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R W 1PO % H3 | 1PO it
1999 474 3
2000 380 1
2001 77 2
2002 65 1
2003 61 2
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2006 155 2
2007 157 2
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2009 41 0
2010 93 0
2011 81 0
2012 93 0
2013 156 1
2014 206 0
2015 114 1
2016 74 0
2017 89 0
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IPO pricing mechanism and its improvement: From the perspective of signa—
ling game and global signal
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Abstract: The healthiness of IPO market lays the foundation of a healthy financial market. Two mainstream
methods for IPO are book-building and auction. Most literature believe that auction is superior in price discov—
ery and efficiency; nevertheless the book-building has taken the lead and is chosen by more capital markets
in reality. This paper builds a signaling model to characterize the decision-making process of investment banks
in the IPO process. Global signals are used to model the information structure of IPO; the incentives of invest—
ment banks are analyzed and their further implications on investors” decisions and underpricing are examined.

The results show that the only PBE of the model that satisfies divinity criterion is a pooling equilibrium in
which every investment bank chooses the book-building method. The empirical simulations and tests show that
underpricing is negatively related to the coverage of the road show and the accuracy of the information provided
by the investment bank. An IPO mechanism that combines the information advantage of book-building method
and the low underpricing of auction method are prosposed so as to better serve the capital market as well as
the real economy.

Key words: book-building; auction; global signal; signaling model



