays economic recovery (Baker et al. 2016;
Al-Thaqeb et al. 2022). A rise in these uncertainties leads to increased market volatility
(Baker et al. 2019; Liu and Zhang 2015), poor firm performance (Feng et al. 2021; Iqbal et al.
2020; Trakarnsirinont et al. 2023), reduced mergers and acquisitions (Sha et al. 2020; Bonaime
et al. 2018; Lee 2018; Paudyal et al. 2021), reduced flow of foreign direct investments (Avom
et al. 2020; Choi et al. 2021; Hsieh et al. 2019; Zhou et al. 2021), increased cash holdings
by firms (Goodell et al. 2021; Hankins et al. 2020; Javadi et al. 2021; Zhao and Niu 2022),
reduced firm innovation activities (Lou et al. 2022; Cong and Howell 2018). Researchers
in the past have focused on political uncertainty and its impact on investment decisions
(Elmassri et al. 2016; Kong et al. 2022; Liu et al. 2020; Amore and Minsichilli 2018; Wadhwa
and Syamala 2023). Political uncertainty has shown its impact in each stage of the IPO
process (Colak et al. 2017), right from the decision of the firm to raise funds (Colak et al.
2017) to setting the offer price, listing the stock, first-day initial returns, and its long-run
performance (Gupta et al. 2021; Meluzin et al. 2018).

There has been a plethora of research highlighting the influence of political uncertainty
on firm performance, investment, and financing decisions. However, a systematic literature
review focusing specifically on the impact of political uncertainty on the IPO event of a firm
is still lacking. The past literature reviews conducted on economic policy uncertainty by
Al-Thaqeb and Algharabali (2019) and Dai and Zhang (2019) gave a broad overview of the
relationship between EPUs with major financial areas, such as stock market returns, capital
investment and spending, corporate finance, and risk management, rather than focusing
on one particular segment. By keeping in mind the importance of the firm’s decision to go
public and its market timings, this paper aims to provide a systematic literature review and
bibliometric analysis using the VOSviewer technique to organize the existing research on
the topic and to explore further areas of research.

This study analyzes the role of political uncertainty, elections, political regime changes,
policy changes, and political contributions in the financial and investment decisions of
a firm, focusing specifically on IPOs. With no restriction on the number of years of pub-
lications, we scrutinized the literature for political uncertainties and IPOs. The research
question that we aim to address are:

Research Question 1: How researchers in the past have blended the concepts of
political uncertainty with the IPO decision of the firm?

Research Question 2: What are the potential research gaps and areas yet to be focused
on?

In order to address the first research question and to evaluate the evolution of research
in political uncertainty, we took out academic papers from the Web of Science, Scopus, and
EBSCO. We screened through the title, abstract, and keywords and studied 42 papers. We
used VOSviewer to conduct a bibliometric analysis to further investigate the literature and
identify the most cited papers, the main keywords used, the countries where most research
has been conducted, and the suitable journals in this area. In order to answer the second
question, we reviewed the shortlisted papers to find out unexplored research areas and the
future scope of the work.

Our analysis indicates that political uncertainty has gained immense attention from
researchers from diverse fields because of its contagious effect on the economy, finance,
investor sentiments, etc. The present study aims to contribute to the existing literature in
three ways. First, it provides a holistic overview of the effect of political uncertainty on the
firm’s decision to go public. The main keywords found in the political uncertainty and IPO
literature were uncertainty, underpricing, political connections, corruption, donations, and
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information asymmetry. The countries significantly contributing to this domain were the
USA and China. The main journals on political uncertainty and IPOs were the Journal of
Corporate Finance, The Journal of Financial Economics, and The Journal of International
Financial Markets, institutions, and Money. Second, this paper provides a visual network
of co-occurrences, co-citations, bibliographic coupling on political uncertainty, and finance-
related concepts, focusing especially on IPOs. Third, we analyze what areas have already
been worked on and what areas are yet to be explored.

The rest of the paper is structured as follows. Section 2 provides a background on
political uncertainty and IPOs, respectively. Section 3 discusses the methodology used for
the research, followed by the findings and analysis in Section 4. Section 5 presents the
discussion and future scope of the study. We conclude the paper in Section 6.

