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1 Introduction

The potential for asymmetric information between parties to a transaction represents a fundamental
friction in financial markets. A specific transaction for which this friction is a primary concern is a
firm’s sale of equity to external investors. The potential for informational asymmetry between the
firm and arms-length investors is profound and the informational sensitivity of equity value (Myers
and Majluf, 1984) exacerbates this concern. Identifying ways in which the market mechanism or the
design of specific transactions address this friction is a central issue in financial economics. Here, we
examine the differential role of the underwriter in seasoned equity offerings (SEOs) across the various
mechanisms employed for selling seasoned equity to external investors.

Currently, there are three mechanisms (deal types) for performing a follow-on (or seasoned) offering.
Fully marketed deals follow the format of U.S. initial public offerings (IPOs), including the use of a
“roadshow” and the gathering of indications of interest from investors. This was the dominant type of
deal in the U.S. until about 2009, around which time accelerated mechanisms for follow-on offerings
became more common. In accelerated bookbuilt offerings and bought offerings the offer follows very
quickly (often within 24 hours) after the announcement of the issue.! The increased utilization of these
methods followed the increased use of shelf registration (e.g., Denis, 1991; Bortolotti et al., 2008).

Fully marketed deals involve significant time and expense. The “roadshow” and “bookbuilding,”
which characterize this mechanism, suggest that the primary role of the underwriter in this mechanism
is information production and exchange. This aspect of the mechanism serves to control the potential
adverse selection problem associated with offering new equity. The dramatically compressed time-
line of the accelerated mechanisms limits information production and exchange. Costly information
production of the extent represented by the fully marketed deal structure is, however, not likely to
be necessary for all public firms seeking external capital. For firms that can avoid the cost of such
a process, the cost savings and the ability to sell shares quickly are valuable. However, because it
constrains investors’ due diligence, the use of an accelerated offering accentuates adverse selection.?

The potential adverse selection in an accelerated deal suggests that some method to control this
friction must be embedded in these mechanisms. An important question regarding these new mecha-
nisms is then: what replaces information production as a control for adverse selection in these deals?
A natural answer is underwriter certification (Beatty and Ritter, 1986; Booth and Smith II, 1986;
Carter and Manaster, 1990). The reputational capital of a high-quality underwriter can be used to
certify the value of new issues despite a compressed timeline. However, it is also possible that other

mechanisms may be effective in the limited time span. The purpose of this paper is to examine how

! Accelerated bookbuilt deals are sold directly to external investors, while bought deals are purchased by the under-
writer.
2Blackwell et al. (1990), Denis (1991), and Sherman (1999) have argued that shelf registrations limit due diligence.



changing SEO issuance methodologies has affected the importance of underwriter reputation.?

Inference regarding this question, however, may be impeded by the endogenous matching that
occurs between issuing firms and underwriters in the market for underwriting services. Endogenous
matching can create problems for causal inference regarding outcomes of the issuance process.? Con-
sider the “discount” of the offer price relative to the closing price observed the day before the offer; an
important measure of performance of the offering. Suppose that the issuing firm’s quality is observed
by the underwriter, but imperfectly observed by the econometrician. Further, suppose that firm qual-
ity is related to both the underwriter’s decision to match with the firm and to its pricing of the offer.
In this case, any estimation of the relation between the discount and the issuing firm’s characteristics
will suffer from an endogeneity problem. This is because the unobserved aspects of the firm’s quality
(to the econometrician) are related to the underwriter’s pricing decision and are also correlated with
observable firm characteristics.

Controlling for selection bias, by explicitly examining the matching between parties to the economic
transaction, is an approach that has been employed in a variety of studies in economics and finance.?
Akkus et al. (2016) develop a powerful and easily implementable methodology to control for this type
of bias. Akkus et al. (2018) utilize this methodology in their examination of underpricing in IPOs.
The methodology combines a structural model of the matching between underwriters and issuing
firms with a control function approach (e.g. Petrin and Train, 2010). We utilize their methodology to
consider whether there is a differential impact of underwriter reputation on measures of performance
of follow-on offerings across the available mechanisms.

We find that, in accelerated bookbuilt offerings, when controlling for the endogenous matching
between issuers and underwriters, the announcement effect and the discount are significantly reduced
when a high-reputation underwriter leads the deal. These findings provide strong empirical support for
the importance of underwriter reputation in accelerated bookbuilt deals. In the absence of controlling
for the matching between firms and underwriters, the estimated relation between the announcement
effect (or the discount) and underwriter reputation is found to be insignificant, highlighting the im-
portance of controlling for the selection bias introduced by matching. This contrast reflects the fact
that there is substantial cross-sectional variation among issuers in the extent of their informational

challenges. Assortative matching occurs in which higher-quality firms and more informationally prob-

3Bortolotti et al. (2008) suggest that, globally, IPOs are clustering on fully marketed deal structures, while SEOs
are moving towards an auction-like format (accelerated deals). Our results suggest a refinement of their argument: the
most informationally problematic SEOs continue to use fully marketed deals, while less problematic offerings utilize an
accelerated deal type avoiding costly information production of the traditional approach.

“In the early corporate finance literature, the market for underwriting services is modeled as a one-sided selection
process. Either the firm chooses the underwriter (e.g., Titman and Trueman, 1986; Habib and Ljungqvist, 2001), or the
underwriter selects the firm (e.g., Chemmanur and Fulghieri, 1994). More recently, there is evidence consistent with a
two-sided matching process (e.g., Fernando et al., 2005; Schroth, 2006; Lyandres et al., 2016).

SFor example, studies of venture capital (Sgrensen, 2007), merger markets (Rhodes-Kropf and Robinson, 2008),
underwriting fees in IPOs and SEOs (Fernando et al., 2015), and bank lending relationships (Schwert, 2018).



lematic issues tend to match with more reputable underwriters. If high-quality underwriters are better
able to control for the adverse selection associated with issuing equity, then underwriter quality will
be positively correlated with the informational problems of the issues (which have unconditionally
negative consequences for deal pricing). Therefore, failing to control for matching tends to understate
the role of underwriter reputation in improving the performance of SEOs.

In contrast to accelerated bookbuilt deals, controlling for the matching between issuers and un-
derwriters, the relation between underwriter reputation and the announcement effect is not significant
in fully marketed deals. The selection by the issuer of a fully marketed deal suggests that signifi-
cant information production and exchange is required to market the issue. The market infers that
information production will serve to resolve much of the adverse selection problem and does not react
to the identity of the underwriter at the time of the announcement. In fully marketed deals, higher
underwriter reputation does result in an offer price that has both a lower discount (relative to the
prior closing price) and lower underpricing (relative to the closing price on the offer day).

Bought deals effectively combine an underwriting transaction with insurance of the offer price by
the underwriter. In bought deals, the underwriter has a direct interest in the size of the discount
and this incentive conflict, as well as key differences in the characteristics of firms that use bought
deals, likely explain why higher-reputation underwriters are associated with larger (more negative)
announcement effects and larger discounts of the offer price relative to the closing price on the day
prior to the offer. These findings indicate that the importance of underwriter reputation in controlling
adverse selection is very different across the available deal types.

Finally, we find that, when controlling for the matching between underwriters and firms, in all deal
types, issuing firms pay lower fees as a percentage of proceeds (an approximation of marginal cost)
but higher total fees when matching with a higher quality underwriter (Fernando et al., 2015). This
implies that, consistent with the intuition of the matching model, both the issuer and the underwriter
benefit from the observed matches. A high reputation underwriter charges more in total fees, however,
for those issuers that choose to match with such an underwriter, the value they provide allows the
issuer to raise more capital in a given deal. Our findings indicate that the cost curves associated with
raising seasoned equity differ across levels of underwriter quality and across deal type, and as such,
complement the results in Altinkili¢ and Hansen (2000).

Prior studies of SEOs have emphasized that differences in performance relate to attributes of the
issuer or the circumstances of the issuance, rather than differences in underwriter quality. These studies
consider, for example, the degree to which information about issuers’ prospects is clear, the firm’s size,
the firm’s Tobin’s Q, and the stakes in the firm’s equity its managers maintain (e.g., Korajczyk et al.,
1991; Hansen and Torregrosa, 1992; Denis, 1994). Our findings are generally consistent with the earlier

findings regarding the relation between firm characteristics and SEO performance. Our study is also



able to examine the importance of underwriter reputation on the performance of SEOs.

An earlier literature examined the puzzlingly limited use of shelf registration as an alternative to
the use of a fully marketed deal for issuing seasoned equity. Blackwell et al. (1990) argue that the
reduced due diligence in shelf registration led underwriters to charge higher fees for shelf offerings,
which lowered the appeal of this type of deal. We find that, when controlling for the matching between
firms and underwriters, consistent with the sorting of more informationally problematic issues into
fully marketed deals, fully marketed deals are associated with higher total fees. Denis (1991) suggests
a lack of underwriter certification in shelf offerings is the reason relatively few firms elect to use this
type of offering. Our results provide evidence, when we control for the matching between underwriters
and issuers, consistent with underwriter certification in the accelerated bookbuilt deals. The difference
in conclusions between our study and this earlier literature may result from the novelty of accelerated
offerings at the time of these earlier studies.

Several studies have considered the association between underwriter reputation and aspects of
SEO performance. Fang (2005) finds that higher-quality underwriters generate lower yields in bond
issues by public firms. Altinkilic and Hansen (2003) document that the unezpected discount is related
to the underpricing in the issue, and that this relation is stronger for higher quality underwriters.
Their study does not attempt to control for the matching between firms and underwriters and, due
to the timing of their study, their sample is dominated by fully marketed offerings. Gao and Ritter
(2010) and Huang and Zhang (2011) consider whether marketing by underwriters in fully marketed
deals is effective in changing the elasticity of the demand curve for the issuing firm’s shares. Duarte-
Silva (2010) highlights the role of information production and dissemination of leading banks in the
context of SEOs. Ferreira and Laux (2016) find that firms with boards dominated by independent
directors experience higher abnormal announcement returns at the announcement of an SEQO. They
control for the Carter-Manaster underwriter rank, which is found to be insignificantly related to the
announcement effect. Fernando et al. (2015) consider the relation between underwriting fees and
underwriter quality in IPOs and SEOs. Similar to our findings regarding fees, they report that
higher-quality underwriters receive higher fees, and firms using high-quality underwriters pay lower
percentage fees. Their analysis does not exploit the differences in deal types for SEOs. Moreover,

because their sample period is 1980-2010, their data are dominated by fully marketed deals.

2 Setting

2.1 The market for underwriting services

To examine the outcomes of SEOs, we model the selection in the matching process between firms and

underwriters, accounting for actual matches as well as the alternative, possible but counterfactual,



matches. As in Akkus et al. (2018), the model allows for each firm to match with a single lead under-
writer, but for each underwriter to match with multiple firms; i.e., a one-to-many matching model.
Capacity constraints of underwriters prevent the best underwriters from executing all transactions
and imply that they will earn higher fees relative to less reputable underwriters, ceteris paribus.®

Two types of players participate in the market: issuing firms and underwriters. The set of issuing
firms is denoted F and the set of underwriters is denoted /. A match is defined as a pair m = (u, f),
where u € U and f € F. The set of feasible matches, M = U x F, includes all possible pairs of issuing
firms matching with underwriters.

The equilibrium concept Akkus et al. (2018) employ in their matching model is pairwise stable. A
match m € M is said to be “pairwise stable,” if, for all alternative feasible pairs, neither the firm nor
the underwriter benefits from breaking the stable match and choosing an alternative pairing. In other
words, a match m € M, is pairwise stable if for every counterfactual pairing involving the firm or the
underwriter, either the firm receives a greater payoff from the equilibrium match m, or the underwriter
receives a greater payoff from the least valuable of its equilibrium matches, or both (Sgrensen, 2007).
An equilibrium match is denoted m*, and the set of all equilibrium matches is denoted M™*, where
M* C M. The set of issuing firms that match with underwriter « in equilibrium is denoted F; i.e.,
Fr={f| (u, f) e M*} C F. Similarly, the underwriter that matches with firm f in equilibrium is
denoted U}; ie., Uf = {u| (u, f) € M*} C U. Note that, strictly speaking, an underwriter and a
firm may have multiple first-best matches. The set of equilibrium (or actual) matches, M** C M* |
consists of each issuing firm matching with a single underwriter.”

The set of equilibrium matches is defined by the set of values generated by the feasible matches.
The surplus-value of a feasible match, V,, ¢, is the joint value generated by the pairing of a specific
underwriter v with a specific issuing firm f. The equilibrium in the market for underwriting services
for issues of seasoned equity is developed using a non-transferable utility matching model. The equi-
librium conditions of the non-transferrable utility model are simpler to estimate empirically than are
the equilibrium conditions of the transferrable utility model, and the results obtained from the two
approaches are very similar (Akkus et al., 2018).

For a given firm f, the condition that the surplus value of every non-equilibrium match is less than

the value of the equilibrium match can be written

Vagur,p < Vueus,s- (1)

For a given underwriter u, the condition that the value of any counterfactual match is less than the

SKhanna et al. (2007) and Hanley and Hoberg (2010) provide evidence that underwriters face capacity constraints.
"We allow for ties in the match surplus (the value created and shared by the match) in equilibrium. Because of the
censoring of the match surplus for counterfactual matches, this does not affect the empirical analysis.



least valuable of that underwriter’s equilibrium matches can be written

V., sare < minV, s 2
u, fEFs ot Vg (2)

Pairwise stability requires that only one of the inequalities (1) or (2) holds (Sgrensen, 2007). For a

given underwriter u and a given firm f, these conditions may be written

Vg | uguty or feF; < Vuy = maX{Vueu;,fv;Iel_i}I_}; Vu,f}- (3)

Vu,f, the equilibrium match value, is the upper bound of the match value for all counterfactual matches
in the open set of all non-equilibrium matches. Therefore, Equation (3) can be used to estimate the
upper bounds of the match values for the counterfactual matches in each matching market.®

In the definition of pairwise stability, the inequality representing the underwriter’s value implicitly
assumes that the underwriter is capacity constrained so that, in each market, an underwriter may
only match with a limited number of issuing firms (Khanna et al., 2007; Hanley and Hoberg, 2010).
As discussed in Akkus et al. (2018), this assumption can be eliminated, which makes the inequality
representing the issuing firm’s value the only requirement. Because the definition of the upper bound of
the value on counterfactual matches is a maximum, eliminating the assumption of a capacity constraint
makes this bound more restrictive and, therefore, represents a greater constraint on the data in the
estimation. The empirical evidence indicating that underwriters are capacity constrained and the fact
that including this constraint is a more conservative approach causes us to utilize both the firm and

the underwriter constraints in our implementation of the pairwise stability condition.

