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Abstract

The problems of Initial public offerings especially the mystery of IPO
under-pricing have been a major concern in the financial circles and academic one.
There is a phenomenon of IPO under-pricing that new shares issued at a price lower
than the first dealing day’s closing price; and IPO investors consider that they will be
able to get an excess return. There are mainly two explanations of IPO under-pricing,
one is the level of new shares on the market price is too low, the other is the closing
price on the secondary market's first day is artificially high. Early scholars consider
that strict release control by the government and the non-market new stock release
system cause both the low issuing price at the primary market, and our country’s IPO
under-pricing in a high occurrence. However, the reform of new issues of regulation
and Issuing pricing way did not change the high IPO under-pricing phenomenon. To
implement inquiry system may be reduces IPO under-pricing at some extent, but did
not eliminate the high IPO under-pricing fundamentally.

A large number of domestic and foreign empirical test show that investors have
common irrational behavior phenomenon. Investor’s emotion, cognition and behavior
deviation factors, will cause the new shares in the market price to be higher than the
issue price. Behavioral finance to the new price underestimated interpretation theory,
in a mature market has been verified, but on China’s transition to the emerging market,
the applicability of the theory has yet to be tested. Therefore, in order to clear our
country IPO underpricing of roots, the article chooses the Shanghai and Shenzhen two
listed A shares as samples between 2006 and 2010year, and the article analyses the
factors of China's IPO underpricing, and found that, in the securities market in China,
the majority of investors acted irrationally, and the irrational investment behaviors can
be found universal in a social scope. It produced the status quo of an irrational
securities market, and also caused the IPO underpricing.

In this paper, through the establishment of characterization of investor behavior



index, build multivariate recursive model, the influence of IPO underpricing investor
behavior investigation. The above empirical results show that China's underpricing
comes mainly from two levels of market investor behavior, including noise behavior
and emotional behavior. Studies show that: there is a correlation between IPO
underpricing in China and the non-rational behaviors of investors in this market. The
behavior is produced due to the immature investors, government over-intervention in
the market; and the information disclosure system is not perfect constitutes another
cause. And final chapters put forward some countermeasures and suggestions on this

issue.

Keyword: The IPO underpricing behavioral finance investors' irrational behavior
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