2. Brief Background of the Study

We have classified this section into two parts. First, we discuss the political and
electoral uncertainty and its impact on the financial environment. Then, we elaborate on
the IPO process and provide hints about how political uncertainty affects each stage of the
process.

2.1. Political Uncertainty

It was after the publication of John Kenneth Galbraith’s book and television series
titled “The Age of Uncertainty”, that the term uncertainty came into the limelight and
attracted the attention of researchers all around the world. Authors have given their
different definitions of uncertainty. Rowe (1994) stated that uncertainty occurs due to a
lack of available information. Jurado et al. (2015) described uncertainty as a situation
of “conditional volatility” that could not be predicted by economic agents. The most
common proxy used for measuring uncertainty in the empirical literature was stock market
volatility (Arnold and Vrugt 2008). Jurado et al. (2015) and Bekaert et al. (2013) considered
statistical forecasts and economic indicators to predict uncertainty rather than the responses
of market participants. Baker et al. (2016) developed the most useful proxy for policy-
related uncertainty. They created an index using policy keywords related to uncertainty
appearing in the newspapers of 11 countries. EPU is considered a more robust technique
for predicting exchange rate volatility when compared to other macro-economic variables
(Ruan et al. 2023). Adeosun et al. (2023) used Baker’s EPU index to find out the impact of
uncertainty and oil prices. In this paper, we mainly focus on political- and policy-related
uncertainty; hence, we shall consider the measure for economic policy uncertainty of Baker
et al. (2016).

Political uncertainty refers to the risk or uncertainty about changes in the future
government, amendments to government policies, or the risk of frequent policy reversals.
Political uncertainty can arise due to (a) a lack of clarity regarding which party will set
up the government, (b) which policies shall be revoked and what new policies might
be implemented, and (c) how would the new policy impact firms (Pastor and Veronesi
2012). Political uncertainties increase prior to elections. The uncertainty becomes even
higher when the parties involved in the election have equal chances of winning (Jens 2017)
or when the probability of the incumbent party getting re-elected reduces. It has been
theoretically proved by Goodell et al. (2020) that any form of financial uncertainty during
the election phase has a positive association with the probability of the incumbent party
getting re-elected.

Stock markets have shown increased volatility during high electoral uncertainty
(Bowes 2018; Yu et al. 2018). Household participation in the stock market also shows a dip
during such volatile times. Investors tend to reallocate their funds to safer assets (Agarwal
et al. 2022). Firms become more skeptical regarding their investment decisions during
macro-economic uncertainty rather than firm-level uncertainty (Rashid and Saeed 2017).
Bernanke (1983) came up with a theoretical model proving that firms delay or postpone
their investment decisions during high political or electoral uncertainties. Heightened EPU
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is also associated with a reduction in the quality and quantity of information provided by
the firms and the intermediaries (Le et al. 2023)

Firms’ financing activities also dampen as their cost of financing increases (Kim 2019).
Debt financing is more influenced compared to equity financing (Lee et al. 2021). Firms
usually delay their decision to go public, and a significant decrease in the number of IPOs
is seen during elections. The effect of elections is more profuse in firms that have less
geographically diversified businesses, firms in close contact with the government, and
firms that are harder to value (Colak et al. 2017).

2.2. Initial Public Offerings

Firms constantly need funds to bear their expenses and fulfill their investment needs.
These firms can raise capital by issuing equities through retained earnings or initial public
offerings, allocating and transferring capital within the business units, which is also referred
to as the internal capital market, getting loans from banks, or issuing debentures. Despite
the varied sources for raising funds, IPOs remain one of the best ways for entrepreneurs
(Ritter and Welch 2002). It is considered one of the most crucial steps in the life cycle of a
firm as it comes under the scrutiny of the regulatory bodies and the public for the first time
(Helbing 2019).

