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In this paper, we discuss the dynamic properties of an asset pricing model with the existence of market makers, and
analyze the stability of fundamental and non—fundamental equilibrium and the bifurcation phenomenon that appears
when the price adjustment speed of market makers varies. We find that suitable restriction to the adjustment speed of

market makers is significant for avoiding fluctuation of asset price.

Behavioral Asset Pricing Model Based on Conservism Bias «««coeceeeeeeeeeeeeieieiii.. Chen wei 35
From the perspective of "Posterior Mean" of asset return, the paper constructs "the Behavioral Asset Pricing Model
Based on Conservism Bias" by the methods of Economics of Information, Microstructure Theory and Dynamic
Stochastic Control. The model proves that the conservism bias, due to the psychology of investors, will lead to
mispricing. Firstly, we prove "an Asset Pricing Model Based on Perfect Rationality" under the assumption of the
random walk of dividend. Then, we use static Bayesian Learning to describe how information is integrated into the
posterior mean about asset return. Lastly, we construct a Behavioral Asset Pricing Model Based on Conservism Bias.

Our model can explain some anomalies in capital market.
A Study of Behavioral Finance to the Irrational Dividend Policy of Chinese Listed Companies

.................................................................................... Huang Guo and Chen Shou 40

This paper uses the catering theory in behavioral finance to analyze the irrational dividend policy of Chinese listed
companies. The conclusion is that the irrational behaviors of investors and managers are direct reasons. The paper
also combines China’s special market environment into deeper discussion, and points out that the behavioral finance

researches on dividend policy is quite promising in China.

EMH: Behavioral Finance Versus Modern Financial Theory ------ Chen Ruigang and Y ang Ruyan 46
This paper addresses the effectiveness of EMH, the test of market efficiency and the original theory sketch by which
the test was applied. The authors briefly review various theories and empirical work, the formation of equilibrium
capital price that uncovers information involved and, the problems that traditional empirical work of EMH makes
stock market more efficient but the joint—hypothesis results in the fact that its conclusion is incredible. We conclude
that the valuable question before us is not the technique itself but the theory development which could improve the

effectiveness of criterion to test and the justice of stock market.
An Empirical Study on the Rational and Irrational Herd in Chinese Stock Market

.................................................................................... Guo Lei and Wu Chongfeng 53
The limitation of traditional herding measure restricts the empirical herd research on the testification of herding
existence. According to herding measure with cross—section deviation of factor loading of asset pricing model and
based on Capital Asset Pricing Model Integrating Firms and Market, this paper proposes measures of rational and
irrational herd in stock market. Through the test on Chinese stock market, the dynamic characteristics of herd in

stock market are revealed.
A Psychological Perspective on Behavioral Finance in China

................................................ Wang Xiaolu, Shi Kan, Song Fengming amd Chen Zhuosi 58

Behavioral Finance is a burgeoning area in western financial research, and how to prevent and diversify financial
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risks in Chinese Securities Markets is crucial to the development of Chinese economy in the period of socioeconomic
transition. Conducting the researches of Behavioral Finance will help provide the theoretical basis for the policy—
making of market management to control the investment risks and insure continuous development in Chinese stock
markets. This paper seeks to investigate the psychological mechanism of Chinese investors from the physiological,
cognitive and behavioral levels, so as to contribute, by means of psychological study, to the researches of Behavioral

Finance in China.




