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1. Introduction	  
	  

Initial Public Offering (IPO) underpricing is a concept that has been researched frequently in 

the last few decades. A stock is labelled as underpriced when the stock price significantly 

jumps on the first day of trading. The average amout of underpricing differs considerably 

between countries. Banerjee (2011) finds that the amount of underpricing varies from 4,33% 

in Norway, to 57,14% in China. This variation is caused by several factors, which will all be 

taken into account in this paper. In this research, the US and Chinese IPO market will be 

specifically investigated since they provide an interesting comparison. First of all, they are 

the two biggest markets in deal volume in the second quarter of 2015 (EY, 2015). Next to 

that it is interesting to compare these two countries because the Chinese IPO market is 

booming, whereas the US IPO market is declining. In the first sixth months in 2015, the 

number of IPOs is more than doubled compared to the first half of 2014 in China, while the 

US IPO market fell with one-third. Furthermore, China is traditionally known as a country 

with a relatively high underpricing figure, whereas the underpricing in the US is closer to the 

average of IPO underpricing across countries. In 2011 Banerjee et al. found that the average 

underpricing in China is 57,14% and in the US is 24,00%, which is just below the average 

IPO underpricing of 29,11% across the 36 countries included in their sample. This paper re-

examines if this difference still exists and what drives this difference between China and the 

US. This paper is novel in the sense that it provides a direct cross-country comparison 

between China as a representative of an emerging country and the US as one of the greatest 

economic forces, whereas previous research is often aimed at investigating several drivers of 

underpricing within a single country. 

There are several potential drivers that cause the difference between the US and China. 

Firstly, I investigate the relevance of the regulatory environment related to the IPOs. The 

Chinese IPO market is severely regulated and this heavily influences the amount of IPO 

underpricing (Song et al., 2014), whereas the US IPO market is less regulated. The next 

major difference between China and the US related to IPO underpricing is connected to the 

information asymmetry theory by Rock (1986). According to this theory, IPOs are 

underpriced in order to cover the risk of investors who do not posses the information to 

correctly judge the price of the stock. Therefore the issuer reduces the stock price to attract 

these investors. Banerjee et al. (2011) extend this theory in their paper by measuring 

information asymmetry with the analyst coverage of IPOs per country. They find that in 
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China there is a significantly higher information asymmetry due to a lower value for analyst 

coverage than in the US. This finding would suggest that the amount of underpricing in 

China should be higher than in the US in order to attract uniformed investors.  

According to Loughran and Ritter (2004) age also affects the amount of IPO underpricing, 

they state that age is negatively related to IPO underpricing. Another potential driver that 

causes a difference between the US and China is the prestige of the underwriter that is 

involved in the IPO. There has been some controversy in the literature about the relationship 

between the prestige of the underwriters and the amount of IPO underpricing. According to 

Beatty and Ritter (1986) underwriters with a higher reputation could send a positive signal to 

outside investors and mitigate the value uncertainty of IPOs, thus reducing IPO underpricing. 

On the other hand, Beatty and Welch, 1996; Guo and Zhao, 2006, argue that underwriters 

have the incentive to set a lower offer price to reduce the risk of IPO failure and to cater to 

their customers, which increases the amount of underpricing. Additionally, the size of the 

offering is expected to have a negative influence on IPO underpricing, larger IPOs are 

generally less underpriced than smaller IPOs (Chalk and Peavy, 1990). Subsequently the role 

of venture capital involvement will be investigated. Early work suggests that venture capital 

involvement will reduce the amount of underpricing (Barry, Muscarella, Peavy, and 

Vetsuypens, 1990), whereas a more recent paper (Lee and Wahal, 2004) provides evidence of 

a positive relationship between VC-activity and IPO underpricing. Lastly, I investigate 

whether or not the effect of the presence of tech-firms in my sample will have an effect on 

the amount of underpricing. According to Ritter (2004) tech-firms generally have a higher 

amount of IPO underpricing than firms that do not have their core activity in the tech-

industry.  

All the drivers mentioned have been proven to influence the amount of underpricing in the 

past and therefore I expect that they can explain the difference in IPO underpricing between 

China and the US. The main research objective is to find the drivers that cause the difference 

in underpricing between the two countries. After examining if there is a significant difference 

between the two countries with a univariate analysis. I investigate a multivariate analysis that 

will identify the effect of the drivers on the difference between the two countries. After 

conducting my analysis I can conclude that the difference between China and the US is 

significant only if I take the Shanghai observations into consideration for China. The reason 

to differentiate between Shanghai and Hong Kong will be explained later on in the report. 

The major reasons for a significant difference in IPO underpricing between Shanghai and the 

US are a difference in IPO filing process and a difference in analyst coverage for the IPOs. 
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2. Background 
 
2.1 The process of an initial public offering 
 

When a company wants to go public it has to determine an initial price for their shares. The 

publicly traded price provides information about the value of the company to the investors. 