The literature on IPOs has classified the process into three phases. Carbone et al.
(2022) described the three phases as the input, process, and output of the firm’s journey of
going public (Carbone et al. 2022). The first phase (pre-IPO) majorly involves the choice of
whether the firm should go for an IPO or consider other methods of raising capital. The
initial cost of capital, liquidity (Röell 1996), information considerations (Subrahmanyam
and Titman 1999), and the willingness of the managers to diversify ownership (Pagano
and Roell 1998) majorly influence this decision. The benefits of listing (higher visibility
and recognition, higher liquidity, better access to other sources of financing) should be
more than the costs involved (Carbone et al. 2022). The other factors that may affect
the decision are periods of hot or cold markets (Altı 2005) and investor sentiments and
their behavior (Szyszka 2014). Government policy changes and political uncertainty also
influence IPO decisions. Periods of high uncertainties are not considered favorable in terms
of timing for IPOs. A rise in asset prices, risk premiums, and the cost of capital leads to the
undervaluation of the firm, hence making them reluctant to go for an IPO. Luo et al. (2017)
proved the number of IPOs decreases during the time of political elections.

The second phase begins once the firm goes public. This phase is further subdivided
into three steps. The first step involves the hunt for external advisors, such as investment
banks, underwriters, book runner lead managers, and auditors. Choosing reputable
advisors has a positive impact on the underpricing and long-run performance of IPOs
(Carter and Manaster 1990; Carter et al. 1998; Beatty and Ritter 1986). The second step
involves the determination of the offer price. There are two principal methods of deciding
the offer price—the fixed price method and the book-building method. In the fixed-price
method, the firm fixes the rate at which shares will be offered. In the book-building process,
the underwriter sets the offer price based on the bids received by investors (Khurshed et al.
2014). The third step measures the short-run performance of the IPO from the first day of
trading until price stabilization. Researchers in the past have given several explanations
for first-day initial returns (underpricing). Information asymmetry between the issuing
firm and the underwriter (Baron 1982) and between the types of investors (Rock 1986) were
considered a cause for underpricing. Grinblatt and Hwang (1989) and Allen and Faulhaber
(1989) considered underpricing as a signaling tool for firm quality. Apart from these seminal
works, researchers have now started finding out other reasons that may affect underpricing,
such as ownership structures (Venkatesh and Neupane 2005), principal-agent conflicts
(Arthurs et al. 2008), and corporate governance characteristics (Teti and Montefusco 2022).
Macro-economic factors, like economic policy uncertainty, also impact the first-day initial
returns. Boulton (2022) showed that IPOs issued during times of high EPU are more likely
to be underpriced because of the greater information disparity. Their positive relationship
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substantially improves during elections. Colak et al. (2021) proved that the political risk
arising due to excessive political intervention at a local level has a positive impact on IPO
underpricing. Similar results were found by Marcato and Zheng (2021) and Song and
Kutsuna (2022).

The third phase (post-IPO) usually begins one month after the IPO is issued. It
measures the long-run performance of the IPO. IPOs underperform in the long run. The
divergence of investors hypothesis proposed by Miller (1977), the overreaction or fads
hypothesis proposed by De Bondt and Thaler (1985, 1987), and the windows of opportunity
hypothesis by Teoh et al. (1998) showed the reasons for long-run underperformance. The
IPOs of firms (having politically connected CEOs) have shown relatively poor long-run
performance compared to firms with no political connection because of the presence of
bureaucracy (Fan et al. 2007).

3. Methodology

We conducted the literature review based on the guidelines of Snyder (2019). He classi-
fied the entire literature review process into four phases: designing the review, conducting
the review, analysis, and writing the review.

Phase 1: Designing the Review: We used the Web of Science, Scopus, and EBSCO
databases to extract academic papers. The keywords used for the search were divided into
two groups. The first set of keywords focused on political uncertainty, economic policy
uncertainty, elections, and political connections. The second set of keywords focused on
papers on political uncertainty with finance-related concepts. Hence, the keywords were
political uncertainty, economic policy uncertainty, stock market volatility, firm investment
decision, and IPO. We conducted the search using Boolean (And/Or) operators and con-
fined it to the article title, abstract, and keywords. There were no restrictions on the years
of publication. We limited our focus only to academic journals and excluded news articles,
books, magazines, and conference papers.

