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Abstract

Investor decision-making behavior is the core issue in financial theory. Informa-
tion, belief and preference are three critical elements of investor decision-making.
Under the assumed conditions of rationality, complete information and homogeneous
belief, the modern finance theory cannot unveil the mutual mechanism of information,
belief and preference. Investor decision-making behavior is strictly standardized and
axiomatized. Behavioral finance theory holds that investor decision-making behavior is
an information processing process. Under the hypothesis of bounded rationality, it
applies the methods and results in cognitive psychology and experimental economics
etc. to the study of investor decision-making behavior, analyzes psychological bias,
cognitive bias and behavioral bias. It reveals the actual decision mode and behavior
characteristics of investors, which is a supplement and a development to the modern
finance theory. However, the behavioral finance theory mostly focuses on analysis of
behavior bias and didn’t carry on a depth research to the mutual mechanism of informa-
tion, belief and preference, and consequently cannot truly unveil investor decision-
making behavior. This book sets out from information diagram, explores the mutual
mechanism of information, belief and preference in the investor decision-making
process, which has an important theory meanings. At the same time, since the rising
of behavioral financial theory, a great deal of behavior bias has been discovered.
Whereas given China as a emerging great power, the study on the investor behavior bi-

as of China securities market has not acquired a full research. Thus, this book carries



on theoretical analysis and empirical studies on the investor behavior bias of China se-
curities market, it’s conclusions have important realistic guiding significance to portfo-
lio selection, risk management and securities market development.

This book includes 8 parts and the research contents are as follows:

1. Research on the theoretical framework of investor decision-making behavior.
Based on the ideas which this book puts forward that investor decision-making is firstly
information decision and is the investor’s belief updating in information processing
process in nature, this book tries to explore the theoretical analysis framework of
investor decision-making behavior. For making it come true, setting out from informa-
tion diagram, this book analyses the shortages of investor decision-making behavior in
modern finance theory and behavioral finance theory respectively and sets out a theo-
retical framework of investor decision-making behavior.

2. Research on the formation mechanism of investor behavior bias. First of all,
this book focus on analyzing the belief updating process in investor information
processing process, and explores the mutual mechanism of information, belief and
preference based on the analysis of financial market information and its value. Second-
ly, setting out from the three main factors of information, belief and preference, it
explores the mechanism of psychological bias, cognitive bias and behavior bias. Final-
ly, it studies some typical behavior bias and its formation from three levels: irrational
information, irrational belief and irrational preference.

3. Research on the Investor behavior of china securities market. The investor’s
behavioral biases in emerging great power stock market is the hot academic issue at
home and abroad. This book takes the China securities market as an example and tries
to study this issue. Firstly, from the investor structural characteristics of China secur-
ities market, this book analyses the investor’s limited information ability, and makes
theoretical and empirical studies on the investor’s irrational information reaction biases

from the rationality and bounded rationality, limited information ability and market



reaction which are carried out in China securities market. Secondly, there are empirical
study on the existence of the overconfidence and the herd behavior in China securities
market. Thirdly, a general equilibrium analysis on IPO pricing and formation mecha-
nism of high IPO underpricing and an empirical study on the relationship between opti-
mistic emotion and high TPO underpricing in China securities market are carried out.
Finally, a rational expectation model with information cost is build to explore the for-
mation mechanism of home bias of idiosyncratic investor caused by the asymmetry
information inemerging great power stock market on the basis of the noise rational
expectation model which Grossman and Stiglitz (1980) was builded. An empirical
study is carried out to test the relations between the asymmetry information and the
home bias using asymmetry information asymmetry gravity model.

4. Research on the investor’s learning and the micromechanism of behavioral bia-
ses correction in emerging great power stock market. This part studies the investor's
learning, the correction mechanism and the path of behavioral biases on the basis of
the summary on the learning theory.

Compared with the present literature, the main contributions of this book can be
summarized in the following aspects:

1. This book suggests that the investor’s decision is an information decision in
fact. The belief updating and new knowledge forming in the process of information
processing is the core of investor’s decision-making. The investor’s decision-making is
indeed a belief updating in the information processing. Based on this idea, this book
researches the theoretical analysis framework of investor decision-making. The forma-
tion mechanism of investor’s behavioral bias is researched Based on the logical
thinking—information—>mental biases—belief bias—cognitive bias—behavioral bias.

2. The concept of regional market portfolio is put forward and used to theoretical
analysis on home bias and empirical study on the relation between information asym-

metry and home bias. The concept of regional market portfolio is developed from the
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ideas of market portfolio in the CAPM and is applied to the mathematical description of
home bias and the empirical study on the relation between the information asymmetry
and the home bias. This regional perspective of the study on the home bias is a supple-
ment to the country perspective and the company perspective in current international
academic.

3. The theoretical and empirical study on high TPO underpricing in China securi-
ties market from the perspective of investor emotion. A general equilibrium analysis on
IPO pricing and formation mechanism of high IPO underpricing in China securities
market is carried out. An empirical study is carried out to test the relation between the
optimistic emotion and high IPO underpricing in China securities market based on 12
hypotheses.

4. A simple rational expectations model with information cost is constructed to
study the formation mechanism of home bias within one country stock market on con-
dition of asymmetry information. On the basis of the noise rational expectation model
which Grossman and Stiglitz(1980) was builded, it constructs a rational expectation
model with information cost to identify the formation mechanism of home bias from the
difference in the information decision and assets selection that the informed investor
and the uninformed investor make respectively. A numerical simulation is carried out
to verify the model effectiveness and achieves a quantitative cognition to the idea which
home bias exists when investor faces information asymmetry and the degree of home
bias improves as information cost increases. Finally, an empirical study is carried out
to test the relations between the asymmetry information and the home bias using
asymmetry information asymmetry gravity model. It suggests that the home bias in-

deed caused by information asymmetry in china securities market.
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