The IPO price is dependent on several firm specifics, market conditions and the policies of 

investment bankers. Investment banks perform an important role in the IPO process, they 

connect potential investors with the firm that is going public. The investment bank that is 

involved during an IPO is often called an “underwriter”, an IPO often consists of multiple 

underwriters. There are two methods to perform an initial public offering. The first method is 

called a “best effort” contract. In this case, the issuer and the underwriter negotiate an offer 

price. The underwriter will then use its best effort to attract as much capital as possible for 

this offer price. As a reward, the underwriter will receive a percentage of the total capital 

raised. This method imposes most of the risk on the issuer of the offering. If the issuer is not 

willing to bear this risk, it will choose the second method, the “firm commitment” contract. 

In this case, the underwriter will guarantee an amount of capital raised beforehand. Since this 

will result in a substantial amount of risk for the underwriter, they usually bear this risk 

together by forming a syndicate of underwriters. In case of an IPO in the US, the underwriter 

will file a registration form at the SEC, which contains all the information about the offering. 

This information consists of financial statements, type of business and other characteristics of 

the firm going public. The SEC will then investigate this filing and during this the 

underwriters will survey the market to inform the investors and see if there is demand for the 

stock. This period is also called the “cooling-off” period. After this period the underwriter 

will set the price, dependent on their findings during the cooling-off period. There is a debate 

in the literature about the relationship between the prestige of the lead underwriter and the 

amount of IPO underpricing. According to Ritter and Beatty (1986) underwriters have 

conflicting interests. On the one hand, they want to keep their image as trustworthy 

investment bank to issuing firms. If they set the offer price below the actual price, the IPO is 

underpriced and the issuing firm leaves a significant amount of money on the table. On the 

other hand, if the underwriter sets the price too high, the stock price will fall and investors 

will lose on their investment and consequently the image of the investment bank becomes 

damaged. Rock (1986) argues that there is IPO underpricing because uninformed investors do 

not possess enough information to value the company going public. Therefore, the issue price 
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is kept relatively low in order to convince these investors. Carter and Manaster (1990) 

elaborate on this theory by stating that the greater the amount of informed capital 

participating in an IPO, the greater the amount of underpricing in order to attract the 

uninformed investors, since they are at a major disadvantage. Because investors have scarce 

resources to obtain information about firms, they will use their resources to acquire 

information about the most risky investments. These “risky” IPOs will experience the 

greatest underpricing. The underpricing is harmful for the issuing firm, because they are 

missing out on a lot of money. Therefore firms try to signal to the market that their IPO is not 

risky by selecting a prestigious underwriter. This prestigious underwriter will only market 

relatively risk-free IPOs in order to maintain their reputation. As a consequence the IPO will 

have relatively low underpricing. Carter and Manaster (1990) found a significant negative 

relationship between Underwriter prestige and IPO underpricing in their research.  

 

In China the process of a firm going public is different than in the US. The Chinese 

government regulate many different aspects of IPOs, especially the pricing (Song et al., 

2014). The CSRC, which is the Chinese version of the SEC, had a very strict control on IPOs 

during the 1990s, which led to the severe underpricing in that time (Song et al., 2014). From 

the year 2000 and onwards the Chinese government slightly liberated the IPO market by 

introducing the book building approach, which is the process of firms going public with the 

help of an underwriter as described before. One example of the CSRC controlling the IPOs is 

their policy of requiring firms to have a Price-Earnings ratio that does not exceed 30. This so-

called “window-guidance” substantially reduces the offer price and thus leads to 

underpricing. From June 2009 until May 2012 the Chinese government temporarily gave up 

on the window-guidance approach, the firm going public and their underwriters had more 

autonomy in determining the IPO price. However from May 2012 onward, the government 

reintroduced a window-guidance approach where IPO firm’s PE Multiple should not exceed 

the average PE of industry peers with more than 25%. Therefore I would expect that in my 

sample, the Chinese IPOs from June 2009 until March 2012 are less underpriced than before 

and after. Even though the Chinese government is slightly liberating the IPO market, the 

CSRC still plays a major role in shaping both the level and nature of IPO activity in China 

(Güçbilmez, 2015). A firm cannot go public without the consent of the CSRC, even if it 

fulfilled all the requirements for the listing. Furthermore, the CSRC closed the Chinese IPO 

market for 10 months during 2008, and the last quarter of 2012. Liebman and Milhaupt 

(2015) describe the IPO filing process at the CSRC as informal. “Window guidance literally 
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refers to the practice of officials providing verbal answer by a window in an office building”. 

This way of responding to an IPO filing leaves no evidence or ability for prospective filings 

to refer to. Liebman and Milhaupt (2015) highlight that in Hong Kong the IPO filing process 

is more rule-based and the government intervenes less than in mainland China. Therefore, the 

filing for an IPO on the Hong Kong stock market is more comparable to the process for an 

IPO filing in the US.  