2.2 The match surplus

The match surplus represents the value created and shared by the two parties to the match, the issuing
firm and the underwriter. This value is the basis upon which a match is established. Conceptually,
the total value created by a match for the firm is the sum of the funds retained from the issue plus
the value-added from the use of the proceeds. The value created for the underwriter is its total
compensation, including the dollar value of the fees, less the cost of underwriting the issue. Therefore,

the total value created by a match between underwriter « and firm f can be written

Vuyg = MVE{ 1 +GSyy— MVE_, —Cyy (4)

8The matching model summarized above, which is standard in the matching literature (Roth and Sotomayor, 1990) is
described in detail in the Appendix of Akkus et al. (2018). It relies on the assumption that underwriters and issuers split
the value of a match according to a fixed proportion. This implies that the model assumes non-transferrable utility in the
specification of the equilibrium. The resulting equilibrium is similar to the equilibrium in a transferrable utility model
in the sense that every equilibrium in a transferrable utility matching model can be identified as an underwriter-optimal
stable matching in a non-transferrable utility matching model (e.g., Echenique et al., 2013). Therefore, if the matching
equilibrium is optimal for the underwriter (perhaps due to relative scarcity; e.g., Chen and Ritter (2000) in the IPO
market), the empirical content of the non-transferrable utility model and a transferrable utility model will be the same.



where MV E}, | represents the market value of equity after the offering is complete, M'V E;_ | represents

the counterfactual market value of equity in the absence of the issue, G5, ; denotes the gross spread

for the match between underwriter v and firm f, and C,, y represents the costs of underwriting.
Following Akkus et al. (2018), we model the match surplus, V,, r, using the structural matching

equation

Vg = /80+X;,fﬂ+5u,f7 (5)

which is defined for all feasible (observed as well as possible but unobserved) matches (u, f) € M.
In Equation (5), X, s is a vector of observable underwriter, firm, and market characteristics that are
expected to influence the size of the surplus, and ¢, ; represents the unobservable determinants of the

surplus for each feasible match.

2.3 The match surplus proxy

A challenge for this methodology is to find a proxy for the match surplus—the value that is created by
the match and shared between the issuing firm and the underwriter. Once a suitable proxy is chosen,
the pairwise stability requirement can be used to infer upper-bound values for the surplus created by
the feasible but counterfactual matches based on this proxy. The bounds on the match surplus for the
counterfactual matches combined with the proxy for the surplus created by the observable matches
allows for a consistent estimation (using information for all possible rather than only the observed
matches) of the structural equation for the match surplus proxy using a censored regression.

One must identify a proxy for the portion of the total surplus created by the matching in the
market for underwriting services that is specific to a particular match and is shared between the
issuing firm and the underwriter. In their examination of the IPO market, Akkus et al. (2018) use
the long-run value of the issuing firm as their primary proxy for the match surplus. Their reasoning
for this choice is that, because the underwriter is actively making a market in the newly public equity
and is likely to hold shares in the firm for a significant period of time, the underwriter will necessarily
share the post issue value of the firm’s equity as well as helping to determine this value. Furthermore,
it has been argued that for IPOs the underwriter captures a substantial portion of the underpricing in
the form of indirect compensation (Kang and Lowery, 2014), further supporting the use of a long-run
value to proxy for the match surplus.

Similar arguments are not commonly for SEOs. Commonly, a liquid market in the firm’s shares
already exists so the underwriter is not charged with creating such a market. Furthermore, because the
issuer is public, it is unlikely that the value-added from the use of the proceeds of the offering differs
across the firm’s feasible set of underwriters; as opposed to venture capital finance, raising equity is

not combined with advisory services for public firms. The underwriter is, therefore, not expected to



capture a portion of the value added from the firm’s use of proceeds as part of its compensation.

For these reasons, our proxy for the match surplus is the total amount raised in the offering,
identified as the “deal value” in the Dealogic data. This measure is the sum of the proceeds from the
offer received by the issuing firm and the fees paid to the underwriter. The advantage of this proxy
for the surplus is that it is an observable value in which both the issuing firm and the underwriter
have a direct interest. Compared to the total value represented in Equation (4), deal value omits the
value added from the use of proceeds (i.e., investment NPV), which we assume is not affected by the
underwriter and therefore is not expected to be shared between the issuing firm and the underwriter. It
also omits the underwriter’s costs of underwriting the deal. These costs are unobservable; by including
deal type and industry and year fixed effects in the estimation we capture transaction type, time, and
industry variation in these unobservable costs.

For robustness, we have also performed the analysis using different representations of the more
expansive definition of value in Equation (4) and have obtained similar results to those presented
here.? This robustness to alternative definitions of the match surplus proxy is not surprising given
the discussion and extensive evidence provided in Akkus et al. (2018) in the context of IPOs. As
they discuss, it is necessary that the match surplus proxy be a good proxy, not for the overall match
surplus, but only for that portion of the surplus that is not accounted for by the control variables
and the fixed effects in the structural matching equation. They note that what matters “is whether
measuring the value of the match using our proxy (or alternative proxies) is more informative than
the selected versus not selected distinction that a Heckman selection model makes.”

An alternative explanation for this robustness is that it is possible the underwriter captures some
of the value added from the use of proceeds of the SEO. If this is true, the total value represented
in Equation (4) can then be used as the match surplus proxy. However, if the control variables,
specifically, firm size, risk, the market-to-book ratio, along with the industry and year fixed effects,
account for variation in the investment opportunity set of the issuer, then the use of deal value as
the match surplus proxy remains valid (Akkus et al., 2018). Under this alternative, the use of these
control variables to capture variation in the firm’s investment opportunity set explains why deal value
serves as a robust proxy for the portion of the match surplus not accounted for by the controls.

Akkus et al. (2018) consider various empirical proxies for the match surplus in their study with
little change in results. Importantly, they also present a series of Monte Carlo simulations examining
the effect of a match surplus proxy created by the addition of varying degrees of measurement error

added to a true match surplus value. Their reported results demonstrate that the coefficients on

9There are various ways to capture the counterfactual equity value in the absence of an offer. One is to consider the
equity value just prior to the announcement of the SEO. Alternatively, an estimated value of the shares outstanding
prior to the SEO adjusted for a measure of the firm’s systematic return from the period prior to the announcement to a
point in time after the offering. There are no meaningful differences in results using these different proxies.



the variables of interest in the second-stage outcome regression test continue to be reliably estimated
across a wide range of degrees of added measurement error, providing compelling evidence of the

robustness of their methodology.

3 Estimation

3.1 Estimation of the structural matching equation

The proxy for the match surplus represents an estimate of the match value created and shared by
the parties to the observed matches. This proxy and the pairwise stability condition provide upper
bounds for the estimate of the match surplus that would occur in each of the counterfactual matches.
The actual values and these bounds for the match surplus proxy are then utilized in a censored Tobit
regression to consistently estimate the matching equilibrium based on all feasible matches.

To generate the bounds for the counterfactual matches from the equilibrium condition, we assume
that each calendar year represents a different matching market.!? Feasible matches for each market are
between firms that announce an SEO during that calendar year and any lead underwriter associated
with an SEO announced that same year. Firms or underwriters that are not part of any observed
matches during a given calendar year are assumed not to be participating in that market.

The structural matching equation is
Vg = a0+ X, ja+7+v+euy (6)
where

Jfa if (u, f) is observed
Vu,f = ’ :

Vi, if (u,f) is unobserved
v; stands for industry fixed effects, and ~; for year fixed effects.

We use a parsimonious model to explain the match surplus proxy in the matching Equation (6).
The primary explanatory variable of interest is underwriter reputation. This variable is included in
the regression tests on its own and is also interacted with indicator variables for the deal type to
allow reputation to have differential effects on matching for the different deal types. The number of
lead underwriters reported in Dealogic is used as an explanatory variable to capture the size and the
difficulty of placing the offering. Sales reported at the end of the issuing firm’s fiscal year prior to
the announcement are used to control for firm size. Firm size is correlated with expected deal value
and, for a given expected deal value, it is easier for a larger, and therefore better known, firm to issue

the new equity than it is for a small firm. The return volatility of the issuing firm’s equity is used

OFor robustness, we have also considered each industry in each calendar year to represent a different matching market
and obtained similar results.



as a measure of firm risk. Amihud’s (2002) measure of illiquidity provides a measure of the elasticity
of the demand for the firm’s equity (Gao and Ritter, 2010). We use the firm’s market-to-book ratio
to capture the issuing firm’s growth opportunities.!! The number of SEOs in the previous quarter is
used to capture general financial market conditions as well as waves in the SEO market.!?

Existing studies have recognized that relationships between underwriters and issuing firms have
a tendency to persist over time (e.g. Fernando et al., 2005). Thus, one explanatory variable that
may seem natural to include in the matching equation is a control for the existence of a prior match.
It is important to note, however, that in a given matching market, a match in a prior market is
not an observable characteristic of the firm or the underwriter. Rather the prior relationship is the
result of a past endogenous match. The prior match may reflect both observable and unobservable
characteristics of the match between the issuing firm and the underwriter, as well as the characteristics
of the other underwriters competing at the time of the prior match. The objective of the matching
equation is not to maximize the explanatory power of the first-stage regression test, but rather to
remove the variation related to firm/underwriter/market characteristics that are observable to the
econometrician, capturing the unobservable aspects of the matching in the estimated residual.'> We,
therefore, do not include a control for past underwriting relationships in the matching model.

An important choice in this study regarding estimation of the matching equation concerns how to
model the interaction between the matching between issuing firms and underwriters and the choice of
deal type. The choice of deal type may affect the matching process. The point in the process at which
deal type is selected will dictate the appropriate approach to estimating the structural matching
equation. If firms select the deal type prior to matching with an underwriter, then the matching
between firms and underwriters is conditional on the chosen deal type, and the structural matching
equation should be estimated for each deal type separately. Such an approach also assumes that firms
and underwriters consider characteristics of their match partners differently across deal types and
would impose a restrictive structure on the data that is unlikely to be realistic.™

In contrast, if firms and underwriters are willing to implement any deal type for each offering, then

matching is conceptually between firms and underwriter-deal type pairs. Feasible matches would be

HYWe use the market-to-book ratio as a forward-looking measure of the firm’s investment opportunity set. Following
Denis (1994), we have also considered the level of the firm’s lagged capital expenditures normalized by the book value
of assets and obtained very similar results.

12WWe also utilize measures, over the 15 days prior to the announcement of the SEO, of the average return and the
volatility of return for a market index as additional controls for financial market conditions. Including these measures
provides no incremental explanatory power and no change to the results presented here.

13To the extent that some of the information contained in the past match is exogenous (e.g., superior information),
because we are unable to separate the exogenous aspects of this variable from the endogenous aspects, this represents
unobservable variation regarding the matching process. The two-stage approach developed by Akkus et al. (2016) is
explicitly designed to control for this type of unobservable variation.

Estimating the first- and second-stage regressions separately for each deal type provides similar results to those
presented here.
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between firm A and underwriter X for deal type S, where an alternative match is between firm A and
underwriter X for deal type T (as if different divisions in an investment bank specialize in different
deal types and compete with their within-firm counterparts as well as other investment banks). This
flexible approach allows the choice of deal type to interact with the matching between firms and
underwriters in arbitrary ways.'® This is the approach we take in our estimations.'6

In the structural matching equation, all feasible matches (observed and counterfactual) are included
in the estimation. This allows consistent estimation of the parameters of the matching equation using
a censored regression test in which the surplus for each counterfactual observation is censored at the
observation-specific upper bound defined by the stability conditions, V,, ¢- The coefficient estimates of
this model capture the effects of the observed characteristics of the issuing firms, the underwriters, and
the market for SEOs on the match surplus, taking into account the match surplus-value of the observed
match relative to the counterfactual matches. Non-zero coefficients on the dependent variables in this
regression indicate non-random matching between firms and underwriter-deal type pairs with respect
to the relevant observed characteristics.

Importantly, the residual from this equation, &, f, captures the influence of unobserved charac-
teristics of the underwriters and the firms on the matching process. Because the same independent
variables are used in the first- and second-stage regressions, the residuals from the first-stage regression
are orthogonalized with respect to this set of variables. Therefore, the inclusion of this residual in the
second-stage controls for the unobserved component of matching between firms and underwriters and

allows for consistent estimation of the coefficients of interest in the outcome equations.

3.2 Estimation of the outcome equations

Our empirical specifications of the outcomes of the SEOs are

Vg = Bo+Xy B+ +v+vuy (7)

where, Y, ; is the outcome of interest, X, ; is a set of firm, underwriter, and market characteristics
thought to influence the outcome variable, and v, ; is an error term. The outcomes in the above
equation are observed only for the actual matches. The observed characteristics, X,, r, are endogenous
regressors in this equation because v, s includes unobserved factors that affect the pattern of matching
and, therefore, the resulting match surplus. If these unobserved factors related to the matching are

correlated with the observed characteristics, an OLS estimation of the above equation suffers from an

5For example, it may be that for a given issue, if an accelerated book built deal is selected it is optimal to match
with a high quality underwriter while if a fully marketed deal is selected, a lower quality underwriter becomes optimal.
Including all underwriter-deal type pairs in the set of feasible matches allows examination of such possibilities.

6 An intermediate approach that assumes deal type is selected prior to the matching but allows the matching equation
to be estimated using all SEOs from all deal types also provides very similar results to those presented here. This
approach greatly reduces the number of counterfactual matches but does not allow for arbitrary interactions between
the choice of deal type and the choice regarding the quality of the underwriter with which the issuer will match.
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endogeneity problem. One, therefore, cannot consistently estimate the coefficients of interest, 3, for
the outcome variables without controlling for the unobserved characteristics of the matching.
The dependence of the outcome equation’s error term on unobservable characteristics of the match-

ing process can be expressed as

Vaf = Oy f+ puyf (8)

for all observed matches. Following Akkus et al. (2018), we assume that p is independently distributed
N (0,0,), where the parameter ¢ captures the effect of the unobserved determinants of matching on the
outcome variable. They show that the structural relation assumed between the errors of the matching
equation and the outcome variable equation implies the following covariance matrix for the outcome

and matching errors

2, 522 2
Vu,f "N 0 7 o, + %0z do; ' (9)
Eu,f 0 do? o?

With these assumptions, the two-step control function approach is used to obtain consistent es-
timates of the parameters of interest, 3, in the outcome equations. In the first step, the matching
Equation (6) is estimated using a censored regression, so that the actual and all counterfactual matches
may be included in the estimation. From the censored regression, we obtain the estimates &g and &,
and construct the vector of residuals é, ¢ for all feasible matches. In the second step, Equation (7) is
estimated using an OLS regression in which the firm, underwriter, market, and deal-specific character-
istics from the observed matches used in the first-stage regression, as well as the estimated residuals
from the first-stage, €, r, are the regressors.!”