In order to delve further into the topic, we also conducted a bibliometric analysis. Bib-
liometric analysis helps in providing a graphical summation of topics, authors, keywords,
and citations from databases such as the Web of Science, Scopus, EBSCO (Merediz-Solà
and Bariviera 2019). VOSviewer is one of the most frequently used scientometric mapping
tools and was developed by Nees Jan van Eck and Ludo Waltman in 2010 (Perannagari
and Chakrabarti 2020). It helps in providing network visualization, overlay visualization,
and density visualization (Orăs, tean and Mărginean 2023).

Phase 2: Conducting the Review: As suggested by Snyder (2019), we first conducted
a pilot search by testing the keywords and inclusion and exclusion criteria on the Web of
Science database. Once satisfied with the results, we further expanded our search on Scopus
and EBSCO. The search based on the above keywords showed 979 papers in the Web of
Science, 1032 papers in Scopus, and 1220 papers in EBSCO. With the help of Zotero, we
removed any duplicates from the databases (1550 remaining). By further scrutinizing these
papers by reviewing the article title, abstract, and keywords, we considered only those
papers which highlighted the influence of political uncertainty on IPOs. Only 42 articles
satisfied our search objective. The following PRISMA flow diagram (Figure 1) briefly
describes the screening process for a systematic literature review (Moher et al. 2009; Sharma
and Chillakuri 2022).

Phase 3: Analysis: The analysis of the literature review is described in Section 4 of
this paper.

Phase 4: Writing the review.
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4. Findings and Analysis

This segment focuses on the findings from and analysis of the literature review and
bibliometric analysis performed. We aim to provide a holistic overview of the selected
literature, including the keywords used by researchers, the most cited documents, the
major countries where research has been performed, and the chief authors contributing to
this field.

4.1. Number of Publications

Figure 2 shows an overview of the number of publications on economic policy un-
certainty and finance-related concepts. The yearly EPU data were taken from the EPU
index created by Baker et al. (2016). The rising trend of this graph shows that the increased
attention on political and policy-related uncertainty has gained over the years. However,
one striking feature we observe is that some years have suddenly shown a spur compared
to other years. It is worth noting that research significantly increased during or after any
uncertain or abnormal event. The rise in publications in 2003 (from 10 to 21) was after the
dot-com bubble of the 2000s; in 2010 (from 19 to 31), this came after the global financial
crisis of 2008, and in 2016 (from 40 to 73), it was because of the US presidential elections.
Since 2019, there has been a linear growth in the number of publications, mainly because of
a series of events like the pandemic and the war.

4.2. Overview of Collected Data

After reviewing the article title, abstract, and keywords, we found 42 papers relevant
to our study. This indicates that research on the influence of political uncertainty and
IPOs is at a very nascent stage, and there are several areas that are yet to be explored. The
following Table 1 summarizes and provides a brief overview of the papers selected.
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Table 1. Overview of the Data.

Documents 42

Period of Study No restrictions; however, the major focus on research on political
uncertainty with IPOs began from 2007

Sources Only journal articles

Average citations per article 75

No. of publications in ABDC ranked journal 25

4.3. Keyword Analysis

By using VOSviewer, we identified the main keywords plus those which were used by
the researchers. The following Figure 3 shows the co-occurrence analysis of these keywords.
We considered only those keywords which occurred over five times. Out of 169 keywords
found, only 11 satisfied the criteria. Political connections, initial public offerings, and
underpricing were the three main keywords.
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4.4. Analysis of Journals

Table 2 shows the list of journals that published work on political uncertainty and IPOs.
The table includes the number of articles in each journal, their publisher’s name, citation
score, and impact factor. For the list, we have considered only those journals which fall
under the ABDC (Australian Business Deans Council) ranking. The Journal of Corporate
Finance has the maximum number of publications, followed by the Journal of Financial
Economics.

Table 2. List of Journals.