 

2.2 IPO underpricing 

 

Rock (1986) was one of the first to develop a theory that explains IPO underpricing. Rock’s 

theory is based on the assumption that there are two types of investors during an IPO, the 

informed investor and the uninformed investor. After the issuer selects the IPO price and 

quantity, he will receive offers that vary in quantity. There is a possibility that this demand 

will exceed the total supply of the shares, which is called oversubscription, since it is no 

longer allowed to change the price, or the amount of shares offered. This oversubscription is 

assumed to be caused exclusively by large orders placed by informed investors that have 

favourable information about the offering. According to Rock (1986) the issuer of the IPO, 

the investment bank and the investors that do not possess the favourable information are 

uninformed investors. In case of oversubscription, the shares are rationed and there is a 

possibility of not getting your order because of this. In case of an absence of favourable 

information or even unfavourable information about an IPO the informed investor will not 

place an order and the uniformed investor that did place an order will get his shares because 

of undersubscription. Rock concludes that the chance of a uniformed investor being allocated 

an unsuccessful IPO share is higher than the chance that the investor will be allocated shares 

of the successful IPO, as a consequence the uninformed investor is not prone to participate in 

the IPO. However, the demand for shares during IPOs from informed investors is not 

sufficient to satisfy the supply. Therefore, issuers will have to reduce the offer price in order 

to persuade the uninformed investors. Banerjee et al. (2011) build upon this research by 

concretizing the information asymmetry variable by assigning a value per country. According 

to them, analyst coverage is a good measurement for information asymmetry and they find 

significant results between those values and the amount of IPO underpricing. Analyst 

coverage is the average amount of coverage by analysts for an IPO in a country. The authors 

rate the analyst coverage on a scale from 1 to 10, 1 being the lowest coverage and 10 the 

highest. A country with a score of 10 would be a country where IPOs get a lot of attention 
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and exposure, thus providing information for uninformed investors. China scores relatively 

low with a score of 3, whereas the US scores higher with a score of 6. Hong Kong scores the 

highest with a score of 9. Because of these scores I would expect the amount of information 

asymmetry and thus the amount of IPO underpricing according to the theory of Rock (1986) 

to be the highest in China.  

 

There is some controversy in the literature about the role of venture capital during IPOs. 

Venture capitalists are investors who try to add value through ongoing longer-term 

involvement with continuing business development. The venture capitalists are usually 

directly involved in the management of the firm and often serve on the company’s board of 

directors. It is common that venture capitalists are specialized in one industry and uses this 

position to develop relationships for the company they are involved with. Next to that, 

venture capital often provides capital for the firm. As mentioned before, there is a 

disagreement in the literature about the role of venture capital during an IPO. There are 

contradictory results: Barry, Muscarella, Peavy, and Vetstuypens (1990) find that IPOs 

backed by venture capital are less underpriced than IPOs that are not backed by venture 

capital, whereas Gompers (1996) and Loughran and Ritter (2004) find that venture capital is 

positively related to IPO underpricing.  

Barry et al. (1990) reason that venture capitalists’ equity sends out a signal to outside 

investors that they are taking an active role in monitoring by sitting on the board and working 

together with the company. According to Barry et al. (1990) this monitoring and active role 

will reduce the amount of information asymmetry, which is one of the most accepted reasons 

of underpricing in the literature (Rock, 1986), and thus reduce the amount of underpricing. 

Furthermore, Barry et al. (1990) show that on average the lead venture capital firm holds a 19 

percent stake in the firm during an IPO, which gives another incentive for them to not 

underprice the IPO.  

On the other hand, Gompers (1996) argues that the involvement of venture capital during an 

IPO increases the underpricing of the offer. He developed the “grandstanding theory” that 

states that venture capitalists are eager to build up a reputation by rushing private firms 

public. By rapidly bringing private firms public, they show their ability to launch successful 

IPOs and secure future funding.  However, Gompers state that: “rushing private firms public 

increases the amount of underpricing associated with the issues as younger firms are less 

established and riskier than their older counterparts”.  
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Moreover, Loughran and Ritter (2004) claim that venture capitalists often strike a deal with 

the underwriter to deliberately underprice an IPO. They do this in order to build a 

relationship with the underwriter and to receive shares of other underpriced IPOs in the 

future. This unfair allocation is also called IPO spinning. Ritter defines IPO spinning as 

follows: “Spinning is the allocation by underwriters of the shares of hot initial public 

offerings (IPOs) to company executives in order to influence their decisions in the hiring of 

investment bankers and/or the pricing of their own company’s IPO”. Furthermore, the 

investment bank can take advantage of this by receiving in exchange greater underpricing in 

the portfolio of the venture capitalist. Because there is no agreement in the literature about 

the direction of the relation between venture capital and IPO underpricing, the amount of VC-

backing in the two countries and the effect of this have to be analysed in order to understand 

the effect it has on the difference between China and the US.  

 

Loughran and Ritter (2004) mention that IPOs of tech-firms are often related to a higher risk 

for investors and thus are on average higher underpriced. They also found significant results 

for this statement. Furthermore, they state that the age of the firm is a factor that has to be 

reckoned with. A younger firm is associated with a higher risk, because the value of the firm 

is less evident than a firm that is founded decades ago and has proven itself for many years 

(Ibbotson, 1988). Next to that Chalk & Peavy (1990) state that larger IPOs are generally less 

underpriced. Similarly to the effect of venture capital in the IPO I will analyse the effect of 

the amount of tech firms, the age of the firms that went public and the size of the offerings on 

the difference between China and the US.  

 

Firstly, I will test whether or not there is a significant difference between the amount of IPO 

underpricing in China and the US. I am expecting that in China there is a higher amount of 

IPO underpricing than in the US, due to findings of higher IPO underpricing in China than in 

the US in the past (Banerjee et al. 2011).  