Since the vector €, ¢ is estimated in the first stage, as in Akkus et al. (2018), we bootstrap the
standard errors in the second-stage regression to account for the sampling variation in the entire two
step process. The standard errors are computed using a block bootstrap procedure, where resampling
is done underwriter by underwriter. This allows for within-underwriter errors to have an arbitrary
correlation structure. As such, it accounts for within-underwriter correlation among the observations

that may arise from the specification of the surplus proxy (the true surplus is unobservable) and the

specification of the bounds of the surplus proxy for the counterfactual matches.

4 Data

The primary data source for historical information regarding SEOs used in our analysis is the Dealogic

Equity Capital Markets database. Because this study exploits differences in deal type, it is essential

1"The control function approach has been shown to account for selection in many recent applications in economics and
finance (Card, 2001; Schroth and Szalay, 2009; Petrin and Train, 2010; Wooldridge, 2015; Akkus et al., 2016). Akkus
et al. (2018) discuss the relation between their approach and the Heckman selection correction.
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that reported deal types are as accurate as possible. While the SDC new issues database is a more
common data source for information on new issues, Gao and Ritter (2010) report that, compared to
SDC, Dealogic has greater accuracy in reported deal type.'® Furthermore, Bortolotti et al. (2008)
note that SDC’s classification of deal type can be confusing as multiple designations may be assigned
to a single offer. For these reasons, we use Dealogic as the source of information on SEOs. In addition,
we utilize Compustat data for information on firm-specific characteristics and Center for Research in

Security Prices (CRSP) data for information on returns, market values and market conditions.

4.1 Matching the SEO data

We obtain data on all U.S. SEOs announced between February 1993 and December 2017 from the
Dealogic database. A difficulty with using Dealogic is that its firm identifier is different from the firm
identifiers used in the Compustat or the CRSP databases. In order to collect and match firm-specific
characteristics and pricing data, the SEO firms from Dealogic were first matched with Compustat
firms manually. To this end, we use the following process:

i. Firms are first matched by exact name. If a firm in Dealogic has the exact same name as a
firm in Compustat, we count the Compustat firm as a match. We confirm exact name matches
using the fields TIC (ticker), CUSIP, and SIC to ensure they are true matches. Some of the
exact name matches have CUSIP numbers that do not match between the Compustat and the
Dealogic databases. We re-examine these cases by searching the Compustat database for matches
by CUSIP number. The CUSIP matches are examined manually to determine if the CUSIP
matches are superior to the match provided by an exact name match. In this process, 31 of the

exact name matches are replaced with CUSIP matches.

ii. For SEO firms in the Dealogic database that do not have an exact name match with firms in
Compustat, if the ticker symbol is available in Dealogic, and it is an exact match for a ticker
symbol in the Compustat database, the firm is matched using the ticker symbol. These matches

were then confirmed manually using firm name and SIC code.

iii. For firms in Dealogic without an exact name or ticker symbol matches, we match by CUSIP. If the
Dealogic CUSIP matched a CUSIP in Compustat, we count this as a match, and these matches
are confirmed manually using firm name and SIC code.

iv. For firms in Dealogic that do not match by exact name, ticker, or CUSIP, with a firm in Com-
pustat, string name matches are used if the Levehnstein string match distance ratio between the
Compustat firm name and the Dealogic firm name is greater than 0.8 and the SIC codes are the

same in the Dealogic and the Compustat databases.

8Gao and Ritter (2010) also report greater accuracy for the filing dates in Dealogic relative to SDC.
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This process results in 9,654 ECMDEALS from Dealogic with an identified GVKEY in the Com-
pustat database. The GVKEY is used to gather the relevant data from Compustat for the matched
SEO firms in the Dealogic database. After eliminating duplicate observations, the matching to the
CRSP database is accomplished using the CCM bridge from the merged CRSP Compustat database
created by WRDS. This links the ECMDEAL, GVKEY, and PERMNO firm identifiers for the SEO
firms. After matching ECMDEAL, GVKEY, and PERMNO identifiers for the different databases and
eliminating the SEOs without a complete set of firm-specific characteristics, we are left with 4,663
unique SEOs without missing values for any of the required data.

One aspect of the SEOs in the sample that may be important to consider is that in roughly 14% of
the total deals, Dealogic reports zero new shares issued. Random spot-checking of these deals indicate
that these deals are dedicated to insiders selling shares (i.e., all shares sold in the offering are secondary
shares) rather than the firm raising new equity capital. Our discussion focuses on results generated
when we examine only the deals in which the firm raises new capital; however, for completeness, we

also present results from the set of all deals.

4.2 Variables

Our analysis includes firm- and deal-specific variables that are common in the literature. Table A.1
in the Appendix provides detailed descriptions of these variables. Underwriter Reputation (REPU-
TATION) is the main variable of interest. It is measured as the underwriter’s market share of the
SEO market in the year prior to the calendar year of the announcement. Market share is measured by
the total proceeds of SEOs for which the underwriter is identified as the lead underwriter in the prior
year relative to the total proceeds for SEOs in the prior year. It reflects the underwriter quality and
aggregates different aspects of underwriter ability or quality that may vary over time. The appendix
presents results using a market share measure defined by industry rather than for all SEOs, the re-
sults are very similar. In addition, we have estimated the results using the Carter/Manaster measure
(available on Jay Ritter’s website) again obtaining similar results to those presented here. However,
this measure is based on IPO activity rather than SEO activity, and so is less relevant for our study.

The number of lead underwriters is used to proxy for the size and difficulty of placing the issue.'”
Sales are used to capture firm size, the market-to-book ratio is used to represent the firm’s investment
opportunities. Risk and Amihud’s (2002) illiquidity measure are used to capture characteristics of the
issued security.

An important outcome variable is the announcement effect (ANNOUNCE). It is defined as the

9For deals with more than one lead underwriter listed, we use the first underwriter to appear in the list provided by
Dealogic (a list that has no identifiable ordering). If we instead use the most reputable underwriter in the list the same
results are obtained.
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two-day (the day of the announcement and the day after) unexpected return for the issuing firm. The
two-day effect is considered because we do not have data on the exact time of the announcement, which
may occur after the close of trading on the announcement day. Our results are robust to considering
3 or 5 day announcement windows. They are also robust to estimating the market model over a 30
trading day window beginning 60 trading days prior to the announcement day.

To limit the impact of errors and outliers in the data, we Winsorize the firm and deal characteristics
at the upper and lower 1.0 percentiles and remove observations for which the book value of assets is not
strictly positive and observations with negative values for sales or Amihud’s measure of illiquidity.?°
After these screens, we are left with 4,663 total SEOs, 4,030 in which the firm issued a strictly positive

amount of new equity.

4.3 Summary statistics

Table 1 reports summary statistics for the relevant variables. These statistics are provided as a quick
overview of the nature of the firms issuing seasoned equity. They also contain information about
differences in the characteristics of firms that utilize different deal types.

Panel A of Table 1 presents the summary statistics for the entire sample of SEOs, Panel B considers
the subsample of SEOs for which the firms issued a strictly positive number of new shares, and Panel C
the subsample of SEOs for which the offering is made up of entirely secondary shares. One of the facts
that is immediately apparent from Panel A is that raising seasoned equity is costly. Average (median)
fees as a percent of proceeds are 4.77% (5.00%).2! In addition, the average (median) discount of the
offer price from the closing price on the day before the offer of 5.22% (3.85%) also represents a cost
related to the issue.??

Comparison of Panel C with Panel B shows that SEOs in which only secondary (preexisting) shares
are offered tend to be larger deals, to be led by more reputable underwriters, and tend to list a greater
number of lead underwriters. Panel C also shows that issuers in these deals have lower market-to-book
ratios, lower levels of Amihud’s illiquidity measure, and are less risky relative to firms that raise new
capital (Panel B). As these offers are essentially large block trades, it is not surprising that they have
lower discounts, lower underpricing, and smaller announcement effects. We therefore consider our

main findings to be those for the sample in which the issuing firm raises new capital.

[ Table 1 |

200ur results are robust to either trimming at the 1.0 percentiles rather than Winsorizing or trimming at the upper
and lower 1/2 percentiles.

?'The standard deviation of 1.43% and the range of outcomes (a minimum of 0.40% and a maximum of 10.0%) do not
reflect the same level of clustering found for IPOs (Chen and Ritter, 2000). However, the interquartile range of 4.25%
to 5.70% does indicate some clustering of percent fees.

22If we restrict the sample to firms with more than one day between the announcement and the offer day, then the
average discount remains large at 3.5%. In this way, the discount is measured subsequent to the abnormal market
reaction (mean of -3.6%) to the announcement that the firm is seeking new equity financing.
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One way to classify the available choices over deal type is by whether the demand curve for the
equity of the issuing firm is elastic or inelastic. Gao and Ritter (2010), for example, examine whether
marketing by underwriters in fully marketed deals increases the demand elasticity for shares in the
issuing firm’s stock. From this perspective, accelerated bookbuilt and bought deals may be the chosen
deal types for issuers whose demand curves are highly elastic (or are expected to be elastic post-
announcement). A fully marketed format may be more likely to be used in cases for which the current
demand curve for the firm’s share is expected to be inelastic conditional on the announcement of the
offering. From a different perspective, both fully marketed and accelerated bookbuilt deals are sold to
external investors while bought deals are purchased by the underwriter. A distinction between these
deal types is that bought deals are likely to be utilized by issuers for which, from the underwriter’s
perspective, the possibility that asymmetric information is the motivation behind the offer is very
small. For the firms that utilize fully marketed or accelerated bookbuilt deals, appropriate pricing
conditional on the firm’s decision to issue is less certain from the underwriter’s perspective.

To shed light on the differences in firms pursuing different types of offers, we report summary
statistics conditional on the chosen deal type in Panels D, E, and F. Bought deals are notable in
several respects. On average, bought deals are led by the most reputable underwriters with fewer
lead underwriters than either fully marketed or accelerated bookbuilt deals. Bought deals are also
used by the least risky, most liquid issuing firms. SEOs from these issuers, on average, result in the
lowest discounts, have the lowest underpricing, and the lowest total and percent fees. Not only are the
averages for risk and illiquidity lower for bought deals, but the standard deviations of these measures
for the firms employing bought deals are low relative to those of the other deal types, suggesting a
low level of cross-sectional heterogeneity for these offers.

Accelerated bookbuilt deals have an intermediate level for average underwriter reputation and,
on average, the highest number of lead underwriters are involved in this type of deal. Accelerated
bookbuilt deals also have the highest average discount and the largest (most negative) average an-
nouncement effect of the different deal types. Average risk and illiquidity for firms that choose accel-
erated bookbuilt deals are lower than for firms utilizing fully marketed deals. Firms using accelerated
bookbuilt deals also have the second-highest average level of percent fees.

Finally, fully marketed deals are used for (on average) smaller, riskier, less liquid issuers that have
the highest market-to-book ratios and issue the smallest amount of equity. The dispersion in these
measures across firms using fully marketed deals is also relatively high. Not surprisingly, the fully
marketed deals have the highest level of average percent fees. The high fees likely reflect the cost of
the roadshow, but may also reflect other costs the underwriter is exposed to for this deal type. The
average announcement effect and the average discount for fully marketed deals are similar to those

of bought deals. However, recall that, for fully marketed deals, the offer date occurs long after the
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announcement and so the discount and underpricing are measured relative to market prices that are
able to incorporate the information produced during the roadshow.

These differences in deal type summary statistics are consistent with sorting of firms into deal
types. Bought deals appear to be utilized by for narrow set of the highest-quality (least-opaque)
offerings. The summary statistics and the nature of the deal suggest that there is less of a problem
associated with asymmetric information and that their shares are very liquid. Firms with highly
uncertain quality appear to use fully marketed offers. The use of an extended roadshow indicates
a significant possibility for asymmetric information and a need for information exchange to identify
a price at which there will be demand for the new shares. Accelerated bookbuilt deals are chosen
for firms between these extremes. The relative size of the average discount in accelerated bookbuilt
deals is suggestive of the potential for asymmetric information, but the accelerated nature of the deal
implies that demand for the new shares can be created with appropriate pricing by the underwriter.

Table 2 reports the number of deals and the aggregate proceeds of deals by year and by deal type.
These data show that between 2008 and 2009 accelerated deal types became the dominant methods for
performing SEOs. An examination of the correlations (Table IA.1 in the Internet Appendix) between
the explanatory variables used in this study shows no strong correlations. There seem to be little
grounds for concern over multi-collinearity with using this set of variables in our regression analysis.

[ Table 2 ]

5 Findings

5.1 First-stage regressions

Table 3 presents the results of the first-stage regressions. The findings presented here use the log of
DEAL VALUE as the proxy for the match surplus. Columns (1) and (3) report, respectively, the
findings of an OLS estimation and the censored Tobit estimation of Equation (5), using all SEOs with
no missing variables. Columns (2) and (4) report, respectively, the findings of the OLS and censored
Tobit regressions restricting the sample to SEOs in which the firm raises new equity capital.

For both the restricted and the full samples, the significant coefficient estimates in the Censored
Tobit regression indicate significant non-random sorting related to the included characteristics of
the underwriters, the issuing firms, and the financial market. The coefficient estimates show that
higher reputation underwriters are associated with more valuable deals. In the sample of SEOs in
which the issuing firm raises new capital, the interaction terms between deal type indicator variables
and reputation indicate that the relation between underwriter reputation and deal value is stronger
for bought deals than it is for accelerated bookbuilt or fully marketed deals. In the full sample,

the interaction between the indicator for fully marketed deals and the reputation variable is also
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significantly positive, however, reputation remains most important in bought deals. The difference
in the findings for fully marketed deals suggests that the nature of the matching between firms and
underwriters is different across the two samples.

The number of “lead” underwriters is strongly positively related to deal value. Also, larger firms
and firms that have higher market-to-book ratios are the issuers with more valuable deals. Riskier firms
and firms with more illiquid equity undertake less valuable deals. More valuable deals are observed
when the SEO market is more active (during so-called “hot” markets).

The differences in the coefficient estimates between the OLS and the censored Tobit estimators
demonstrate the importance of including all feasible (rather than only the observed) matches in the
estimation. The information problems associated with SEOs are not solely a firm characteristic but are
an issue characteristic. High-quality underwriters are not just solving the problems of high-asymmetric
information firms. Rather, they are solving the problems of high-asymmetric information offerings,
which may include, for example, unexpected offerings by firms that do not exhibit strong potential for
asymmetric information. Such offer characteristics may influence the matching between issuing firms
and underwriters. This also highlights the importance of controlling for the unobserved characteristics
of the matching in the examination of the outcome variables.

