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Abstracts

As a classic problem of financial academia, IPO underpricing puzzle has been
concerned by academics in the past 30 years. Theories to explain it is various, but no
consensus. Especially for an emerging stock markets as China which has its
particularity, many successful theory abroad is difficult to bear fruit.

To change the status of important empirical light of theory in domestic academia,
this article hopes to follow a road that from market to theoretical model then to
practice again . First, based on our market constraints, the article made a theoretical
explanation with the aspect of Yield illusion and Asset Allocation, then build a
mathematical model to derive some corresponding proxy variable, including: the
illusive yield, the lottery, the issued price, the issued shares, the turnover of the first
day and the expected yield of secondary market during subscription period.

Then, this article conducted an empirical test on sample 1 which included the
IPO data of China's Shanghai and Shenzhen between June 2006 and March 2010. We
found that Yield illusion and Asset Allocation have high explanatory power for
China's high IPO underpricing, proxy variables are all significant, and the coefficients
are the same symbols with the expected exactly. In addition, GEM alone was studied
as sample2, we found only Yield illusion can explain the high GEM underpricing
phenomenon, all the proxy variables of Asset Allocation are not significant. we think
its concerned with GEM's investors qualifications and character of itself, a lot of small
and medium investors are excluded from markets, caused a single investor type,
therefore, there is no so-called Asset Allocation. Finally, this article summarized the
main conclusions and made two policy recommendations: marketlization and justice.
The former can lessen investor's anticipates and the latter break market isolation

between issue market and secondary market.

Key Words: IPO Underpricing; Yield Illusion; Asset Allocation
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