 

Thereafter, I will examine which factors have contributed to this difference. I will test the 

effect of the following factors: venture capital involvement, tech firms, size of the offering, 

age of the firm and prestige of the lead underwriters.  
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3. Data and Methodology 
	  

3.1 Sample Data 

	  

In order to compare the US and China I need data about IPOs from both countries. I have 

obtained this data from all the available IPOs in the database of Bureau Van Dijk during the 

period 2007-2012. In total the sample consists of 84 US companies and 52 Chinese 

companies. The US companies are listed on both the NASDAQ and New York Stock 

Exchange. I selected these stock exchanges for the US, since they are the two biggest stock 

markets rated on market capitalization according to The World Federation of Exchanges 

(January, 2015). For China, I selected the Hong Kong Stock Exchange and the Shanghai 

Stock Exchange, because they are also the two biggest stock exchanges of the country. 

According to EY (Q2, 2015) the Hong Kong stock exchange and Shanghai stock exchange 

are the top two exchanges by funds raised in the first two quarters of 2015, with 16.6 billion 

US dollars raised in Shanghai and 16.0 billion US dollars raised in Hong Kong. The New 

York stock exchange and NASDAQ are also represented in the top six of the exchanges rated 

by funds raised, with 12.5 billion US dollars raised on the New York stock exchange and 6.9 

billion US dollars on the NASDAQ.  

 

The offer prices were not available in the Bureau Van Dijk database and had to be gathered 

by going through the prospectuses of the companies. In most of the cases, the prospectuses 

also provided information about the underwriters of the IPO.  

 

3.2 Variable construction 

 

Within the literature about underpricing, there is a disagreement about the right way to 

calculate IPO underpricing. In most of the cases, IPO underpricing is calculated in the 

following way: 

𝑈𝑃 ≡
𝑃𝑡 − 𝑃𝑜
𝑃𝑜  

Where Pt is the trading price at the end of the first day of trading and Po is the offer price of 

the share. Some authors, however, argue that taking the price of the stock at the end of the 

day is not an accurate way of calculating IPO underpricing. Barry & Jennings (1993) state 

that taking the opening price of the first day of trading is a better measure of IPO 
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underpricing. They reason that during the first day of trading there is a lot of activity on the 

stock market and a lot of investors immediately resell their stocks. Because of the abnormal 

amount of activity during this day, the stock price will be affected and is likely to rise which 

could be interpreted as IPO underpricing. Because of this controversy, I will calculate IPO 

underpricing in both ways. Furthermore, the stock price can possibly rise due to a rise in the 

stock market in general. Therefore, I will calculate the market adjusted IPO underpricing by 

adjusting the increase in stock price for any increase in the stock market. The final 

calculation of IPO underpricing will look as follows: 

 

𝑈𝑃 =
(𝑃𝑡 − 𝑃𝑜)

𝑃𝑜 −
(𝑀1 −𝑀0)

𝑀0
 

 

M1 is the value of the stock market index at the end of the first day of trading of the newly 

issued stock, whereas M0 is the value of the stock market index at the beginning of the first 

day of trading of the stock.  

For companies from the NYSE and NASDAQ I have used the NYSE composite index and 

the NASDAQ composite index respectively. These composite indices consist of all the stocks 

listed on the associated stock market and act as a benchmark to correct for any fluctuations 

on the stock market on the first day of trading. Similarly I have taken the Shanghai composite 

index for the firms listed on the Shanghai stock exchange and the Hang Seng Index for the 

firms listed in Hong Kong.  

 

For the ranking of the lead underwriters of the IPO I use a similar approach as Ritter who has 

posted his ranking of underwriters on his website. Ritter uses the same approach as Carter 

and Manaster (1990), this approach is the foundation for all reputation frameworks in the 

literature. Carter and Manaster ranked underwriters based on the sequence of listing in the 

prospectus of the IPO. The more reputable underwriters are always listed at the very top in 

the prospectus and the less reputable underwriters are listed lower in the prospectus. Ritter 

scores the underwriters on a scale from 0 to 9, 9 representing the underwriters that are the 

most prestigious and 0 representing the underwriters who are the least prestigious. In case of 

multiple underwriters I have taken the average score of the lead underwriters. Underwriters 

that are not ranked by Ritter have been excluded from the sample. Scores for the underwriters 

that appear in the sample can be found in Appendix A.  



	   11	  

The IPO is labelled venture capital backed in case there is proof that a venture capitalist is 

involved in the firm at the moment of the IPO. This information is found by thoroughly going 

through the reports of firms. Next to that, it is labelled as a tech company if the core activity 

of the firm is related to the tech-industry. Both variables are dummy variables and are 

assigned the value of 1 in case of VC involvement/tech-industry and the value of 0 if this is 

not the case.  

 

The age of the firm is measured by taking the difference between the date of the founding of 

the company and the IPO date. When the company goes public within 1 year after the 

founding, it will get the value of 0. The total size of the offering is calculated by multiplying 

the offer price with the number of shares offered and is displayed in millions of US dollars.  

 

A country dummy is included in the final equation in order to differentiate between countries. 