[ Table 3 |

To examine whether the importance of underwriter reputation has changed with the introduction
of the accelerated deal types, we consider the times series behavior in the coefficient estimate of the
reputation variable in the matching equation. Specifically, we estimated the first-stage regression, year
by year over our sample period, omitting the interaction terms of deal type with reputation in order
to consider a summary of the impact of reputation on the matching between issuers and underwriters.
Figure 1 plots the coefficient estimates across time to examine the trend in these coefficients. It reveals
that, shortly after 2009, the coefficient estimate indicate a distinct change in the way reputation affects
matching in the market for underwriting services for follow on offerings.?3

[ Figure 1 |

5.2 Combined price impact

In our second-stage regressions, we utilize the estimated residual from the corresponding first-stage
regression. If the second-stage regression is estimated for all SEOs (versus only those in which the firm
raises new capital), then the second-stage regression uses the estimated residual from the censored
Tobit in Column (3) (Column (4)) of Table 3.

There is evidence of predictable trading patterns between the announcement and offer dates for

SEOs (e.g. Henry and Koski, 2010; Dutordoir et al., 2019) which makes comparisons between fully

23We are grateful to an anonymous referee for suggesting this analysis.
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marketed deals and the more accelerated deals somewhat difficult. In order to aid in making compar-
isons across the different deal types, we first examine a “combined effect” which measures the price
impact of the offering, aggregating the announcement effect and the discount. The combined effect is
measured as the percent difference between the closing price on the day prior to the announcement
day and the offer price. The findings are reported in Table 4. Columns (1) and (3) consider all SEOs,
while Columns (2) and (4) consider only those SEOs with a strictly positive number of new shares
sold by the issuing firm.

In both Columns (3) and (4), controlling for the unobservable effects of the matching between
issuers and underwriters, REPUTATION is negatively related to (i.e., reduces) the combined price
impact of the offering. Higher reputation underwriters lead accelerated bookbuilt deals that have a
lower combined price impact. Importantly, note that in the OLS regressions (Columns (1) and (2))
the coefficient estimates on REPUTATION are insignificant, highlighting the value of controlling for
the endogenous matching using the two step procedure.

For fully marketed deals, the coefficient estimate on the interaction term, REPUTATIONxFULL,
is insignificant in the sample of SEOs in which the issuer raises new equity capital, indicating a
similar impact of underwriter reputation on the combined price impact of these deals. The coefficient
estimate on REPUTATIONxFULL is negative and significant in the sample of all SEOs, suggesting
that in the sample of all SEOs, reputation leads to a greater reduction in the combined price impact of
fully marketed deals than in the accelerated bookbuilt deals.?* Fully marketed and accelerated book
built deals are similar in that they are both sold to external investors. These findings are evidence
that higher-reputation underwriters provide service to the issuing firm by reducing the negative price
impact of the offering. As we will show in Tables 5 and 6, the combined price impact of REPUTATION
reflects different channels of influence for accelerated bookbuilt and fully marketed deals.

The coefficient estimate on the interaction term REPUTATION xBOUGHT is positive and highly
significant. The bootstrapped standard errors indicate that the sum of the coefficients on the vari-
ables REPUTATION and REPUTATION xBOUGHT is positive and significant. This suggests that
underwriter reputation increases the price impact of the offering in bought deals. Since accelerated
bookbuilt deals and bought deals are both done on an accelerated time line, this finding may seem
confusing. However, in bought deals, the underwriter purchases the issue directly from the issuing firm
and so derives a direct benefit from the price impact associated with the issue. Therefore, this finding

may be interpreted similarly to the findings in Loughran and Ritter (2004) regarding underwriters’

24The coefficient estimates on the interaction term, REPUTATION x FULL, are insignificant in both OLS regressions.
As a way to further emphasize the added value of the matching model, if we include the log of DEAL VALUE and
DEAL VALUE scaled by the issuing firm’s market capitalization in the OLS regression to capture the size of the offering,
underwriter reputation remains insignificantly related to the measure of price impact. The same analysis has been done
for all the outcome variables and in each case there is no change in the significance of the reputation measure or its
interactions with deal type in the OLS regression. We are grateful to an anonymous referee for suggesting this analysis.
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exercise of market power, only in this case this exercise of market power directly benefits the under-
writer. Overall, these findings indicate that the nature and the importance of underwriter reputation
differs significantly across deal types.

With respect to the control variables, larger firms and less risky firms tend to see a smaller price
impact associated with the offering. There is evidence suggesting that firms with a higher market-to-
book ratio experience a smaller price impact, however, the coefficient estimate is only significant in
the full sample.?®> SEOs with more lead underwriters and those offered during hot markets experience
a smaller price impact. Finally, the significance of the coefficient estimate on the variable “ehat”
indicates the importance of controlling for the unobservable effects of the matching between issuers

and underwriters in the estimation.

5.3 Announcement effect

To provide a closer look at the price impact of the offering, we also examine the standard, disaggregated
measures of price impact: the announcement effect and the discount. To this end, however, we must
drop observations for which the number of days between the announcement and the offer is not strictly
greater than one.?6 This eliminates a number of bought deals and, therefore, is not ideal for examining
the impact of the explanatory variable on the outcomes of this deal type. Despite this requirement, a
consistent story emerges from the analysis.

The announcement effect (e.g., Mikkelson and Partch, 1986), which is commonly interpreted as a
market response to potential adverse selection (Myers and Majluf, 1984), is measured as the abnormal
price response at the announcement of the offering. This measure represents a measure of the market’s
assessment of the combined impact of the announcement of an equity issue and the identity of the
underwriter leading the offering. Therefore, it allows us to examine the market’s expectation of the
impact underwriter reputation has on the performance of the offers. The findings regarding this
measure are reported in Table 5. Columns (1) and (3) consider all SEOs, while Columns (2) and (4)
consider only those SEOs with a strictly positive number of new shares sold for the issuing firm.

The main finding from Table 5 is that, controlling for the unobserved characteristics of the match-
ing between firms and underwriters, both Columns (3) and (4) indicate that the use of a high-quality
underwriter is associated with a significantly smaller (less negative) announcement effect for acceler-

ated bookbuilt deals. This finding illustrates the importance of underwriter reputation for this deal

25The negative coefficient estimate on the market-to-book ratio is consistent with the findings in Denis (1994), which
examines whether firms with better investment opportunities experience a lower announcement effect. In our analy-
sis, substituting capital expenditures (scaled by book assets) for the market-to-book ratio also results in a significant
coefficient estimate.

26This must be done to ensure that the announcement effect is measured relative to a closing price unaffected by the
news of the offering. Similar results are obtained if we restrict “days announcement to offer” to be greater than 2 or
greater than 4. However, doing so effectively restricts the analysis to fully marketed deals.
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type. The use of a highly reputable underwriter in an accelerated bookbuilt deal serves to reassure
investors of the value of the offering despite the potential for adverse selection in these deals.?”

Columns (1) and (2) report insignificant coefficient estimates for REPUTATION in the OLS re-
gressions. The contrast in these findings stems from the endogeneity introduced by the assortative
matching between firms and underwriters, illustrating the importance of controlling for this matching
when examining the relation between outcomes and underwriter quality. As expected, correction for
the endogeneity problem in the reduced form regression tests corrects bias in the point estimate of
the coefficient on the variable REPUTATION, as well as increasing its precision. For example, com-
paring the coefficient estimates in Columns (2) and (4), there is a 28% increase in the magnitude of
the coefficient estimate on the REPUTATION variable, while the standard error of this estimate is
reduced by 75%. The high level of statistical significance of the coefficient estimate on the residual
from the first-stage regression (ehat) provides further evidence of the importance of controlling for the
unobserved aspects of the endogenous matching between underwriters and issuers.

The coeflicient estimate on the interaction term REPUTATION x FULL indicates that the relation
between underwriter quality and the magnitude of the announcement effect is significantly smaller
in fully marketed deals. Furthermore, the sum of the coefficient estimate on REPUTATION and
the coefficient estimate on REPUTATIONXFULL is close to zero and the bootstrapped standard
errors indicate that the relation between the announcement effect and underwriter reputation for
fully marketed deals is significant. This finding is consistent with the argument that there is little
scope for underwriter certification in establishing a price for the offering in a set of firms for which a
fully marketed deal structure is chosen. It is also consistent with the argument that the role of the
underwriter in fully marketed deals is information production and exchange, limiting the potential for
differential performance of high versus low quality underwriters in an offering for a public firm.

The coefficient estimates on the interaction term REPUTATION x BOUGHT, reported in Columns (3)
and (4) are negative and significant. Summing these coefficients and the estimated coefficients on the
REPUTATION variable indicates that, in both samples, there is a significantly negative relation be-
tween underwriter quality and the announcement effect in bought deals; higher-quality underwriters
are associated with larger announcement effects. As noted above, in bought deals, the underwriter
has a direct interest in the price impact of the offering. If high-quality underwriters in bought deals
select uncompetitively high discounts (as indicated by the analysis of the combined effect and, as dis-
cussed below), then this finding is evidence that the market anticipates this behavior. Note that these

coeflicient estimates are based on relatively few observations, suggesting some caution in interpreting

?"Gao and Ritter (2010) and Huang and Zhang (2011) suggest that superior marketing efforts by high-quality under-
writers can lower the price impact of the issue (a smaller discount) in fully marketed deals, and that this explains the
use of a slow and costly mechanism. The limited-time between the announcement of the issue and the offer suggests that
this is unlikely to explain this result.
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these results. However, the consistency of the results suggests this is not a concern.

Few of the other control variables are significantly related to the announcement effect. The
announcement effect is smaller (less negative) when the number of lead underwriters is larger and
(weakly) smaller during periods of high issuance activity. These findings are consistent with the view
that asymmetric information is an important friction when public firms raise new equity capital and
that the underwriter’s reputational capital is employed to certify the value of the issued shares in
accelerated bookbuilt offerings.

[ Table 5 ]

5.4 Discount

The discount of the offer price relative to the closing market price on the day before the offer is a
choice variable. It may serve as an inducement or compensation for investors who purchase shares in
the offering. As such, higher-reputation underwriters should need to rely less on this costly mechanism
than should lower-quality underwriters. The discount is also a direct benefit to the underwriter in
bought offerings, which may therefore alter the nature of the findings for these deals.

Table 6 examines the discount, defined as the percent difference between the offer price and the
closing price on the day before the offer. As above, Columns (1) and (3) present, respectively, the OLS
and the matching market-corrected coefficient estimates, based on the sample of all SEOs. Columns
(2) and (4) report the coefficient estimates, restricting the estimation to consider only those SEOs in
which the issuing firm raises new equity capital.

Controlling for the matching between underwriters and issuing firms, Column (4) shows a signifi-
cantly negative relation between underwriter quality and the discount for accelerated bookbuilt deals
(the coefficient estimate on the variable REPUTATION). This finding indicates that more reputable
underwriters are able to limit this cost associated with accelerated bookbuilt offerings. In Column
(3), where estimates are based on a sample that includes SEOs made up entirely of secondary shares,
the coefficient estimate on reputation is also significantly negative. Again, in Columns (1) and (2)
the coefficient estimates on the reputation variable from the OLS regressions are both insignificant,
highlighting the change in the inference generated by controlling for the matching between underwrit-
ers and issuing firms when examining the performance of SEOs. This finding indicates that a highly
reputable underwriter is able to market accelerated bookbuilt offers with less of a price inducement
for investors than would be required by a less reputable underwriter.

The coefficient estimate on the interaction term (REPUTATIONxFULL) is negative but insignif-
icantly different from zero in Column (4) (it is negative and marginally significant for the full sample,
Column (3)). This indicates that, for fully marketed deals, the effect of underwriter reputation on the

discount is similar to that in accelerated deals. However, in a fully marketed deal, the offer occurs
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several weeks after the announcement rather than a day or two after the announcement as it does in
an accelerated bookbuilt deal. This suggests that the role of the underwriter is very different in fully
marketed deals than it is in accelerated bookbuilt deals. Specifically, that underwriter reputation may
improve information exchange during the roadshow, even though it has no significant effect on the
announcement date price impact of fully marketed deals.

For bought deals, the coefficient estimate on the interaction term REPUTATIONxBOUGHT is
positive and highly significant in Columns (3) and (4). The magnitude of the coefficients indicates that
the discount increases in underwriter reputation for bought deals. The bootstrapped standard errors
indicate that the effect of reputation in bought deals is significantly positive. In other words, issuing
firms are subject to a higher discount when using high-reputation underwriters in bought deals. This
is consistent with the estimated relation between underwriter reputation and the announcement effect
as well as between underwriter reputation and the combined price impact in bought deals.

The coefficient estimates also indicate that the discount is smaller for deals with a greater number
of lead underwriters, for larger firms, for firms with higher market-to-book ratios, and during periods
of high SEO activity. The discount is larger for riskier firms and for firms with less liquid equity.
Finally, the significance of the coefficient estimate on the residual from the first-stage regression again
illustrates the importance of controlling for the unobservable aspects of the matching between firms
and underwriters in the examination of the discount.

[ Table 6 |

5.5 Underpricing

A liquid market in the offered securities does not exist before the offering in an IPO. Therefore, in
order to compare the price set by the underwriter to a market price, the most relevant measure is the
underpricing of the offer price relative to the aftermarket price. The existence of a liquid market in
the issued security in the case of an SEO implies that a more relevant comparison is the discount of
the offer price relative to the closing price on the day before the offer. In an SEO, underpricing is less
directly a choice variable than is the discount. However, underpricing of a seasoned offering on the
day of the offer may represent a cost associated with the offering, and as such, may be expected to be
smaller for higher quality underwriters. It is also true that, for the deal types for which the size of the
discount required to market the new issue, the new issue may convey information that influences the
underpricing (Altinkilig and Hansen, 2003). Therefore, for completeness and comparison to the prior
literatures, we examine underpricing in our sample of SEOs.

Table 7 reports the findings regarding the underpricing in the offerings, defined as the percent
difference between the closing price on the offer day and the offer price. Columns (1) and (3) present,

respectively, the OLS and matching market-corrected estimates for the sample of all SEOs, and
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Columns (2) and (4) present the findings using only those SEOs for which the issuing firm raised
new equity capital. Note that, when examining underpricing, there is no need to restrict attention to
deals for which there is more than one day between the announcement and the offer.