Journal Name Publisher ABDC Ranking No. of Articles Cite Score Impact Factor

Journal of Corporate
Finance Elsevier A* 6 5.4 5.107

Journal of Financial
Economics Elsevier A* 3 9.7 8.238

Accounting & Finance John Wiley & Sons, Inc. A 2 3.3 2.473

Journal of International
Financial Markets,

Institutions, and Money
Elsevier A 2 6.2 4.217

Review of Quantitative
finance and accounting

Springer International
Publishing B 2 5.3 4.337

Journal of Banking and
Finance Elsevier A* 1 5.2 3.539

China Economic Review Elsevier A 1 6.5 4.744

Journal of Financial
Stability Elsevier A 1 6.1 3.554

Journal of International
Money and Finance Elsevier A 1 6.5 4.744

Economic Modelling Elsevier A 1 4.8 3.875

Pacific Basin Finance
Journal Elsevier A 1 4.1 3.239

Applied Economics
Letters Taylor & Francis Online B 1 1.8 1.287

International Journal of
Emerging Markets Emerald Group Publishing B 1 5 3.422

Journal of Comparative
Economics Elsevier A 1 4.2 2.429

Journal of Financial and
quantitative analysis Cambridge University Press A* 1 5.3 3.034

Figure 4 shows a citation analysis using publication sources conducted through
VOSviewer. Citation analysis gives us the relatedness of the journals on the basis of
the number of times they cite each other (Raan 2003; Perannagari and Chakrabarti 2020).
Out of the 25 publication sources, only 14 were interconnected and classified into five
clusters containing two to five items. The first cluster containing the Journal of Corporate
Finance, the Journal of Financial Stability, the Journal of International Financial Markets, In-
stitutions and Money, and the Journal of International Money and Finance, had a maximum
link strength of 15.
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4.5. Country Analysis

The United States and China were the countries that produced the most productive
research in the field of political uncertainty and IPOs. Until now, only 18 countries have
worked in this domain. Only the US and China performed single-country publications,
while India, Finland, Malaysia, Ireland, and France were involved in cross-country pub-
lications. Figure 5 shows bibliographic coupling using countries as the unit of analysis.
Bibliographic coupling gives us an overlap between the countries. The link between the
two countries in the figure shows that a common third country has been cited in the paper,
which has those countries (Van Eck and Waltman 2014). The greater the link strength, the
stronger will be the bibliographic coupling. The United States and China have shown
maximum link strengths of 1669 and 1533, respectively. We have found only 17 of the
18 countries to be interconnected with each other. A total of four clusters were formed,
containing three to five items in each.
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4.6. Citation Analysis

Table 3 presents the number of citations received by the articles, along with the field-
weighted citation impact (FWCI). Citation count gives us the number of research works
that have shown their views for or against the work cited (Raan 2003). We eliminated those
articles which were cited less than 10 times. The field-weighted citation impact enables us
to compare how well a document is cited in contrast to similar documents. The greater the
FWCI, the better it is. The maximum citation received was 1435, and the highest FWCI was
11.71 (Fan et al. 2007).

Table 3. Citation analysis of the articles.

Author Title et al. Year Citation Count Field Weighted
Citation Impact

Fan J.P.H., Wong T.J., Zhang T.
Politically connected CEOs, corporate

governance, and post-IPO performance of
China’s newly partially privatized firms

2007 1434 11.71

Piotroski J.D., Zhang T.
Politicians and the IPO decision: The impact

of impending political promotions on IPO
activity in China

2014 206 4.3

Çolak G., Durnev A., Qian Y. Political uncertainty and IPO activity:
Evidence from US gubernatorial elections 2017 165 7.8

Liu Q., Tang J., Tian G.G. Does political capital create value in the IPO
market? Evidence from China 2013 123 2.65

Chen D., Guan Y., Zhang T.,
Zhao G.

Political connection of financial
intermediaries: Evidence from China’s IPO

market
2017 75 5.24

Li G, Zhou H Political connections and access to IPO
markets in China 2015 59 1.93

Li G., Zhou H. Political connections and access to IPO
markets in China 2015 45 1.93

Bao X., Johan S., Kutsuna K. Do political connections matter in accessing
capital markets? Evidence from China 2016 44 2.46

Liu J., Uchida K., Gao R. Political connections and the long-term stock
performance of Chinese IPOs 2012 35 1.29

Feng X., Johansson A.C.,
Zhang T.

