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Abstract

IPO’s abnormal initial return is one of the three puzzlesin the IPO market, and it
has always been popular in the field of corporate finance in recent years. As an
emerging capital market, the abnormal initial return of Chinese IPO market has
maintained at extremely high level compared with the developed ones. However,
after 2009, the I1PO initia return has fell dramaticaly with the phenomenon that
large amounts of new stocks break on the first trading day. It would be interesting
and meaningful to investigate the abnormal phenomenon recently. After | summarize
the researches about PO abnormal initial return in the past sixty years, | find out two
main explanations: one is the traditional 1PO underpricing theory based on the
rational and efficient market hypothesis;, the other one is behavioral finance
explanation based on the irrational and inefficient market hypothesis. | will analyze
the PO initia return in Chinese PO market and try to find reasonable explanations
for 1PO overpricing based on the previous researches.

By using a sample of 730 A-share IPOs during 2009 and 2011 in Chinese IPO
markets, and after controlling the traditional 1PO underpricing factors, | use newly
increased numbers of A-share security account/ newly A-share security account
cancellations as proxy variable of investor sentiment to investigate the role of it on
the 1PO initial returns. The result shows that the level of investor sentiment can
affect the IPO initia return significantly and the over-pessimistic sentiment of
investors is the main reason of 1PO overpricing. Robustness test of using PE, lot

winning rate and turnover get the same conclusion.
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