This country dummy will get a value of 0 when the IPO found place in the US and a value of 

1 if the IPO found place in China. The regression equation will look as follows: 

 

𝑈𝑃 = 𝛽0 + 𝛽1𝐶𝑂𝑈𝑁𝑇𝑅𝑌 + 𝛽2𝑃𝑅𝐸𝑆 + 𝛽3𝑉𝐶 + 𝛽4𝑇𝐸𝐶𝐻 + 𝛽5𝐴𝐺𝐸+ 𝛽6𝑆𝐼𝑍𝐸 + ℯ 

 

In the model, the dependent variable UP (underpricing) represents the market-adjusted 

underpricing. COUNTRY represents the country dummy described above the equation. 

PRES represents the average prestige of the lead underwriters involved in the IPO. VC and 

TECH are both dummy variables that indicate if the IPO was VC-backed or involved in the 

tech industry. AGE indicates the age of the firm in years at the moment of the IPO and SIZE 

represents the total size of the offering in millions of US dollars.  

 

I will test whether or not the IPO underpricing in China is bigger than in the US by 

performing an independent sample t-test. The results will be presented in part 4. Thereafter I 

will perform my multivariate analysis to determine which factors cause this potential 

difference.	  
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3.3 Descriptive statistics 

 

The descriptive statistics of the independent variables are presented in Table 1. It is 

noteworthy to see that in the US the firms that go public are more frequently backed by 

venture capitalist and located in the tech-industry. Next to that, the age of the firms that are 

going public is slightly higher than in the US. The size of the offerings is on average higher 

in China than in the US.  

 
Table 1 
Descriptive statistics of independent variables 

 

 

 4. Results 
 

4.1 Univariate analysis of IPO Underpricing in China and the US 

 

The univariate statistics of the underpricing of the IPOs in both countries are presented in 

table 2. There is quite a high variety in number of IPOs per year and the amount of IPO 

underpricing. The first thing that strikes is that in the sample in 2008 in there were only 2 

IPOs in the US and only 1 in China. This could be caused by the fact that the CSRC closed 

the Chinese stock market for 10 months during 2008. Furthermore, the financial crisis just  

 

Variable Mean Median Standard 
Deviation Minimum Maximum Observations 

Panel A: US (n=84)       
PRES 8,34 8,75 1,29 2 9 82 

VC 0,60     84 
TECH 0,43     84 
AGE 7,14 5 10,44 0 72 84 
SIZE 615,49 14,33 241,32 3 16006 84 

       
Panel B: China (n=52)       

PRES 8,17 8,50 1,175604 4 9 37 
VC 0,25     52 

TECH 0,12     52 
AGE 9,37 6 14,64 0 98 52 
SIZE 934,92 470,58 1410 25,80 8960 52 
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   Table 2  
   Univariate analysis of IPOs in the US and China 

 
 
 

 

 

	  	   Panel	  A:	  US	   Panel	  B:	  China	   Difference	   T	  statistic	  	  

UP	  2007	  (opening)	   19,23%	   50,61%	   31,38%	   2,3018	  (0,0282**)	  
UP	  2007	  (closing)	   23,45%	   58,47%	   35,02%	   2,6523	  (0,0125**)	  
UP	  2007	  (market-‐adjusted)	   23,12%	   58,63%	   35,51%	   2,6816	  (0,0116**)	  
Number	  of	  IPOs	  2007	   19	   14	  

	   	  
	   	   	   	   	  UP	  2008	  (opening)	   -‐2,20%	   -‐6,19%	   -‐3,99%	   7,7447	  (0,0817*)	  
UP	  2008	  (closing)	   -‐0,70%	   -‐0,27%	   0,44%	   0,2098	  (0,8684)	  
UP	  2008	  (market-‐adjusted)	   -‐1,24%	   4,88%	   6,13%	   4,6483	  (0,1349)	  
Number	  of	  IPOs	  2008	   2	   1	  

	   	  
	   	   	   	   	  UP	  2009	  (opening)	   15,41%	   18,76%	   3,35%	   0,3923	  (0,6994)	  
UP	  2009	  (closing)	   13,93%	   15,90%	   1,97%	   0,2486	  (0,8065)	  
UP	  2009	  (market-‐adjusted)	   13,45%	   16,28%	   2,83%	   0,3544	  (0,7271)	  
Number	  of	  IPOs	  2009	   11	   9	  

	   	  
	   	   	   	   	  UP	  2010	  (opening)	   11,65%	   9,91%	   -‐1,74%	   0,1813	  (0,8575)	  
UP	  2010	  (closing)	   15,64%	   11,60%	   -‐4,03%	   0,3803	  (0,7067)	  
UP	  2010	  (market-‐adjusted)	   15,90%	   11,31%	   -‐4,59%	   0,4327	  (0,6686)	  
Number	  of	  IPOs	  2010	   19	   10	  

	   	  
	   	   	   	   	  UP	  2011	  (opening)	   16,09%	   11,20%	   -‐4,89%	   0,5822	  (0,5653)	  
UP	  2011	  (closing)	   11,46%	   14,32%	   2,87%	   0,3174	  (0,7554)	  
UP	  2011	  (market-‐adjusted)	   11,05%	   14,66%	   3,62%	   0,3996	  (0,6926)	  
Number	  of	  IPOs	  2011	   16	   13	  