Political participation and entrepreneurial
initial public offerings in China 2014 30 2.54

Gounopoulos D., Kallias A.,
Kallias K., Tzeremes P.G. Political money contributions of US IPOs 2017 29 1.11

Meluzin T., Balcerzak A.P.,
Pietrzak M.B., Zinecker M.,

Doubravsky K.

The impact of rumors related to political and
macro-economic uncertainty on IPO success:

Evidence from a qualitative model
2018 22 2.11

Wang R., Wu C. Politician as venture capitalist: Politically
connected VCs and IPO activity in China 2020 14 1.42

4.7. Author Analysis

The authors whose works have made a significant contribution to the domain of
political uncertainty and IPOs were J. Fan, T.J. Fong, T. Zhang, J.D. Pitroski, G. Colak, Y. Li,
D. Gounopoulos, J. Liu, and Tang J.

We also conducted a co-citation analysis to link the authors who have been cited
together. A co-citation analysis gives us the relatedness of the authors based on the number
of times they have been cited together. Figure 6 (below) shows a co-citation analysis of the
cited authors. We restricted the maximum number of citations of an author to 15. A total of
22 authors satisfied this criterion. A total of three clusters were formed with, five to nine
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items in each. The authors with the maximum co-citations were J.R. Ritter, A. Shleifer, T.
Loughran, and T.J. Wong.
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4.8. Content Analysis

Based on the bibliometric analysis conducted, two major themes of research have
emerged. The first theme includes the impact of political, electoral, or economic policy
uncertainty on firms’ decision to go for an IPO, as well as underpricing and long-run per-
formance. The second theme highlights the impact of political connections, donations, and
contributions on IPO decisions, initial returns, and post-issue performance. We reviewed
the literature on both of these themes.

4.8.1. Political, Electoral, and Policy Uncertainty and IPOs

Political and election uncertainty affects policy and financial uncertainty (Goodell
et al. 2020). Uncertainties crop up regarding who shall form the government, which new
policies will come up, and how these policies will impact the firms. Political uncertainty
adversely affects asset prices and risk premiums (Pastor and Veronesi 2012; 2013). Based on
this argument, firms will be valued at a lower rate, and their cost of capital shall increase
(Liu and Wang 2022). This shall have a detrimental effect on firms going for IPOs. The
effect will be more prominent for younger firms as investors already have a lack of clarity
on their financials and valuations (Sehgal and Singh 2008). Political uncertainty can elevate
this problem of information asymmetry, and hence, firms will be unwilling to come up with
an IPO during such times when their shares would be valued at a lower rate, and the cost
of raising capital would be higher (Colak et al. 2017). Another reason for firms’ reluctance
to go public during elections is due to being unsure about the policy changes that might
come up if the government changes. Periods of higher economic policy uncertainty have
shown a negative association with the number of firms going for IPOs. The graph shown in
Figure 7 highlights the adverse relationship between policy uncertainty and the number of
IPOs in India. The policy uncertainty data have been taken from the EPU index constructed
by Baker et al. (2016).



Int. J. Financial Stud. 2023, 11, 74 12 of 17

Int. J. Financial Stud. 2023, 11, x FOR PEER REVIEW 12 of 18 
 

 

Figure 6. Co-citation analysis of authors. 

4.8. Content Analysis 
Based on the bibliometric analysis conducted, two major themes of research have 

emerged. The first theme includes the impact of political, electoral, or economic policy 
uncertainty on firms’ decision to go for an IPO, as well as underpricing and long-run per-
formance. The second theme highlights the impact of political connections, donations, and 
contributions on IPO decisions, initial returns, and post-issue performance. We reviewed 
the literature on both of these themes. 

