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ABSTRACT

A Study on the Institutional Features and

Underpricing in China IPO Market

Mengdi Tao
Department of Business
Administration

The Graduate School of Sungshin Women’s University

This study considered the institutional characterisitcs of IPO market in
China and analyzed the existence and determinants of IPO undervaluation
phenomenon in 371 stocks newly listed in China Shanghai and Shenzhen
stock exchanges from 2009 to 2015.

China’s IPO system is adopting a book-building method and is tending
to strengthen the protection of individual investors for the allocation of
the quantity in addition, We are also making efforts to build
infrastructure for stock market to revitalize IPO by solving the problem
of negotiable stock issues through reform of split share structure.

However, In the case of the issuance of stocks, it is not free from the



administrative influence of the policy authorities. Also, The multi-layered
market structure such as main board, small and medium sized board,
start-up board is acting as institutional device for activating the Chinese
IPO market and leading the global IPO market by increasing IPO in
China after resumption of IPO in 2014.

During the sample period, IPO firms showed the excess profit rate of
36% on the first day of IPO and indicated that there is undervaluation in
China TPO market.

This level of excess profit rate is highly evaluated if comparing to
other countries The IPO undervaluation has been steadily increasing
since 2011. Especially after the resumption of IPO in 2014, it has been
formed at a very high level compared to before. Moreover, Large-cap
stocks in Shanghai stock exchange have more than 20% higher excess
profit rate than stocks of the small and medium sized, start-up like
Shenzhen stock exchange. And IPO supported by venture capital or
private equity funds are undervalued than IPO which is not like that.

After the resumption of the IPO in 2014, the excess profit rate were
more than 53% before resumption. These results indicate that the
Shanghai stock exchange has a higher demand than the Shenzhen stock
exchange also, market conditions and institutional changes are expected
to generate IPO demand after the resumption of IPO in 2014

The result of regression analysis shows that the undervaluation of IPO
in China is less as the uncertainty of IPO is smaller and the market
condition is better. Also, the IPO undervaluation of the Shanghai stock

exchange is larger than that of Shenzhen stock exchange. And after the



resumption of IPO in China in 2014, the undervaluation phenomenon is
increasing

The IPO undervaluation phenomenon can think of the expense for
issuer in terms of capital finance but, there are two sides of the
investor’s side. Thus, from an information economics point of view, an
appropriate level of undervaluation can be identified as part of the
market mechanism in the IPO process. In this aspect, in order to develop
the Chinese IPO market, above all , it is necessary to establish a market

mechanism for information from an institutional viewpoint

Key words : Chinese IPO market, IPO undervaluation, demand forecast,

IPO institutional characteristic
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