The findings in Columns (3) and (4) show a significantly positive relation between underpricing
and REPUTATION for accelerated bookbuilt deals. Columns (1) and (2) indicate that the relation
between REPUTATION and underpricing is positive, but only marginally significant for these deals.
In Columns (3) and (4), the coefficient estimates on the interaction terms REPUTATION xFULL and
REPUTATIONxBOUGHT are negative and significant. On net, underwriter reputation is negatively
related to underpricing in fully marketed deals and bought deals, but is positively related to reputation
in accelerated bookbuilt deals.

These findings indicate that underwriter reputation serves to increase the underpricing for accel-
erated bookbuilt deals but decrease it for fully marketed and bought deals. In the case of accelerated
bookbuilt deals, the discount and underpricing effects of greater underwriter reputation are roughly
equal and opposite in sign, which suggests an ambiguous effect on price around the offer date. In
contrast, in fully marketed deals, greater underwriter reputation makes both the discount and the
underpricing lower, suggesting a clear positive effect of underwriter reputation on pricing at the time
of the offer. As we discuss further below, these findings are consistent with the findings in Altinkilig
and Hansen (2003), which studies a related question for a sample of fully marketed deals. They find
that the unexpected discount is related to the unexpected underpricing on the offer day.

The coefficient estimates on the control variables indicate that riskier and less liquid firms see
significantly greater underpricing, while larger firms experience less underpricing. Finally, in this case,
the coefficient estimate on the first-stage residual is only marginally significant.

[ Table 7 ]

5.6 Fees

Table 8 reports findings related to the fees associated with the follow-on offerings. Panel A considers
the subset of SEOs in which the issuer raises new capital and Panel B considers the sample of all
SEOs. In both panels, Columns (1) and (2) report the findings for OLS estimates in which the
dependant variables are the log of total fees and total fees as a percentage of proceeds, respectively.
Columns (3) and (4) report the findings for the matching market corrected estimates in which the
dependant variables are the log of total fees and total fees as a percent of proceeds, respectively. The
findings across the samples are similar, so in the interest of space, we discuss the findings from Panel
A unless there is a difference. The findings provide interesting insights into underwriting costs.
Column (3) in Panel A of Table 8 shows that, as expected, the conditional average of total fees

are highest for fully marketed deals and lowest for bought deals. For accelerated bookbuilt deals,
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there is a significantly positive relation between the total fees paid by the issuing firm and underwriter
reputation. The coefficient estimate on REPUTATION xFULL is positive but insignificant, indicating
the relation between underwriter reputation and total fees in fully marketed deals is similar to that

28 Consistent with the lack of measurable benefits to underwriter

in accelerated bookbuilt deals.
reputation in bought deals, the coefficient estimate on the interaction term REPUTATIONxBOUGHT
indicates a significantly weaker relation between reputation and total fees relative to accelerated deals.
Thus, the total fees differ in a way consistent with the variation in direct underwriting costs across
deal types and consistent with the benefits the issuing firm receives from the use of a high reputation
underwriter. There is significant heterogeneity in the benefits and costs for an issuing firm matching
with a highly reputable underwriter across the different deal types.

Column (3) indicates a higher total fee for larger firms (possibly reflecting larger expected offer
size) and for firms with higher market-to-book ratios. Fees are higher during periods of greater SEO
market activity and for deals with a higher number of lead underwriters. Fees are smaller for more
illiquid firms. This last finding is difficult to reconcile with intuition, it is likely that more illiquid
equity is associated with a higher premium for quality. It may be that the smaller expected sizes of
these offerings reduce the fees in spite of the higher per dollar cost of marketing them.

Column (4) in Panel A of Table 8 presents the matching market-corrected estimates using the
percentage fee as the dependant variable. The constant and the indicator variables for deal type
indicate that the (conditional) average percentage fee is largest for fully marketed deals and smallest
for bought deals. For all deal types, underwriter quality is negatively related to (this approximation
of) the marginal cost of raising capital. The interaction terms indicate that for both bought and fully
marketed deals, this negative relation is stronger than it is for accelerated bookbuilt deals. Therefore,
based upon the suggested sorting of issuers into deal type, the most and the least informationally
problematic issuers benefit from a greater reduction in the marginal cost of raising capital as the
quality of the lead underwriter rises. For bought deals, it is possible that underwriters charge less in
fees because of the compensation they earn in the form of the low price they pay for the offering.

An interpretation of the results in Table 8 is that the cost curve for raising equity capital using
a high-quality underwriter has a higher intercept but a lower marginal cost relative to the cost curve
associated with a low-quality underwriter. This indicates that issuing firms derive a benefit from
matching with a high-quality underwriter, and the heterogeneity across deal types is consistent with
the differential role of the underwriter across these different mechanisms. These findings complement
the findings in Altinkilic and Hansen (2000), who characterize the cost curves for issuing seasoned

equity. Their characterization examines the costs based upon different sizes of the issues. We add the

281n the sample of all SEOs (Panel B) this coefficient is positive and significant, indicating a stronger relation between
reputation and fees in the full sample.
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examination of the differences across levels of underwriter quality and deal types, controlling for the
matching between issuing firms and underwriters.

Consider the total proceeds of a given SEO. The use of a higher quality underwriter improves
the performance of the seasoned offer, increasing the proceeds of the deal. It also increases the value
captured by the underwriter in the form of higher total fees. Therefore, consistent with the logic of
the matching model, the issuer and the underwriter share the improvement in performance generated
by a higher quality underwriter. Also consistent with the matching model, the coefficient estimate on
the firm characteristics indicate that this tradeoff is not equally valuable for every firm.

For a given firm, the net benefit of using a higher quality underwriter depends upon the extent to
which that underwriter can increase the offer’s proceeds net of fees. The first-stage regression results
indicate that larger firms tend to match with higher quality underwriters. If larger firms also tend
to issue larger amounts of equity, then the different shapes of the cost curves for high versus low-
quality underwriters explain the interest large firms have in matching with high-quality underwriters.
Similarly, if riskier firms with less liquid equity tend to issue smaller amounts of equity, then the
nature of the cost curves we identify suggests that these types of firms may not find it beneficial to
match with the highest quality underwriters. These findings are consistent with the findings from the
first-stage regression, as well as the intuition of the matching model.

[ Table 8 |

5.7 Residuals

Table 9 reports an analysis of the relation between the residuals of the different second-stage regres-
sion tests. This analysis is similar to that in Altinkilic and Hansen (2003) concerning the correlation
between unexpected values of the discount and unexpected underpricing. We focus on the relation
between unexpected values of the total fees in the deal and the unexpected levels of the announce-
ment and the discount effects, as well as the relation between unexpected levels of the discount and
unexpected underpricing. This analysis sheds light on questions related to competition in the market
for underwriting services and the role of the underwriter.

Panel A of Table 9 presents the simple cross-correlations between the residuals of the second-stage
regressions explaining the announcement effect, the discount, underpricing, and the total fees. It
shows that the unexpected level of the announcement effect correlates positively with the unexpected
levels of the fees paid by the issuing firm. Given that the residuals are from regressions that control
for deal type, the quality of the lead underwriter, and the number of lead underwriters in the deal,
this correlation addresses the question of whether the underwriter is able to undertake actions to limit
the negative price response to the announcement of the new issue, actions motivated by the payment

of a higher than the expected fee.
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Note that higher unexpected fees are associated with lower than expected levels of the discount
and underpricing for the issue. This suggests that there is some substitutability between the two main
sources of cost to the issuer in the SEO. The discount is a choice variable for the underwriter, which
will directly benefit the underwriter (in bought deals) or their investors (in accelerated bookbuilt or
fully marketed deals). Issuing firms that pay higher than expected fees (conditional on the matching
as well as the predictive firm, underwriter, and market characteristics) subsequently tend to see a
superior performance in the SEQO. This evidence may be seen as consistent with the arguments in
Chen and Ritter (2000) who note that the underwriter’s market power allows for an absence of price
competition for IPO underwriting services.

Panels C, D, and E of Table 9 consider this analysis conditional on deal type. This analysis shows
that the relation between unexpected fees and the unexpected discount/underpricing is concentrated in
the fully marketed deals. This finding is not surprising, given that the time and effort the underwriter
spends on the roadshow is in part motivated by the level of fees associated with a fully marketed deal
and that these inputs may impact the elasticity of the demand curve for the shares of the issuing
firm (Gao and Ritter, 2010). There is also a marginally significant negative relationship between
unexpected fees and the unexpected discount in the set of accelerated bookbuilt deals. The discount
is a choice variable for the underwriter and can be manipulated even with a condensed time frame.

For all deals, we find that the unexpected discount is highly correlated with the unexpected level
of underpricing. This finding is related to the findings in Altinkili¢ and Hansen (2003), who interpret
their result as a consequence of the underwriter’s conveying information to the investors via the
unexpected discount. They argue that information regarding the value of the issue is contained in the
chosen discount, and it allows investors to more accurately price the firm’s shares in the aftermarket.
Specifically, positive information known by the underwriter is communicated by the use of a larger
than expected discount, which leads to a larger than expected underpricing. We show that this finding
holds true in accelerated bookbuilt deals as well. These are the deal types for which there is a role for
information transmission between the underwriter and external investors.

In bought deals, the underwriter has a direct interest in the discount and there are no external
investors to which the underwriter would convey information in this manner. Therefore, we would
not expect this to occur in bought deals set of deals. The lack of a significant effect within the set of
bought deals may be due to the small number of observations for this deal type. However, the relevant
coefficient estimate in bought deals is two orders of magnitude lower than it is for fully marketed deals
or accelerated bookbuilt deals. Again, our findings indicate significant differences in the nature of the
outcomes of SEOs and the role of the underwriter across deal types.

[ Table 9 |
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6 Conclusion

We examine the extent to which the introduction of accelerated mechanisms by which public firms
raise new equity capital has altered the role of the underwriter and the importance of underwriter
reputation. We present four main findings: First, controlling for the matching between issuing firms
and underwriters, the immediate price impact of announcing an SEQO is only positively affected by
the reputation of the underwriter in accelerated bookbuilt offerings. Second, for both fully marketed
and accelerated bookbuilt SEOs (those marketed to external investors), the discount of the offer price
from the closing price the day before is lower for higher reputation underwriters. Third, for fully
marketed deals, underpricing on the offer day is also lower the higher is the underwriter’s reputation.
Finally, in bought deals, the discount and the announcement effect are both larger for higher-reputation
underwriters. These findings illustrate the differential importance of underwriter reputation across the
available mechanisms. On net, the discount and underpricing effects offset one another in accelerated
bookbuilt deals, indicating that in these deals the main effect of underwriter reputation on price is
the announcement effect. For fully marketed deals, the discount and underpricing effects reinforce one
another, and the main effect of reputation on pricing occurs at the completion of the offering. Bought
deals appear to be similar to a large private placement to the underwriter, and higher reputation
underwriters obtain lower prices in these deals.

The accelerated aspect of underwriting accelerated bookbuilt or bought deals reduces the direct
costs associated with raising new equity capital, however, the accelerated time line limits investor due
diligence and precludes significant information production. Our findings indicate that the accelerated
bookbuilt mechanism relies on the underwriter’s reputation to certify the pricing of the offering. This
allows the accelerated bookbuilt deal structure to be a cost-effective mechanism for the set of issuers
with relatively limited informational problems.

In contrast to the accelerated bookbuilt deals, in fully marketed deals, the time and cost associated
with the production and dissemination of information imply that there is little role for certification
of the pricing of the issue at the time of the announcement, and hence little role for underwriter
reputation to affect price at the time of the announcement. For the more informationally problematic
equity offerings, the time and expense associated with a fully marketed deal appears to be more
efficient than relying on certification. The higher total fees, lower percentage fees, lower discount, and
lower underpricing associated with a higher-quality underwriter in a fully marketed deal are consistent
with the value a high-quality underwriter provides as a producer of information in this deal type.

The most reputable underwriters appear to utilize bought deals to accomplish the largest offerings
of seasoned equity for the least informationally problematic issues. Screening by the underwriter,

and the underwriter’s willingness to purchase the offering controls the adverse selection. The large
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discount in these deals provides a direct benefit to the underwriter.

For all deal types, the total fees paid to the underwriter vary positively with underwriter quality.
However, across all deal types, fees as a percentage of deal value are negatively related to underwriter
quality. The sensitivities of these relations between fees and quality vary significantly across deal
types. The findings are consistent with the intuition of the matching model according to which issuing
firms pay more in order to match with higher quality underwriters yet share in the higher value created
by the match. They also suggest that the nature of the cost curve for raising seasoned equity differs
significantly across levels of underwriter quality. Specifically, higher quality underwriters have a higher
fixed fee, but a lower marginal cost per dollar raised.

Our findings highlight the importance of informational asymmetry for public firms when raising
equity capital and the alternative mechanisms available for controlling this friction. They characterize
a diverse role for the underwriter and highlight differences in the importance of underwriter reputation
across the mechanisms. They also pave the way for further research examining how uncertainty

influences the selection of different mechanisms and the timing of equity issues.
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Tables and Figures

beta

2000 2010
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Figure 1: Beta Reputation

This figure depicts changes in the impact of underwriter reputation on the matching between underwriters
and issuing firms over time. The first-stage regression (Equation (6)), excluding the interactions between
deal type and the reputation measure, is estimated for each calendar year. The coefficient estimate on the
reputation variable is plotted against the calendar year used in the estimation. The figure shows the change in
the importance of the reputation variable for the matching between issuing firms and underwriters as the new
mechanisms see wider use.
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Table 1: Summary Statistics

This table presents the number of observations, the Means, Standard Deviations, Medians, Minima, and Maxima
of variables of interest for different subsamples of the SEOs. REPUTATION is defined as the underwriter’s
market share of the SEO market in the prior calendar year. #LEAD is the number of lead managers reported
by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at the end of the fiscal year prior
to the announcement year. SALE is the hyperbolic arcsine of the dollar value of the firm’s sales (in thousands
of dollars) reported at the end of the fiscal year prior to the announcement year. #SEO is the number of
SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the
firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to the
announcement date. DEAL VALUE is dollar value (in millions of dollars) of the total proceeds raised in the
SEO. COMBINED is the percent difference between the offer price in the SEO and the closing price on the day
prior to the announcement day. UNDERPRICE is the percent difference between the closing price on the offer
day and the offer price in the SEO. DISCOUNT is the percent difference between the closing price the trading
day prior to the offer day and the offer price in the SEO. ANNOUNCE is the two-day cumulative abnormal
return (estimated using a market model) for the announcement day and the following trading day. FEES is the
dollar value (in millions of dollars) of the total fees paid to the underwriter in the SEO. %FEES is the value
of the total fees paid to the underwriter in the SEO normalized by the total proceeds.