	   	  
	   	   	   	   	  UP	  2012	  (opening)	   4,16%	   -‐4,94%	   -‐9,10%	   1,7749	  (0,9063*)	  
UP	  2012	  (closing)	   12,38%	   -‐8,79%	   -‐21,18%	   2,2100	  (0,0389**)	  
UP	  2012	  (market-‐adjusted)	   12,47%	   -‐9,05%	   -‐21,52%	   2,2569	  (0,0354**)	  
Number	  of	  IPOs	  2012	   17	   5	  

	   	  
	   	   	   	  

	  	  
UP	  2007-‐2012	  (opening)	   12,86%	   20,99%	   8,13%	   1,6324	  (0,1049)	  
UP	  2007-‐2012	  (closing)	   15,34%	   23,45%	   8,12%	   1,5352	  (0,1271)	  
UP	  2007-‐2012	  (market-‐adjusted)	   15,19%	   23,67%	   8,48%	   1,6039	  (0,1111)	  
Number	  of	  IPOs	  2007-‐2012	   84	   52	   	  	   	  	  
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started and may have had an effect on the number of IPOs in both countries.  

The main finding of the analysis is that from 2007 until 2012 there is no significant  

difference between China and the US in IPO underpricing. In 2007 there was a 35% 

difference in underpricing between China and the US, which is a significant difference. 

However, in the subsequent years there was no statistical evidence of a significant difference. 

In fact, in 2012 the IPO underpricing in the US was significantly higher than in China. This, 

and the fact that there is no difference in underpricing across the whole sample, could be 

caused by a difference in presence of venture capital, age, size of the offerings, more 

prestigious underwriters, or more tech-firms in one of the countries.  

 

4.2 Multivariate analysis of IPO underpricing in China and the US 

 

In order to eliminate the effects of these factors, a multivariate analysis will be conducted. In 

this model, a country-dummy is included in order to differentiate between the effects of the 

two countries. IPOs that found place in the US will get a value of 0 and IPOs that found place 

in China will get a value of 1. The results of the multivariate analysis can be found in Table 

3. If I account for differences in the independent variables between China and the US, there is 

no significant difference in underpricing if calculate IPO underpricing with the opening 

prices. There is, however, significant evidence on a 5% confidence interval that the total size 

of the offering has a positive effect on the amount of IPO underpricing. The underpricing 

with the closing prices provides minor statistical evidence for the expectation that the IPO 

underpricing in China is higher than in the evidence with a p-value of just below the 10%. 

However, this model does not provide evidence of a significant contributor to this difference 

between the two countries. Lastly, the model with the market-adjusted underpricing provides 

similar results as the one with the closing prices. The country dummy is significant on a 10% 

confidence interval, but again the model does not provide evidence of a significant 

contributor for this difference.  

 
Table 3 
Multivariate analysis of IPOs in the US and China 

Independent variable UP (opening) UP (closing) UP (market-adjusted) 
COUNTRY 1,5842 (0,1160) 1,7231 (0,0876*) 1,8257 (0,0706*) 

PRES 0,8353 (0,4053) 1,0465 (0,2976) 0,9421 (0,3482) 
VC 0,4450 (0,6571) 0,2617 (0,8370) 0,2709 (0,7870) 

TECH 0,3262 (0,7449) 0,2648 (0,79170 0,2758 (0,7832) 
AGE -0,9682 (0,3351) -0,8569 (0,3933) -0,8746 (0,3836) 
SIZE 2,1957 (0,0302**) 1,1703 (0,2443) 1,2228 (0,2240)  
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4.3 Univariate analysis of IPO underpricing in Shanghai and the US.  

 

Until so far, the models do not provide overwhelming evidence to state that there is a very 

significant difference between China and the US in the amount of IPO underpricing. A 

potential reason for this is that within China there are differences in for example information 

asymmetry and the process of a filing for an IPO, as described by the literature. Therefore, I 

will conduct a similar test as in table 2, but this time taking only observations from Shanghai 

for China and exclude the observations from Hong Kong. I will thus compare observations 

from the US with Shanghai to test if there is a significant difference in the amount of 

underpricing. The results of this test are provided in table 4. This time, there is a significant 

difference between Shanghai and the US with a 1% confidence interval. I acknowledge that 

there are several outliers in the sample, and therefore have conducted a robustness check 

where I applied winsorization in order remove the effect of outliers. This test provided 

similar significant results. In Shanghai, between 2007 and 2012 there is an average IPO 

underpricing of approximately 28%, whereas in the US there is an average IPO underpricing 

of 15% during this time. This difference is mainly caused by a relatively high difference 

between the two countries during 2007 and 2009. In 2010 the difference between the US and 

Shanghai in IPO underpricing is also quite high with a difference of around 15%, however 

this difference is not significant, possibly due to a relatively low amount of observations for 

Shanghai during this year. If I take the assumption that Hong Kong is not representative of 

the Chinese IPO market because of a lower value for information asymmetry and a IPO filing 

process more similar to the process in the US, and thus exclude these observations and only 

take the Shanghai observations into account, I can state that there is a significant difference in 

IPO underpricing between China and the US.  

