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Optimal auction strategy and net underpricing in IPO book-building system

ZHOU X iao-hua, X IONG W ei-qin, MEN G W ei~dong
College ofE conan ics and Busness A dn mistratbn  Chongqing University Chongqng 400030 Chmna

Abstract In this paper, the conception of net underpricing is put foward Usng themethod of the un ifoim-
price share auctions and supposng the mstitutional nvestors beng hanogeneous, risk-neutralw ith he goal of
the maxm al expected-utility valug we study the optimal auction strategies of the institutbnal nvestors for their
request quantity beng certain ex ante and deduce the equilbrium expressbns of IPO price and its net under
pricing. Thenwe obtan the resulis that the linear equilbrium auctbn strategy strictly dam inates nonlnear e
quilibrim auctbn strategy and that the hidden den and of the nstiutonal nvestors and PO net undepric ng
are positively related, and that the net undepric ng exists
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