Panel A: Full Sample

Statistic N Mean St. Dev. Median Min Max
REPUTATION 4,663 0.0650 0.0612 0.0545 0.0002 0.2879
#LEAD 4,663 1.9588 1.4952 1 1 14
MARKET BOOK 4,663 2.9652 2.8399 1.9100 0.7780 18.0891
SALE 4,663 0.8130 2.1557 0.1355 0.0000 15.6877
#SEO 4,663 36.9121 16.7305 35 1 85
ILIQ 4,663 0.0395 0.1133 0.0069 0.0001 0.8317
RISK 4,663 0.0015 0.0023 0.0008 0.00005 0.0156
DEAL VALUE 4,663 175.5086 337.7798 94.3000 0.2400 12,189.1100
UNDERPRICE 4,663 0.0234 0.0412 0.0160 —0.1212 0.2060
COMBINED 4,663 0.0565 0.1665 0.0531 —0.7044 0.5415
DISCOUNT 4,663 0.0522 0.0649 0.0385 —0.0667 0.3226
ANNOUNCE 4,663 —0.0361 0.0682 —0.0294 —0.2944 0.1545
FEES 4,663 6.4261 6.7523 4.3578 0.2392 39.9873
%FEES 4,663 4.7754 1.4264 5.0000 0.0400 10.0000

Panel B: Positive New Shares

Statistic N Mean St. Dev. Median Min Max
REPUTATION 4,030 0.0616 0.0610 0.0479 0.0002 0.2879
#LEAD 4,030 1.9171 1.4491 1 1 14
MARKET BOOK 4,030 3.0313 2.9341 1.9328 0.7780 18.0891
SALE 4,030 0.6559 1.9525 0.1045 0.0000 15.6877
#SEO 4,030 37.0814 16.9215 35 5 85
ILIQ 4,030 0.0434 0.1188 0.0077 0.0001 0.8317
RISK 4,030 0.0017 0.0024 0.0009 0.00005 0.0156
DEAL VALUE 4,030 157.9115 309.2199 88.2688 0.2400 12,189.1100
UNDERPRICE 4,030 0.0244 0.0427 0.0164 —0.1212 0.2060
COMBINED 4,030 0.0576 0.1728 0.0537 —0.7044 0.5415
DISCOUNT 4,030 0.0548 0.0673 0.0391 —0.0667 0.3226
ANNOUNCE 4,030 —0.0371 0.0710 —0.0302 —0.2944 0.1545
FEES 4,030 6.1523 6.4108 4.2435 0.2392 39.9873
%FEES 4,030 4.9524 1.3098 5.0700 0.0400 10.0000
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Panel C: Only Secondary Shares

Statistic N Mean St. Dev. Median Min Max
REPUTATION 633 0.0868 0.0578 0.0836 0.0004 0.2879
#LEAD 633 2.2243 1.7385 2 1 11
MARKET BOOK 633 2.5447 2.0988 1.8407 0.7780 18.0891
SALE 633 1.8132 2.9692 0.7087 0.0000 15.6877
#SEO 633 35.8341 15.4280 34 1 85
ILIQ 633 0.0152 0.0629 0.0035 0.0001 0.8317
RISK 633 0.0008 0.0010 0.0005 0.00005 0.0122
DEAL VALUE 633 287.5407 466.4000 158.2 8 7,475
UNDERPRICE 633 0.0169 0.0295 0.0134 —0.1095 0.2060
COMBINED 633 0.0496 0.1193 0.0498 —0.7044 0.5415
DISCOUNT 633 0.0356 0.0441 0.0323 —0.0667 0.3225
ANNOUNCE 633 —0.0293 0.0462 —0.0261 —0.2944 0.1545
FEES 633 8.1688 8.4140 5.3335 0.2392 39.9873
%FEES 633 3.6484 1.6125 4.0000 0.0500 7.7780
Panel D: Fully Marketed Deals
Statistic N Mean St. Dev. Median Min Max
REPUTATION 2,715 0.0604 0.0569 0.0519 0.0002 0.2879
#LEAD 2,715 1.5694 1.0326 1 1 11
MARKET BOOK 2,715 3.1731 2.9828 2.1457 0.7780 18.0891
SALE 2,715 0.5765 1.6176 0.1152 0.0000 15.6877
#SEO 2,715 36.0276 17.0257 34 6 85
ILIQ 2,715 0.0456 0.1173 0.0102 0.0001 0.8317
RISK 2,715 0.0016 0.0022 0.0009 0.00005 0.0156
DEAL VALUE 2,715 153.9359 271.4489 87.5564 0.2400 7,475.0000
UNDERPRICE 2,715 0.0271 0.0382 0.0189 —0.1212 0.2060
COMBINED 2,715 0.0520 0.1914 0.0545 —0.7044 0.5415
DISCOUNT 2,715 0.0431 0.0618 0.0315 —0.0667 0.3226
ANNOUNCE 2,715 —0.0263 0.0596 —0.0246 —0.2944 0.1545
FEES 2,715 6.5648 6.5657 4.5876 0.2392 39.9873
%FEES 2,715 5.1701 0.8984 5.2300 1.1430 10.0000
Panel E: Accelerated Deals
Statistic N Mean St. Dev. Median Min Max
REPUTATION 1,536 0.0682 0.0683 0.0547 0.0002 0.2879
#LEAD 1,536 2.7904 1.8975 2 1 14
MARKET BOOK 1,536 2.8733 2.7694 1.7845 0.7780 18.0891
SALE 1,536 1.0421 2.6288 0.1244 0.0000 15.6877
#SEO 1,536 38.5085 16.4384 37 1 85
ILIQ 1,536 0.0378 0.1188 0.0045 0.0001 0.8317
RISK 1,536 0.0016 0.0026 0.0007 0.00005 0.0156
DEAL VALUE 1,536 197.0325 436.8556 101.0563 1.1500 12,189.1100
UNDERPRICE 1,536 0.0220 0.0471 0.01539 —-0.1212 0.2059
COMBINED 1,536 0.0788 0.1094 0.0609 —0.7044 0.5415
DISCOUNT 305 0.0423 0.0527 0.0348 —0.0667 0.2941
ANNOUNCE 305 —0.0364 0.0653 —0.0301 —0.2944 0.1545
FEES 1,536 7.1314 7.3763 4.8198 0.2392 39.9873
%FEES 1,536 4.8920 1.2158 5 0 8
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Panel F: Bought Deals

Statistic N Mean St. Dev. Median Min Max
REPUTATION 412 0.0833 0.0562 0.0811 0.0004 0.2879
#LEAD 412 1.4248 0.9996 1 1 8
MARKET BOOK 412 1.9376 1.6464 1.4004 0.7780 15.8730
SALE 412 1.5173 2.9259 0.4301 0.0000 15.6877
#SEO 412 36.7888 15.3929 34 6 84
ILIQ 412 0.0061 0.0253 0.0014 0.0001 0.4251
RISK 412 0.0007 0.0012 0.0003 0.00005 0.0156
DEAL VALUE 412 237.4247 293.6215 128.7600 2.0625 2,175.8750
UNDERPRICE 412 0.0042 0.0295 0.0015 —0.0941 0.1921
COMBINED 412 0.0031 0.1516 0.0271 —0.7044 0.5415
DISCOUNT 20 0.0459 0.0838 0.0355 —0.0667 0.3226
ANNOUNCE 20 —0.0208 0.0451 —0.0278 —0.0820 0.1039
FEES 412 2.8820 3.8364 1.7548 0.2392 35.1953
%FEES 412 1.7400 1.3832 1.2855 0.0400 7.7780
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Table 2: Summary Statistics

This table presents the number of observations and the proceeds of deals per year and deal type.

Full Bought Accelerated

Year Number Proceeds Number Proceeds Number Proceeds
1993 144 7635 NA NA NA NA
1994 95 6512 NA NA NA NA
1995 193 14228 1 17 NA NA
1996 220 18274 2 36 NA NA
1997 197 17509 3 101 8 561
1998 131 17960 8 978 6 502
1999 173 33695 7 2934 3 285
2000 190 53326 10 2470 6 248
2001 135 28767 9 1611 10 983
2002 114 18027 6 2623 12 3879
2003 144 17529 15 1847 21 3600
2004 160 26763 33 4241 24 4388
2005 135 21387 8 572 21 4388
2006 134 24193 14 1448 25 4497
2007 112 24258 16 2913 19 5799
2008 26 5546 4 353 48 24667
2009 33 5072 12 2848 145 34520
2010 61 13696 19 4275 113 20158
2011 58 16455 33 8283 125 23519
2012 41 6459 39 8641 153 24772
2013 58 10873 51 17683 191 47840
2014 68 18365 49 12512 177 31060
2015 48 7964 45 15353 218 35586
2016 28 2046 18 3925 133 20544
2017 17 1384 10 2144 78 10835
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Table 3: First-Stage Regression Tests

This table reports the findings of the first-stage regression tests. Columns (1) and (3) report the OLS and
Censored Tobit estimates, respectively, of Equation (6) using the entire sample of SEOs to explain the matching.
Columns (2) and (4) report the OLS and Censored Tobit estimates, respectively, of Equation (6) using the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. VALPROXY is
the natural logarithm of the dollar value of the total proceeds raised in the SEO. REPUTATION is defined
as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of
lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) (3) (4)
OLS Tobit
Constant 2.0407** 2.2004*** —0.1168 0.1323
(0.1419) (0.1609) (0.1206) (0.1358)
REPUTATION 4.0400*** 3.9060"** 6.8469"** 6.5387"*
(0.2805) (0.2851) (0.2185) (0.2236)
BOUGHT 0.1791*** 0.1566** —0.8121*** —0.9737***
(0.0683) (0.0794) (0.0384) (0.0435)
FULL 0.2483*** 0.2139*** 0.1474*** 0.1092***
(0.0407) (0.0422) (0.0252) (0.0256)
REPUTATION x BOUGHT 0.6774 0.9552 1.2939*** 1.2991***
(0.6681) (0.7672) (0.3762) (0.4175)
REPUTATION x FULL —0.8157** —0.4769 0.6934** 0.3952
(0.3637) (0.3794) (0.2795) (0.2903)
#LEAD 0.1997*** 0.2141*** 0.1804*** 0.1892***
(0.0091) (0.0098) (0.0065) (0.0071)
SALE 0.2025"** 0.1836™** 0.1836*** 0.1653***
(0.0063) (0.0067) (0.0056) (0.0059)
#SEO 0.0040*** 0.0035"** 0.0029*** 0.0024***
(0.0008) (0.0008) (0.0006) (0.0007)
ILIQ —1.9840*** —2.0097*** —1.5230*** —1.5595"**
(0.0960) (0.0964) (0.0955) (0.0960)
RISK —16.0662***  —17.7606*** —9.4336™* —10.3020**
(4.9773) (4.9645) (4.1868) (4.1455)
MARKET BOOK 0.0678"** 0.0644"** 0.0560*** 0.0528"**
(0.0043) (0.0045) (0.0034) (0.0035)
Observations 4,663 4,030
R? 0.5993 0.6040
Log Likelihood —21,774.4400  —18,567.7400
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Table 4: Second-Stage Regression Results: Combined (Announcement and Discount) Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the Combined effect. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. COMBINED is the percent difference between the offer
price in the SEO and the closing price on the day prior to the announcement day. REPUTATION is defined
as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of
lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) ) 3) (4)
OLS Matching Market Corrected
Constant 0.1100*** 0.1280"** 0.2105"** 0.2382"**
(0.0329) (0.0394) (0.0336) (0.0356)
REPUTATION —0.0280 —0.0326 —0.1588"** —0.1730""*
(0.0650) (0.0698) (0.0303) (0.0315)
BOUGHT —0.0780™** —0.0854™** —0.0318"** —0.0252"**
(0.0158) (0.0194) (0.0039) (0.0041)
FULL 0.0297*** 0.0349** 0.0344™** 0.0405"**
(0.0094) (0.0103) (0.0034) (0.0034)
REPUTATION x BOUGHT 0.3321** 0.4305"* 0.3034"** 0.4122***
(0.1547) (0.1879) (0.0277) (0.0279)
REPUTATION x FULL —0.0077 0.0144 —0.0781*" —0.0321
(0.0842) (0.0929) (0.0314) (0.0317)
#LEAD —0.0067""* —0.0059"* —0.0058"** —0.0046""*
(0.0021) (0.0024) (0.0010) (0.0010)
SALE —0.0029*" —0.0032" —0.0021" —0.0022*
(0.0015) (0.0016) (0.0012) (0.0012)
#SEO —0.0015™** —0.0015"** —0.0014"** —0.0015"**
(0.0002) (0.0002) (0.0002) (0.0002)
ILIQ 0.0247 0.0268 0.0032 0.0028
(0.0222) (0.0236) (0.0322) (0.0302)
RISK 3.8114*** 4.2241*** 3.5023™* 3.8266" "
(1.1524) (1.2157) (1.1394) (1.1606)
MARKET BOOK —0.0025"" —0.0024*~ —0.0019" —0.0017
(0.0010) (0.0011) (0.0012) (0.0011)
ehat —0.0466""* —0.0533""*
(0.0030) (0.0031)
Observations 4,663 4,030 4,663 4,030
R? 0.0978 0.1039 0.1344 0.1463
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Table 5: Second-Stage Regression Results: Announcement Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the announcement effect. Columns (1) and (3) present the findings for all SEOs in the
sample and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the
issuing firm issues a strictly positive number of new shares. ANNOUNCE is the two-day cumulative abnormal
return (estimated using a market model) for the announcement day and the following trading day. REPUTA-
TION is defined as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALFE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant —0.0666™"* —0.0711"** —0.0881"** —0.0916™**
(0.0153) (0.0173) (0.0092) (0.0093)
REPUTATION 0.0953 0.0966 0.1259"** 0.1236***
(0.0598) (0.0681) (0.0175) (0.0169)
BOUGHT 0.0386 0.0239 0.0403"** 0.0278"**
(0.0236) (0.0270) (0.0016) (0.0016)
FULL 0.0051 0.0035 0.0074"** 0.0059"**
(0.0070) (0.0078) (0.0015) (0.0015)
REPUTATION x BOUGHT —0.5821** —0.4446 —0.6729"** —0.5519"**
(0.2745) (0.3545) (0.0126) (0.0120)
REPUTATION x FULL —0.1028 —0.1160 —0.0950"** —0.1107"**
(0.0628) (0.0715) (0.0144) (0.0142)
#LEAD 0.0030** 0.0031* 0.0027"** 0.0024***
(0.0012) (0.0016) (0.0006) (0.0006)
SALE 0.0010 0.0009 0.0008 0.0007
(0.0007) (0.0008) (0.0005) (0.0005)
#SEO 0.0001 0.0001 0.0001* 0.0001*
(0.0001) (0.0001) (0.0001) (0.0001)
ILIQ 0.0106 0.0123 0.0103 0.0117
(0.0100) (0.0107) (0.0117) (0.0113)
RISK 0.4910 0.4600 0.4958 0.4725
(0.5678) (0.6038) (0.5817) (0.5775)
MARKET BOOK 0.0006 0.0007 0.0005 0.0006
(0.0004) (0.0005) (0.0004) (0.0004)
ehat 0.0088"** 0.0089"**
(0.0013) (0.0013)
Observations 3,037 2,596 3,037 2,596
R? 0.0507 0.0593 0.0598 0.0675
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Table 6: Second-Stage Regression Results: Discount