 

4.4 Multivariate analysis of IPO underpricing in Shanghai and the US.  

 

In order to check which factors cause the difference in IPO underpricing which are found in 

the univariate analysis, I will perform a similar multivariate analysis as the one in table 3. 

However, this time the country dummy will take a value of 0 for observations from the US 

and a value of 1 for observations from Shanghai. In this model, the observations from Hong 

Kong will be excluded. The results, as displayed in table 5, show that the country variable is 

highly significant across all models. Next to that, the prestige of the lead underwriters 

appears to be slightly important for the amount of underpricing. Since the t-statistic is 



	   16	  

positive, it appears that underwriters that are more prestigious price the offering slightly 

lower than the less prestigious underwriters in order to attract the uninformed investors and  

 
Table 4 
Univariate analysis of IPOs in the US and Shanghai 

 

 

 

 

  Panel A: US Panel B: Shanghai  Difference T statistic  
UP 2007 (opening) 19,23% 81,98% 62,75% 3,5978 (0,0015***) 
UP 2007 (closing) 23,45% 85,89% 62,44% 3,8531 (0,0008***) 

UP 2007 (market-adjusted) 23,12% 86,73% 63,61% 3,9247 (0,0007***) 
Number of IPOs 2007 19 6   

     
UP 2008 (opening) -2,20%    
UP 2008 (closing) -0,70%    

UP 2008 (market-adjusted) -1,24%    
Number of IPOs 2008 2 0   

     
UP 2009 (opening) 15,41% 51,30% 35,89% 2,7466 (0,0190**) 
UP 2009 (closing) 13,93% 43,10% 29,17% 2,5306 (0,0279**) 

UP 2009 (market-adjusted) 13,45% 44,90% 31,45% 2,7316 (0,0195**) 
Number of IPOs 2009 11 2   

     
UP 2010 (opening) 11,65% 24,90% 13,25% 0,9111 (0,3726) 
UP 2010 (closing) 15,64% 31,04% 15,41% 0,9895 (0,3337) 

UP 2010 (market-adjusted) 15,90% 30,45% 14,55% 0,9325 (0,3617) 
Number of IPOs 2010 19 4   

     
UP 2011 (opening) 16,09% 12,94% -3,15% 0,3369 (0,7391) 
UP 2011 (closing) 11,46% 15,51% 4,05% 0,4084 (0,6866) 

UP 2011 (market-adjusted) 11,05% 15,95% 4,90% 0,4974 (0,6235) 
Number of IPOs 2011 16 10   

     
UP 2012 (opening) 4,16% -9,80% -13,96% 1,3892 (0,1838) 
UP 2012 (closing) 12,38% -7,25% -19,64% 0,9207 (0,3708) 

UP 2012 (market-adjusted) 12,47% -7,17% -19,64% 0,9284 (0,3670) 
Number of IPOs 2012 17 1   

     
UP 2007-2012 (opening) 12,86% 35,38% 22,52% 3,3054 (0,0013***) 
UP 2007-2012 (closing) 15,34% 37,98% 22,64% 3,2586 (0,0015***) 

UP 2007-2012 (market-adjusted) 15,19% 38,45% 23,26% 3,3453 (0,0011***) 
Number of IPOs 2007-2012 84 23     
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Table 5 
Multivariate analysis of IPOs in the US and Shanghai 

Independent variable UP (opening) UP (closing) UP (market-adjusted) 
COUNTRY 4,8063 (0,0000***) 5,9033 (0,0000***) 5,2415 (0,0000***) 

PRES 1,6839 (0,0958*) 1,7971 (0,0758*) 1,7146 (0,0900*) 
VC 0,1463 (0,8840) 0,1113 (0,9116) 0,1970 (0,8443) 

TECH 0,5988 (0,5509) 0,5896 (0,5570) 0,5962 (0,5526) 
AGE -0,7176 (0,4749) -0,5019 (0,6190) -0,4749 (0,6361) 
SIZE 1,3911 (0,1677) 0,4664 (0,6421) 0,5091 (0,6120) 

 

 

maintain their reputation as reputable investment banker for investors. On the other hand, it 

rejects the expectation of Carter and Manaster (1990) that the prestige of the underwriters has 

a negative influence on the amount of IPO underpricing.  

 

4.5 Influence of the temporal phase of abolition of “window-guidance” in China. 

 

One of the reasons that there is a higher amount of IPO underpricing in China than in the US, 

is the fact that the IPO filing process in China is more regulated by the CSRC. As described 

in the literature, the strict regulation concerning especially the IPO price causes a severe 

underpricing of initial offerings. However, from June 2009 until March 2012 the CSRC 

temporarily gave up on the process described as “window-guidance”. During this period the 

regulation regarding IPOs was more like the process in the US. If it turns out that during this 

temporal phase the IPO underpricing was, in line with expectation, lower than before and 

after I can infer that the strict regulation of the Chinese IPOs is one of the causes of the 

difference between China and the US. Once again, I exclude the Hong Kong observations for 

this test, since the process in Hong Kong is more like the one in the US and not relevant for 

this test. The results of the test are presented in Table 6.  

