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A Critical Review of IPO Underpricing Phenomenon in China

SHEN Zhe CAI Congdu HUANG Lin
( School of Management Xiamen University Xiamen 361005 Fujian)

Abstract: The phenomenon of the first-day closing price of an IPO being higher than its offer price known as IPO un—
derpricing has been the focus of attention among researchers and policy makers. If the short-term equilibrium price reflects
all available information the first-day initial return indicates that new issues are priced significantly lower than their intrin—
sic value. Research at home and abroad on the underpricing phenomenon of Chinese IPOs consists of theoretical and empir—
ical studies. Theoretical explanations are classified by the interactions between issuers underwriters and investors while
empirical studies are grouped under the headings of information asymmetry behavioral explanations and institutional fac—
tors. Our literature review shows that information asymmetry and behavioral issues are primary causes for the underpricing
phenomenon in China.

Key Words: IPO underpricing Chinese IPOs information asymmetry behavioral issues
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