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which
the dependent variable is the discount. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. DISCOUNT is the percent difference between the closing
price the trading day prior to the offer day and the offer price in the SEO. REPUTATION is defined as the
underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of lead
managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at the end
of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales (divided
by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number of
SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the
firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to the
announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)

OLS Matching Market Corrected
Constant 0.0705"** 0.0760™** 0.0975*** 0.1067"**
(0.0145) (0.0164) (0.0110) (0.0110)

REPUTATION 0.0072 0.0064 —0.0313*" —0.0340*"
(0.0566) (0.0645) (0.0139) (0.0139)
BOUGHT 0.0170 0.0293 0.0148"** 0.0235"**
(0.0223) (0.0256) (0.0014) (0.0014)
FULL 0.0114* 0.0143* 0.0087"** 0.0108"**
(0.0066) (0.0074) (0.0013) (0.0013)
REPUTATION x BOUGHT 0.0547 0.1574 0.1687"** 0.3179***
(0.2599) (0.3358) (0.0098) (0.0098)
REPUTATION x FULL —0.0095 —0.0098 —0.0193" —0.0177
(0.0595) (0.0678) (0.0117) (0.0117)

#LEAD —0.0029** —0.0029" —0.0024"** —0.0020"**
(0.0012) (0.0015) (0.0005) (0.0005)

SALE —0.0053™** —0.0055"** —0.0050""* —0.0052"**
(0.0007) (0.0008) (0.0005) (0.0005)

#SEO —0.0002"** —0.0002*" —0.0002"** —0.0002"**
(0.0001) (0.0001) (0.0001) (0.0001)
ILIQ 0.0969" 0.0941"** 0.0974*** 0.0949***
(0.0095) (0.0102) (0.0116) (0.0116)
RISK 3.0452* 2.9000"* 3.0392** 2.8813***
(0.5376) (0.5719) (0.4612) (0.4612)

MARKET BOOK —0.0020™** —0.0022*** —0.0019"** —0.0020"**
(0.0004) (0.0005) (0.0004) (0.0004)

ehat —0.0111*** —0.0133"**
(0.0011) (0.0011)

Observations 3,037 2,596 3,037 2,596

R? 0.1878 0.1936 0.2015 0.2112

40



Table 7: Second-Stage Regression Results: Underpricing

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the underpricing. Columns (1) and (3) present the findings for all SEOs in the sample and
Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing firm
issues a strictly positive number of new shares. UNDERPRICE is the percent difference between the closing
price on the offer day and the offer price in the SEO. REPUTATION is defined as the underwriter’s market
share of the SEO market in the prior calendar year. #LEAD is the number of lead managers reported by
Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at the end of the fiscal year prior
to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales (divided by 1000) reported at
the end of the fiscal year prior to the announcement year. #SEQO is the number of SEOs in the three months
prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the firm’s equity. RISK is the
variance of daily returns for the firm’s equity measured in the month prior to the announcement date. Standard
errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) ) 3) (4)

OLS Matching Market Corrected
Constant 0.0248"** 0.0313"** 0.0276™** 0.0342***
(0.0082) (0.0099) (0.0056) (0.0056)
REPUTATION 0.0285" 0.0293* 0.0248"* 0.0256"**
(0.0162) (0.0175) (0.0099) (0.0098)
BOUGHT —0.0082** —0.0034 —0.0069"** —0.0018"
(0.0039) (0.0049) (0.0010) (0.0011)
FULL 0.0098"** 0.0103"** 0.0100™** 0.0105"**
(0.0024) (0.0026) (0.0010) (0.0010)

REPUTATION x BOUGHT —0.0493 —0.0488 —0.0501"** —0.0493"**
(0.0386) (0.0471) (0.0074) (0.0077)

REPUTATION x FULL —0.0720™"* —0.0779"** —0.0739"** —0.0791"**
(0.0210) (0.0233) (0.0092) (0.0091)
#LEAD —0.0002 —0.0002 —0.0002 —0.0001
(0.0005) (0.0006) (0.0003) (0.0003)

SALE —0.0018™** —0.0018"** —0.0017"** —0.0018"**
(0.0004) (0.0004) (0.0003) (0.0003)
#SEO 0.00002 0.00003 0.00002 0.00003
(0.00004) (0.00005) (0.00004) (0.00004)
ILIQ 0.0216™** 0.0196™** 0.0210"* 0.0190"
(0.0055) (0.0059) (0.0102) (0.0106)
RISK 0.9233*** 0.8995"** 0.9147" 0.8888"*
(0.2877) (0.3049) (0.3774) (0.3794)
MARKET BOOK —0.0002 —0.0001 —0.0001 —0.0001
(0.0003) (0.0003) (0.0003) (0.0002)
ehat —0.0013 —0.0014~
(0.0008) (0.0008)

Observations 4,663 4,030 4,663 4,030

R? 0.0820 0.0759 0.0824 0.0764
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Table 8: Second-Stage Regression Results: Fees

This table reports the findings of OLS and Matching Market Corrected (MMC) versions of Equation (7) for
which the dependent variable is a measure of the underwriter’s fees in the SEO. All findings are derived from the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. In Columns (1) and
(3) the dependent variable is the log of the dollar value of total fees in the SEO and in Columns (2) and (4) the
dependent variable is the ratio of total fees relative to the proceeds of the SEO. FEES is the natural logarithm
of the dollar value (in millions of dollars) of the total fees paid to the underwriter in the SEO. %FEES is the
value of the total fees paid to the underwriter in the SEO normalized by the total proceeds. REPUTATION is
defined as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number
of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEQO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

Panel A: SEOs in Which Firm Raises New Equity Capital

(1) (2) ®3) (4)

Log(Fees) OLS %Fees OLS  Log(Fees) MMC Y%Fees MMC
Constant —0.4984*** 6.2541"** —2.3164"** 7.2246™**
(0.1543) (0.1748) (0.2185) (0.2185)

REPUTATION 3.7200*** —0.8437"** 6.0343"** —2.0792"**
(0.2733) (0.3096) (0.2480) (0.2480)

BOUGHT —0.7149*** —2.3443*** —1.7084*** —1.8138***
(0.0761) (0.0862) (0.0365) (0.0365)
FULL 0.2915™** 0.3224™** 0.1995*** 0.3716™**
(0.0405) (0.0459) (0.0228) (0.0228)

REPUTATION x BOUGHT —1.5970*" —3.6129""* —1.2947*** —3.7743"**
(0.7355) (0.8330) (0.3290) (0.3290)

REPUTATION x FULL —0.4963 —0.6656 0.2703 —1.0748""*
(0.3637) (0.4120) (0.2049) (0.2049)

#LEAD 0.2025™** —0.0973*** 0.1805*** —0.0856"**
(0.0094) (0.0107) (0.0125) (0.0125)

SALE 0.1274*** —0.2108"** 0.1114*** —0.2022***
(0.0064) (0.0073) (0.0096) (0.0096)

#SEO 0.0039*** 0.0004 0.0029*** 0.0009

(0.0008) (0.0009) (0.0010) (0.0010)
ILIQ —1.8174*** 1.2541** —1.4218*** 1.0429***
(0.0925) (0.1047) (0.1342) (0.1342)

RISK —13.6438"** 21.8611*** —7.0874 18.3608**
(4.7596) (5.3906) (5.4862) (5.4862)

MARKET BOOK 0.0535"** —0.0370"** 0.0433*** —0.0316"**
(0.0043) (0.0048) (0.0057) (0.0057)

ehat 0.8790*** —0.4693"**
(0.0211) (0.0211)

Observations 4,030 42 4,030 4,030 4,030

R? 0.5534 0.6935 0.9288 0.7508




Panel B: All SEOs

(1) (2) (3) (4
Log(Fees) OLS %Fees OLS  Log(Fees) MMC %Fees MMC
Constant —0.6796"** 6.2389"** —2.5363"*" 7.2567*F
(0.1365) (0.1582) (0.2277) (0.2277)
REPUTATION 3.8205™** —0.7838*" 6.2361"** —2.1080"**
(0.2698) (0.3128) (0.2495) (0.2495)
BOUGHT —0.8003"** —2.5027* —1.6534"** —2.0351"**
(0.0657) (0.0761) (0.0362) (0.0362)
FULL 0.3177*** 0.2936™** 0.2308"** 0.3412***
(0.0392) (0.0454) (0.0229) (0.0229)
REPUTATION x BOUGHT —1.8705"** —3.0557""* —1.3400"** —3.3466"""
(0.6425) (0.7451) (0.3280) (0.3280)
REPUTATION x FULL —0.7086"" —0.5561 0.5901*** —1.2680"*"
(0.3497) (0.4056) (0.2010) (0.2010)
#LEAD 0.1936™** —0.0870""* 0.1769*** —0.0779"**
(0.0087) (0.0101) (0.0128) (0.0128)
SALE 0.1344"** —0.2379*** 0.1181*** —0.2290"*
(0.0061) (0.0071) (0.0092) (0.0092)
#SEO 0.0041*** —0.0003 0.0031*** 0.0003
(0.0007) (0.0009) (0.0010) (0.0010)
ILIQ —1.7885*** 1.2909*** —1.3917*** 1.0734***
(0.0923) (0.1071) (0.1350) (0.1350)
RISK —11.7388"* 24.4950"** —6.0309 21.3660""*
(4.7864) (5.5506) (5.7439) (5.7439)
MARKET BOOK 0.0544™** —0.0425""* 0.0442*** —0.0369""*
(0.0042) (0.0049) (0.0057) (0.0057)
ehat 0.8606™** —0.4718"**
(0.0209) (0.0209)
Observations 4,663 4,663 4,663 4,663
R? 0.5576 0.7148 0.9119 0.7658
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Table 9: Residuals

This table reports an examination of the residuals from the second-stage regressions. Panel A reports the
simple cross correlations of the residuals from the second-stage matching market corrected regressions of the
measures of performance. Panel B reports the findings of OLS regressions using the residuals from the second-
stage matching market corrected regressions of the measures of performance as the dependant and explanatory
variables. UNDERPRICE is the percent difference between the closing price on the offer day and the offer price
in the SEO. DISCOUNT is the percent difference between the closing price the trading day prior to the offer
day and the offer price in the SEO. ANNOUNCE is the two-day cumulative abnormal return (estimated using
a market model) for the announcement day and the following trading day. FEES is the dollar value (in millions
of dollars) of the total fees paid to the underwriter in the SEO.

Panel A: Correlations

ANNOUNCE Resid. DISCOUNT Resid. UNDERPRICE Resid. FEES Resid.

ANNOUNCE Resid. 1
DISCOUNT Resid. 0.0172 1
UNDERPRICE Resid. -0.0155 0.4608 1
FEES Resid. 0.0507 -0.1119 -0.1167 1
Panel B: Regression Tests - ALL
(1) (2) (3)
Announce Discount Underpricing
Constant —0.0000 0.0000 0.0000
(0.0012) (0.0011) (0.0006)
FEES Resid. 0.0043*** —0.0089"** —0.0034"**
(0.0016) (0.0015) (0.0009)
ANNOUNCE Resid. 0.0216 —0.0124
(0.0184) (0.0108)
DISCOUNT Resid. 0.2980"**
(0.0115)
Observations 2,596 2,596 2,596
R? 0.0026 0.0131 0.2170
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Panel C: Regression Tests - Fully Marketed

(1) (2) (3)
Announce Discount Underpricing
Constant 0.0000 —0.0000 0.0000
(0.0012) (0.0012) (0.0007)
FEES Resid. 0.0038** —0.0103*** —0.0040""*
(0.0019) (0.0018) (0.0011)
ANNOUNCE Resid. 0.0224 —0.0235""
(0.0196) (0.0115)
DISCOUNT Resid. 0.2945"**
(0.0121)
Observations 2,344 2,344 2,344
R? 0.0017 0.0138 0.2139
Panel D: Regression Tests - Accelerated
(1) (2) ®3)
Announce Discount Underpricing
Constant —0.0000 0.0000 —0.0000
(0.0042) (0.0033) (0.0019)
FEES Resid. 0.0049 —0.0050" —0.0021
(0.0034) (0.0027) (0.0016)
ANNOUNCE Resid. 0.0311 0.0691"*
(0.0512) (0.0292)
DISCOUNT Resid. 0.3755™**
(0.0371)
Observations 239 239 239
R? 0.0083 0.0147 0.3296
Panel E: Regression Tests - Bought
(1) (2) ®3)
Announce Discount Underpricing
Constant 0.0000 0.0000 —0.0000
(0.0125) (0.0243) (0.0094)
FEES Resid. 0.0187 —0.0088 0.0027
(0.0136) (0.0285) (0.0111)
ANNOUNCE Resid. —0.6671 —0.0345
(0.5855) (0.2413)
DISCOUNT Resid. 0.0047
(0.1226)
Observations 13 13 13
R? 0.1633 0.0071

0.1477, -




A Appendix

Table A.1: Variable Definitions

Variable

Definition

REPUTATION

#LEAD

SALE

MARKET_BOOK

#SEO

ILIQ

RISK

DEAL VALUE

ANNOUNCE

COMBINED

UNDERPRICE

DISCOUNT

FEES

%FEES

Underwriter Reputation measured as the underwriter’s market share of the SEO
market in the year prior to the calendar year of the announcement (Megginson and
Weiss, 1991). Market share represents a measure of underwriter quality that aggre-
gates different aspects of underwriter ability or quality that may vary over time.

The number of lead underwriters for an issue listed by Dealogic. For deals with more
than one lead underwriter listed by Dealogic (a list that has no identifiable ordering),
we use the first underwriter in the list. If we instead use the highest reputation
underwriter in the list as the lead underwriter, the same results are obtained.