In line with my expectation, the IPOs that took place within the temporal phase without 

window-guidance are significantly less underpriced than the ones that found place before and 

after this phase.  
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Table 6 
Univariate analysis of IPOs outside the window-guidance period and within the window-guidance period 

 

 

 

 

  Panel A: SH pre June 2009 - post March 2012 Panel B: SH June 2009-March 2012 Difference T statistic  
UP (opening) 81,98% 18,93% 63,06% 3,4688 (0,0023***) 
UP (closing) 85,89% 21,07% 64,82% 3,8619 (0,0009***) 

UP (market-adjusted) 86,73% 21,41% 65,32% 3,9022 (0,0008***) 
Number of IPOs 6 17     



5. Conclusion 
 
The purpose of this research is to test if there is a difference in amount of IPO underpricing 

between China and the US and what causes this difference. In line with the theory there 

should be a vast difference between the two countries. According to the theory the IPO 

underpricing in China should be significantly higher than the IPO underpricing in the US. 

However, after comparing IPOs from both countries, I do not find statistical evidence of this 

difference.  

 

On the other hand, there are enough explanations to make the assumption that Hong Kong is 

not representative of the Chinese IPO market. First of all, the IPO filing process in Shanghai 

is considerably different than the process in Hong Kong. Where the IPO process in Hong 

Kong is comparable to the process in the US and does not directly cause underpricing, the 

IPO process in Shanghai is heavily regulated by the CSRC and has proven to contribute to 

IPO underpricing. Furthermore, the analyst coverage in Hong Kong is very high which leads 

to low information asymmetry. The analyst coverage in Shanghai is noticeably lower. These 

reasons provide me enough evidence to justify the assumption that an exclusion of Hong 

Kong observations from the sample previously labelled as China. After testing for an equality 

between means for the US and Shanghai I find significant evidence that there is a difference 

between the two countries. In the multivariate analysis I did not find any evidence of factors 

that have a significantly contribution to IPO underpricing, even though I expected them to be 

of influence. Therefore it is difficult to pinpoint what the major causes of this difference 

between China and the US are. The most likely explanation is that the interference of the 

CSRC in China causes the relatively high IPO underpricing in China. Because of their 

informal window-guidance approach the IPO price is often lowered and dropped significantly 

below the first day opening and closing price.  

Next to that, the analyst coverage is a plausible explanation for the difference between China 

and the US. As described in the literature, IPOs in the US are covered more by analysts and 

investors are more informed. Because of this there is less risk related to the IPO and thus less 

need to convince the investors to take part in the IPO by lowering the offer price. As the 

investors do not necessarily have to be convinced to buy the stock during the offering, it is 

less essential for firms going public to set the offering price low. 

The fact that Hong Kong scores higher on analyst coverage and has an IPO filing process 

which is more similar to the one in the US contributes to my finding that the difference 
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between China and the US is not significant when Hong Kong is included, but is significant 

when Hong Kong is not included.  

 

My findings are somewhat in line with the theory if you exclude Hong Kong from the 

observations, although the research has limitations. First of all, the sample size is relatively 

small. There are only 54 observations for China and if the Hong Kong observations are 

excluded only 23 are left. The reason for this relatively small sample size is limited data 

availability. Findings could have been different if all the IPOs during 2007-2012 were 

included, but data was simply not available. Because of a small sample size it is also difficult 

to make a comparison and analysis for differences in underpricing between years.  

 

The major finding of the paper is that IPOs in China, in this case Shanghai, are more 

underpriced because of lower analyst coverage and an informal IPO filing process. It would 

be interesting to see what the characteristics of other developing stock markets are and if the 

underpricing in these countries is higher or lower than in China. Moreover, it would be 

interesting to see in the future if the underpricing in China is dropping as the economy and 

stock market is modernizing.  
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7. Appendix 
 

 

	  Underwriter Rank 
2005-2007 

Rank 
2008-2009 

Rank 
2010-2011 

Rank 
2012-2014 

JP Morgan 9 9 9 9 
Morgan Stanley 9 9 9 9 
Goldman Sachs 9 9 9 9 

Credit suisse 9 9 8,5 8,5 
Citigroup 9 9 9 9 

UBS 8 8 8,5 8,5 
Barclays 8 8 8 8 

Merril Lynch 9 9 8,5 8,5 
Jefferies 5 6 8 8 

Piper Jaffray 7 7 7,5 7,5 
Lehman Brothers 8 8 NA NA 
Deutsche Bank 9 9 8,5 8,5 
Robert W Baird 7 7 NA NA 

Stifel 5 5 7 NA 
Keefe Bruyette 

Woods 7 7 7 7 

RBC Capital markets 7 8 8 8 
William Blair 7 7 7 7 

CIBC 8 8 7,5 NA 
Paulson Investment 3 3 3 3 
Barret & Company NA NA NA 3 

Dawson James 2 2 2 NA 
MDB Capital group NA NA 2 4 

Leerink Swann NA 5 6 7 
Raymond James 7 7 7 7 

Wells Fargo 7 7 8 8 
Friedman Billings 5 5 5 5 

CICC 7 7 7 7 
HSBC 9 9 8 8 

BNP Paribas 8 8 8 8 
Credit Agricole 7 7 7 7 

BOC International  4 4 4 4 
Citic securities 8 8 9 9 

CLSA 7 7 7 7 

Appendix A: Underwriters and their prestige ranking 


