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FORAT 9 IR T i iH 50 R

=8 BEBRTHI“REET AR
Panel A ™ #& 5 H &8 il BUHE 19 5% 00
(D (2) (3) 4)
LCARG0 LCAR120 LCAR180 LCAR240
LIMIT 0.4118%% 0.7395% 1172155 1.3512%%%
(3.2885) (4.2535) (5.4518) (6.3883)
TREAT 0.1366 0.0843 0.2522 0.3866%*
(1.5428) (0.6172) (1.3452) (2.0952)
LIMITXTREAT -0.1190 -0.0973 -0.3317 —0.4583 %%
(~1.1389) (-0.6310) (-1.5991) (-2.1737)
P A P 2 P 2
Tl T b 2 2 2 =
FEAEL 370 370 370 370
F 1A 3.2307%%* 60228 7.6844%5% 13.0989%
Adj. R? 0.0800 0.1971 0.2689 0.3370
Panel B B T4 W 1) 5% 1
(D (2) (3) 4)
LCARG0 LCAR120 LCAR180 LCAR240
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i i) A% B 2 2 2 2
Fill | T p B b 2 2 &
FEA KL 868 868 868 868
F1{E 7.2157#%% 16.5508%* 20.8595%* 28.4793
Adj. R? 0.1678 0.3055 0.3703 0.4153
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New Stock Return, Long-term Performance and Stock Market Quality:
An Analysis on the Long—term Underperformance of Unbeatable IPOs

FANG Xian-ming, ZHANG Ruo—xuan
(School of Economics of Nanjing University, Nanjing 210093, China)

Abstract: The long—run underperformance of IPOs that always achieve high initial returns has severely
restricted the financing efficiency of the capital market, and has become a chronic disease in the Chinese stock
market. Based on the practice of underpricing and the first—day transaction price regulation policy in China, this
article constructs the  “winner” variables of IPOs, analyzes the contribution of “winners” to the long —run
underperformance, and the strengthening mechanism of “winner’s curse” phenomenon. The results show that: the
“winner’s curse” phenomenon does exist in China’s stock market. The “winner” variables of 1POs including the
underpricing of new stocks in the primary market, the cumulative returns during the period when stock is listed
without breaking the daily raising limit and the short—-run cumulative returns after breaking the daily raising limit
make a significant contribution to the long—run underperformance. Further research finds that the “winner’s curse”
phenomenon has a strengthening mechanism which transmits from the primary market to the secondary market: The
returns from high underpricing issuance of new stocks strengthen the phenomenon that the stock prices
continuously reach the daily raising limit in the initial stage. When the new stocks break the daily raising limit and
begin to be traded in large quantities, the excessive optimistic investors’ trading behavior leads to the further rise
of the stock prices, which makes the underperformance become more significant when the glories of the new stocks
fade. The heterogeneity analysis shows that when the company’s performance declines after listing, investor
sentiment is more optimistic, the investor structure is based on small and medium investors, the pricing procedure
is controlled strictly, and the advance payment is cancelled, the “winner’s curse” is even more significant. This
article puts forward policy recommendations from three aspects that including deepening the new stock issuance
system, alleviating the imbalance in market supply and demand, and improving the rules for listing and trading of
new stocks.

Key Words: new stock return; long—term performance; winner’s curse; strengthening mechanism
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