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Certification and Market Power of
Venture Capital on the ChiNext Board

L1 Yao, Wang Xiujun

(School of Finance s Shanghai University of Finance and Economics s Shanghai 200433, China)

Abstract: Value discovery, value creation and value realization are the trilogy of in-
vestment, management and exit of venture capital. This paper studies the effect of venture
capital on IPO underpricing on the ChiNext board in the process of value realization. It
makes a solution to possible nonexistence of effective market prerequisite embedded in tra-
ditional first-day underpricng rate by decomposing first-day underpricng rate into intrinsic
underpricing rate in the primary market and market reaction rate in the secondary market.
It arrives at the following conclusions: venture capital has the dual effect on IPO under-
pricing on the ChiNext board. On the one hand, venture capital plays a certification role
and can alleviate information asymmetry between firms and investors; and firms supported
by venture capital have significantly lower intrinsic underpricing rate. On the other hand,
venture capital has the market power and can attract underwriters with higher reputation
and more investor and analyst attention; and firms supported by venture capital have sig-
nificantly higher market reaction rate. As for the dual role of venture capital, market pow-
er is the dominant role, thereby leading to higher IPO first-day underpricing rates of firms
supported by venture capital.

Key words: venture capital; intrinsic underpricing rate; market reaction rate; ChiNext
board
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