4.8.1. Political, Electoral, and Policy Uncertainty and IPOs 
Political and election uncertainty affects policy and financial uncertainty (Goodell et 

al. 2020). Uncertainties crop up regarding who shall form the government, which new 
policies will come up, and how these policies will impact the firms. Political uncertainty 
adversely affects asset prices and risk premiums (Pastor and Veronesi 2012; 2013). Based 
on this argument, firms will be valued at a lower rate, and their cost of capital shall in-
crease (Liu and Wang 2022). This shall have a detrimental effect on firms going for IPOs. 
The effect will be more prominent for younger firms as investors already have a lack of 
clarity on their financials and valuations (Sehgal and Singh 2008). Political uncertainty can 
elevate this problem of information asymmetry, and hence, firms will be unwilling to 
come up with an IPO during such times when their shares would be valued at a lower 
rate, and the cost of raising capital would be higher (Colak et al. 2017). Another reason for 
firms’ reluctance to go public during elections is due to being unsure about the policy 
changes that might come up if the government changes. Periods of higher economic policy 
uncertainty have shown a negative association with the number of firms going for IPOs. 
The graph shown in Figure 7 highlights the adverse relationship between policy uncer-
tainty and the number of IPOs in India. The policy uncertainty data have been taken from 
the EPU index constructed by Baker et al. (2016). 

 
Figure 7. Graph on economic policy uncertainty and the number of IPOs issued. 

Contrary to their findings, Luo et al. (2017) found out that, in China, the number of 
firms going for IPOs increases during elections. The reason stated by them was that gov-
ernment officials’ political promotions depend on the growth of the economy, hikes in 
GDP, capital market development, or other welfare programs. Hence, with an incentive 
to get promoted before elections, government officials might amplify the IPO process, 

0
20
40
60
80

100
120
140
160
180
200

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Graph on EPU and the number of IPOs issued

Policy Uncertainty No. of IPOs(Year wise)

Figure 7. Graph on economic policy uncertainty and the number of IPOs issued.

Contrary to their findings, Luo et al. (2017) found out that, in China, the number
of firms going for IPOs increases during elections. The reason stated by them was that
government officials’ political promotions depend on the growth of the economy, hikes in
GDP, capital market development, or other welfare programs. Hence, with an incentive to
get promoted before elections, government officials might amplify the IPO process, thereby
increasing the number of IPOs during the time of elections (Piotroski and Zhang 2014).

One of the major reasons for underpricing cited in the literature was information
asymmetry (Baron 1982; Rock 1986). Political uncertainty prevailing in the market distorts
the quality of information available regarding the firm (Lei and Luo 2023). Firms may either
improve corporate disclosure to limit information asymmetry or may take advantage of
this uncertainty by reducing the level of information available or manipulating the financial
accounts through window dressing (Chen et al. 2017). Regarding the firms going for an IPO,
increased information asymmetry leads to higher underpricing. The positive relation is,
however, reduced in the presence of reputed venture capitalists, underwriters, and auditors
(Boulton 2022). Firms take advantage of political information uncertainty to inflate their
offer prices. Higher information asymmetry creates a divergence of opinion in the minds of
the investors. As per the divergence of opinion theory proposed by De Bondt and Thaler
(1985, 1987), the divergence of opinion creates an initial overoptimism, thereby improving
the short-run performance of the IPOs. However, as the shares trade in the stock markets,
more information becomes clearly available to the investors, and their overoptimism
subsides, leading to poor long-run performance (Liu and Wang 2022).

4.8.2. Political Connections

One of the most common ways firms use to reduce the impact of political uncertainties
is through setting political connections. Firms can set up political connections by having a
board of directors, a venture capitalist, or underwriters who are associated with a political
party.

The probability of firms getting their IPO approval from the regulatory body increases
if the firm has a strong political connection (Chen et al. 2017). The fees required for getting
themselves listed in the stock market are also considerably less compared to those firms
that are not politically connected. By using a sample of Chinese firms, it was seen that
politically connected firms set high offer prices and are less underpriced (Francis et al.
2009). Contrary to this, Liu et al. (2020) stated that state-owned firms controlled by the
government offer underpricing compared to non-state-owned firms. Rudy and Cavich
(2020) proved that firms engaging in corporate political activity prior to their decision to go
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public reduce information asymmetry regarding the value of the firm, thereby reducing
underpricing. Similarly, political donations also act as a non-market strategy used by the
issuers to fight ex-ante uncertainty and gain the confidence of investors about the firm’s
financial soundness (Gounopoulos et al. 2021).

