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How Does Institutional Investors’ “ Group Bidding” Behavior

Affect Pricing Efficiency in the Registration-based IPO System?

ZHANG Zongxin, ZHANG Yuanyuan ( Fudan University, 200433)
Summary: IPO pricing is an issue that has plagued the capital market for a long time. How to realize the
marketization of IPOs and effectively solve the A-share “IPO pricing problem” is always an important topic for
securities regulators. As a major breakthrough, the registration system adopts the market-oriented IPO book-
building mechanism. However, some institutional investors focus on strategy rather than research in the process
of TPO book-building, causing new problems such as the “group bidding,” which greatly influences the
equilibrium of pricing. So how to explain this phenomenon? Is IPO book-building reform of the registration
system effective?

This paper studies the micro mechanism and price impact of the institutional investors’ “group bidding”
strategy in the registration-based IPO book-building system. From the viewpoint of the IPO bidding game, this
paper divides the bidding behaviors of investors into “bidding by strategy” and “bidding by research. ” Using
data from 426 listed companies on the STAR Market and ChiNext Market in China and 3,026,838 bidding
records from institutional investors, this paper empirically analyzes the impact of “ group bidding” on IPO
pricing efficiency and its working mechanism.

The main conclusions are as follows. Firstly, “group bidding” is a form of “bidding by strategy” due to
the lack of an incentive compatibility mechanism. Investors prefer “group bidding” because it helps them make
effective bids. Secondly, mechanism analysis shows that, “group bidding” leads the book-building game away
from the market-oriented equilibrium, resulting in serious IPO underpricing. Thirdly, the lead institutions with
high pricing power failed to show their professional research ability, and hindered the effective penetration of
information into IPO pricing, thus exacerbating the distortion of pricing caused by “group bidding. ”

This research is of great significance to solve the “IPO pricing problem” and improve the registration-based
IPO book-building system. Based on the research results, we put forward three policy proposals: (1) accelerate
to establish a market-based IPO game mechanism, and guide investors to change their behavior patterns through
institutional optimization; (2) strengthen supervision of investors’ bidding behavior and build the classification
evaluation system; (3) optimize the investors’ structure, channel more long-term funds into the market and
guide investors to make rational decisions and value investing.

Keywords: Registration System Reform, “ Group Bidding”, TPO Pricing Efficiency, Market-oriented
Pricing Equilibrium
JEL. G12, G18, G20
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