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Figure 1 Trajectories of Typical Stationary,
Random Walk, and Explosive Autoregressive Processes
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Research on the Bubble’s Dynamic Evolution of China’s GEM Market

XIAO Ming,LI Ge,GUO Ying
School of Economics and Management, University of Science and Technology Beijing, Beijing 100083, China

Abstract : Although the GEM market has been developing for only eleven years, it has experienced frequent surges and slumps.

In addition, the stocks with price-earnings ratio over 30 times account for 88.278% , showing that there is a risk of bubbles and

overvaluation in the GEM market. The bubbles will damage the interests of investors, and accumulate systemic risks in financial

markets, resulting in lower efficiency of resource allocation. Only by reasonably detecting the multiple bubbles in the GEM mar-

ket, especially stamping the origination and termination points of these bubbles dynamically, can market regulators, monetary au-

thorities and investors take corresponding measures according to the market conditions to prevent the bubble from further expan-
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ding.

For the first time, based on the series of price-dividend ratio, the bubbles in China's GEM market were tested from the per-
spective of investment and returns. This study selected the weekly closing data of the total return index and price index from June
1, 2010 to September 1, 2017 as the observations, then the price-dividend ratio series were backed out from RI and PI on the
basis of Cochrane's formula. Getting critical value sequences by Monte Carlo simulation , GSADF method and BSADF time-stam-
ping method were used to test the existence of bubbles and stamp the origination and termination points of these periodical bub-
bles respectively. Thus, we can dynamically detect the evolution of the GEM market bubble.

The results indicate for the first time that China’s GEM market has formed seven bubbles. Every time, the bubble exuber-
ates and then collapses rapidly, with a great degree. The empirical evidence shows that the GEM market, which is dominated by
individual investors, has a more serious herd behavior. Compared with the market in the United States, which presents “slow
cow” , the Chinese GEM market is still an emerging market with frequent fluctuations. Furthermore, there is a bubble in April
almost every year, forming the “ April effect” in the GEM market. The “ April effect” indicates that China's GEM market exuber-
ates in April every year.

From the perspective of the combination of investment and returns, this study provides a new thought to test the periodical
bubbles in the GEM market. This study also opens up a broad prospect for the further study of the differences in corporate finan-
cial decisions between in the bubble period and out of the bubble period, such as dynamic adjustment of capital structure, divi-
dend policy, cash holdings, mergers and acquisitions. Meanwhile, it can provide reference for regulators to introduce correspond-
ing regulatory measures in different bubble periods.

Keywords ; GEM ; market bubble; price-dividend ratio; GSADF test; BASDF time-stamping method
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