5. Discussions and Future Scope of Study

After reviewing and analyzing the literature on political uncertainty and IPOs, certain
critical areas have not yet received attention. This section highlights these research gaps
and the future scope of this research.

5.1. Study on Multi-party System

The majority of the research carried out in this domain was conducted through a
single-country analysis restricted to the US and China. The US follows a dual-party system,
and China has a single-party system. Boulton (2022) worked on a cross-country analysis of
22 countries, which included a single, dual, and multi-party system. However, it is clear
from the studies that a multi-party system is prone to higher and more frequent political
uncertainties because of the number of oppositions involved and coalitions formed. It
would be essential to advance the discussions on the influence of political uncertainties
on IPOs in countries like India that follow a multi-party system having national and
regional parties. India’s well-established capital market has some salient features which
provide transparency to the investors, such as real-time data on IPOs, relating to listings
and subscription rates, grey market information, where shares are traded prior to listing,
and the grading system, where the top rating agencies grade the firm, as highlighted by
Neupane and Poshakwale (2012). Hence, it would be interesting to see that despite the
several measures used by regulatory authorities to reduce information asymmetry, will
political uncertainty amplify the information asymmetry regarding the value of the firm? If
yes, then how shall firms respond or fight back the uncertainty?

5.2. Political Uncertainty and IPO Withdrawal

Researchers have found the influence of political uncertainty on IPO listings, pricings,
and their long-run performance. An under-researched yet important segment of the IPO
literature—IPO withdrawal because of political uncertainties—remains unexplored. One
reason for withdrawing from an IPO can be the event of upcoming elections or political
unrest in the country. However, the direct relationship between the two is yet to be
empirically tested.

5.3. Board Diversity and Political Connections

Prior research has highlighted the importance of board composition, such as board
independence, gender diversity, family-controlled ownership on firm performance, and
corporate social responsibility. It would be interesting to find out whether board composi-
tion and, more specifically, gender diversity will impact a firm’s political connections and
its decision to go public during periods of high political uncertainty.

6. Conclusions and Limitations of the Study

The primary purpose of this study is to provide a holistic overview of the research
carried out in the field of the influence of political uncertainty on IPO firms. We thoroughly
reviewed the relevant academic studies in this domain. We used VOSviewer to identify the
main keywords, journals, most cited papers, authors, and countries where the research was
conducted.

Our review showed that political uncertainty had gained immense attention from
researchers of diverse fields because of its contagious effect on the economy, finance,
and investor sentiment. By focusing only on the IPO market, it was seen that political
uncertainties influence all the three phases of the IPO process. Firms delay their decision to
go public during such uncertain times (Luo et al. 2017). The reason for this was heightened
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information asymmetry and a rise in the cost of capital (Liu and Wang 2022). However,
the political connections of the firm and donations to political parties mitigate the impact
of these uncertainties (Gounopoulos et al. 2021). Boulton (2022) found that firms issuing
IPOs during the election period are more underpriced compared to off-election years. On
the other hand, it was empirically proved by Rudy and Cavich (2020) that firms that get
involved in political activities prior to listing their shares have shown reduced underpricing.
It was also seen that stocks of firms having political connections exhibit poor long-run
performance (Liu et al. 2012).

Thus, the main findings from this study were that political uncertainties impact the
IPO process. However, the influence of political connections and donations limits this effect.
Research in this domain is still at a very nascent stage, with most papers restricted to the
US and China. We propose research areas for further exploration.

This study has a few limitations. First, we used only three databases—the Web
of Science, Scopus, and EBSCO—to search for research papers on political uncertainty
and IPOs. Therefore, there might be a chance that some useful papers included in other
databases were skipped. Second, we restricted our focus to only academic journals and
did not consider book chapters, conferences, journal proceedings, unpublished works,
etc. Third, we considered only articles published in the English language. Thus, papers
published in other languages were not considered.
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