The net sales of the issuing firm in thousands of dollars in the year of the SEO,
is used to control for firm size. In all regressions, we use the hyperbolic arcsine of
this number. This is very similar to using the natural logarithm of sales except that
it allows values of zero. Filtering the data to eliminate observations for which the
firm’s sales are reported as zero and using the natural log of sales provides the same
results but imposes an unnecessary restriction on the data.

The firm’s market-to-book ratio reported at the end of the fiscal year prior to the
SEO.

The number of SEOs in the month prior to a given SEO and is used to control for
financial market conditions and waves in the SEO market.

The illiquidity, measured by Amihud’s (2002) illiquidity measure, of the issuing firm’s
equity at fiscal year-end of the year prior to the SEO.

The firm’s risk during the month prior to the SEQO. It is computed as the variance of
daily returns. Each month, we then compute the monthly variance of stock returns
using the average of daily variances, scaled to a monthly frequency.

The total proceeds of the deal (expressed in millions of dollars). The natural log of
this value serves as the match surplus proxy.

The announcement effect, defined as the two-day (the day of the announcement and
the day after) unexpected return for the issuing firm, where the expected return is
calculated using a single factor market model estimated over the 30 trading days
prior to the announcement day. The two-day effect is considered because we do not
have data on the exact time of the announcement, which may occur after the close
of trading on the announcement day.

The combined effect is defined as the difference between the offer price and the
closing price on the day prior to the announcement day. This effect is examined to
control for issues related to predictable trading patterns between the announcement
and issuance of fully marketed SEOs as identified by, for example, Henry and Koski
(2010) and Dutordoir et al. (2019).

The underpricing, defined as the percent difference between the closing price on the
offer day and the offer price.

The percent difference between the closing price on the day prior to the offering and
the offer price.

The dollar value (in millions of dollars) of the total underwriter fees reported in
Dealogic. In all regressions, we use the natural logarithm of this value.

The percentage fee, an approximation of marginal fee, defined as total dollar fees
divided by total proceeds.
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Table IA.1: Correlations

This table presents the correlation coefficients between variables of interest. REPUTATION is defined as the underwriter’s market share of the SEO
market in the prior calendar year. #LEAD is the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book
ratio reported at the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the dollar value of the firm’s sales
(in thousands of dollars) reported at the end of the fiscal year prior to the announcement year. #SEO is the number of SEOs in the three months
prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s
equity measured in the month prior to the announcement date. DEAL VALUE is dollar value (in millions of dollars) of the total proceeds raised in the
SEO. UNDERPRICE is the percent difference between the closing price on the offer day and the offer price in the SEO. DISCOUNT is the percent
difference between the closing price the trading day prior to the offer day and the offer price in the SEO. ANNOUNCE is the two-day cumulative abnormal
return (estimated using a market model) for the announcement day and the following trading day. FEES is the dollar value (in millions of dollars) of the
total fees paid to the underwriter in the SEOQ. %FEES is the value of the total fees paid to the underwriter in the SEO normalized by the total proceeds.

(1) (2) (3) (4) (5) (6) (7) (8) 9) (10) (11) (12) (13)
(1) REPUTATION 1
(2) #LEAD 0.2854 1
(3) MARKET BOOK ~ -0.0425  -0.1163 1
(4) SALE 0.2058  0.2499 -0.17 1
(5) #SEO 01268 0.016  0.0229  -0.0461 1
(6) ILIQ -0.2268  -0.1543  0.0163  -0.1135  0.0816 1
(7) RISK -0.0724  -0.1248  0.2435  -0.0889  -0.0116  0.1014 1
(8) DEAL VALUE 0.2412  0.2088  -0.0021  0.4424  -0.0287  -0.1371  -0.0511 1
(9) UNDERPRICE -0.078  -0.0763  0.0874  -0.1016  0.0175  0.1128  0.1308  -0.079 1
(10) DISCOUNT -0.1403  -0.0517  0.043  -0.0775  0.0192  0.2643  0.2418  -0.1117  0.32 1
(11) ANNOUNCE 0.0732  -0.0066  0.0076  0.0105  0.0083  -0.1004  -0.0917  0.0652  0.1726  -0.3451 1
(12) FEES 0.3447 04127  0.0716  0.3909  -0.046  -0.2119  -0.0233  0.7066  -0.059  -0.1664  0.1096 1
(13) %FEES 02965  -0.1921  0.1953  -0.3601  0.0565  0.3113  0.2445  -0.3636  0.2354  0.2603  -0.1294  -0.2248 1
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Table IB.1: First-Stage Regression Tests

This table reports the findings of the first-stage regression tests. Columns (1) and (3) report the OLS and
Censored Tobit estimates, respectively, of Equation (6) using the entire sample of SEOs to explain the matching.
Columns (2) and (4) report the OLS and Censored Tobit estimates, respectively, of Equation (6) using the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. VALPROXY is
the natural logarithm of the dollar value of the total proceeds raised in the SEO. REPUTATION is defined as
the underwriter’s market share of the SEO market in the prior calendar year in a given industry. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALFE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) (3) (4)
OLS Tobit
Constant 1.7796*** 2.0588"** —0.3077"* 0.0561
(0.1437) (0.1618) (0.1274) (0.1398)
REPUTATION 2.9990*** 3.4220"** 5.8823*** 5.9314***
(0.2480) (0.2675) (0.1970) (0.2091)
BOUGHT 0.3123*** 0.2872*** —0.7569*** —0.9214***
(0.0580) (0.0697) (0.0349) (0.0400)
FULL 0.3037*** 0.2773*** 0.1475*** 0.1066***
(0.0389) (0.0409) (0.0241) (0.0249)
REPUTATION x BOUGHT —0.7639 —0.5940 0.4375 0.5055
(0.4693) (0.5864) (0.3207) (0.3692)
REPUTATION x FULL —1.4238*** —1.3437*** 0.7464*** 0.4681*
(0.2987) (0.3314) (0.2541) (0.2727)
#LEAD 0.2087*** 0.2201*** 0.1816*** 0.1904***
(0.0092) (0.0099) (0.0066) (0.0071)
SALE 0.2111*** 0.1882*** 0.1844*** 0.1650***
(0.0064) (0.0067) (0.0056) (0.0059)
#SEO 0.0041*** 0.0034*** 0.0029*** 0.0023***
(0.0008) (0.0008) (0.0006) (0.0007)
ILIQ —2.0636"** —2.0743*** —1.5804*** —1.6079***
(0.0972) (0.0971) (0.0970) (0.0971)
RISK —15.0962***  —16.7660*** —9.5513** —10.2131**
(5.0548) (5.0120) (4.2142) (4.1555)
MARKET BOOK 0.0716*** 0.0670*** 0.0568"*** 0.0532***
(0.0044) (0.0045) (0.0034) (0.0035)
Observations 4,663 4,030
R? 0.5867 0.5961
Log Likelihood —21,878.6800  —18,615.8200
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Table IB.2: Second-Stage Regression Results: Combined (Announcement and Discount) Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the combined effect. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. COMBINED is the percent difference between the offer
price in the SEO and the closing price on the day prior to the announcement day. REPUTATION is defined as
the underwriter’s market share of the SEO market in the prior calendar year in a given industry. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALFE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant 0.1092*** 0.1287"** 0.2038"** 0.2337***
(0.0328) (0.0392) (0.0327) (0.0326)
REPUTATION —0.0211 —0.0311 —0.1516™*" —0.1626™**
(0.0566) (0.0649) (0.0303) (0.0315)
BOUGHT —0.0641""* —0.0723™"* —0.0157"** —0.0089**
(0.0132) (0.0169) (0.0039) (0.0040)
FULL 0.0270*** 0.0322*** 0.0341*** 0.0412***
(0.0089) (0.0099) (0.0033) (0.0034)
REPUTATION x BOUGHT 0.1543 0.2619* 0.0999"** 0.2043***
(0.1070) (0.1422) (0.0264) (0.0278)
REPUTATION x FULL 0.0311 0.0563 —0.0672*" —0.0387
(0.0681) (0.0804) (0.0306) (0.0310)
#LEAD —0.0068™"* —0.0061*" —0.0056"** —0.0045""*
(0.0021) (0.0024) (0.0010) (0.0010)
SALE —0.0030"" —0.0033*" —0.0018 —0.0021
(0.0015) (0.0016) (0.0013) (0.0013)
#SEO —0.0015™* —0.0015"** —0.0014"** —0.0015™**
(0.0002) (0.0002) (0.0002) (0.0002)
ILIQ 0.0262 0.0278 0.0043 0.0034
(0.0222) (0.0236) (0.0324) (0.0309)
RISK 3.8360™ 4.2550"** 3.5849** 3.9115***
(1.1527) (1.2157) (1.1662) (1.1707)
MARKET BOOK —0.0026"" —0.0024*~ —0.0019" —0.0017
(0.0010) (0.0011) (0.0011) (0.0012)
ehat —0.0453*** —0.0524™*
(0.0029) (0.0031)
Observations 4,663 4,030 4,663 4,030
R? 0.0972 0.1035 0.1328 0.1454
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Table IB.3: Second-Stage Regression Results: Announcement Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the announcement effect. Columns (1) and (3) present the findings for all SEOs in the
sample and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the
issuing firm issues a strictly positive number of new shares. ANNOUNCE is the two-day cumulative abnormal
return (estimated using a market model) for the announcement day and the following trading day. REP-
UTATION is defined as the underwriter’s market share of the SEO market in the prior calendar year in a
given industry. #LEAD is the number of lead managers reported by Dealogic. MARKET TO BOOK is the
firm’s market-to-book ratio reported at the end of the fiscal year prior to the announcement year. SALE is
the hyperbolic arcsine of the firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the
announcement year. ##SEOQO is the number of SEOs in the three months prior to the announcement date. ILIQ
is Amihud’s measure of the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s
equity measured in the month prior to the announcement date. Standard errors are in parentheses, *p<0.1;
*p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant —0.0646™** —0.0700"** —0.0864"** —0.0888™**
(0.0153) (0.0173) (0.0095) (0.0092)
REPUTATION 0.0479 0.0970 0.0892*** 0.1190***
(0.0423) (0.0681) (0.0175) (0.0166)
BOUGHT 0.0063 0.0071 0.0034"* 0.0056***
(0.0162) (0.0204) (0.0017) (0.0016)
FULL 0.0013 0.0031 0.0041*** 0.0046***
(0.0060) (0.0077) (0.0015) (0.0015)
REPUTATION x BOUGHT —0.0918 —0.1202 —0.0967"** —0.1082**
(0.0774) (0.0966) (0.0127) (0.0121)
REPUTATION x FULL —0.0566 —0.1101 —0.0545™** —0.0945***
(0.0444) (0.0700) (0.0139) (0.0142)
#LEAD 0.0031* 0.0030" 0.0026*** 0.0023***
(0.0012) (0.0016) (0.0005) (0.0005)
SALE 0.0010 0.0009 0.0008 0.0007
(0.0007) (0.0008) (0.0005) (0.0005)
#SEO 0.0001 0.0001 0.0001* 0.0001*~
(0.0001) (0.0001) (0.0001) (0.0001)
1ILIQ 0.0104 0.0127 0.0103 0.0123
(0.0100) (0.0107) (0.0113) (0.0117)
RISK 0.4811 0.4556 0.4741 0.4609
(0.5682) (0.6038) (0.5803) (0.5661)
MARKET BOOK 0.0006 0.0007 0.0005 0.0006
(0.0004) (0.0005) (0.0004) (0.0004)
ehat 0.0085"** 0.0085"**
(0.0013) (0.0013)
Observations 3,037 2,596 3,037 2,596
R? 0.0495 0.0589 0.0581 0.0665
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Table IB.4: Second-Stage Regression Results: Discount

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which
the dependent variable is the discount. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. DISCOUNT is the percent difference between the closing
price the trading day prior to the offer day and the offer price in the SEO. REPUTATION is defined as the
underwriter’s market share of the SEO market in the prior calendar year in a given industry. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALFE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)

OLS Matching Market Corrected
Constant 0.0714*** 0.0752*** 0.0983*** 0.1031"**
(0.0145) (0.0163) (0.0108) (0.0108)

REPUTATION —0.0079 0.0054 —0.0590"** —0.0274**
(0.0400) (0.0644) (0.0139) (0.0139)
BOUGHT 0.0228 0.0435"* 0.0265"** 0.0458"**
(0.0153) (0.0193) (0.0014) (0.0014)
FULL 0.0108" 0.0155™" 0.0073*** 0.0132"**
(0.0057) (0.0073) (0.0012) (0.0012)

REPUTATION x BOUGHT —0.0174 —0.0455 —0.0113 —0.0632""*
(0.0732) (0.0915) (0.0101) (0.0101)

REPUTATION x FULL —0.0020 —0.0222 —0.0046 —0.0453*"*
(0.0420) (0.0663) (0.0119) (0.0119)

#LEAD —0.0028** —0.0028" —0.0022"** —0.0017***
(0.0012) (0.0015) (0.0004) (0.0004)

SALE —0.0052"** —0.0054"** —0.0049"** —0.0051""*
(0.0007) (0.0007) (0.0005) (0.0005)

#SEO —0.0002"** —0.0002"* —0.0002"** —0.0002"**
(0.0001) (0.0001) (0.0001) (0.0001)
ILIQ 0.0966™** 0.0937*** 0.0967*** 0.0942"**
(0.0095) (0.0101) (0.0121) (0.0121)
RISK 3.0469"** 2.9027** 3.0556™** 2.89477**
(0.5376) (0.5717) (0.4733) (0.4733)

MARKET BOOK —0.0020™** —0.0021*** —0.0018"** —0.0019***
(0.0004) (0.0005) (0.0004) (0.0004)

ehat —0.0105"** —0.0126™"*
(0.0011) (0.0011)

Observations 3,037 2,596 3,037 2,596

R? 0.1879 0.1939 0.2006 0.2100
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Table IB.5: Second-Stage Regression Results: Underpricing

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the underpricing. Columuns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. UNDERPRICE is the percent difference between the
closing price on the offer day and the offer price in the SEO. REPUTATION is defined as the underwriter’s
market share of the SEO market in the prior calendar year in a given industry. #LEAD is the number of
lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) ) 3) (4)
OLS Matching Market Corrected
Constant 0.0271** 0.0337"** 0.0301"** 0.0371***
(0.0082) (0.0098) (0.0056) (0.0056)
REPUTATION 0.0205 0.0267 0.0164" 0.0225**
(0.0141) (0.0163) (0.0098) (0.0100)
BOUGHT —0.0097"** —0.0044 —0.0081"** —0.0024**
(0.0033) (0.0042) (0.0010) (0.0010)
FULL 0.0075"** 0.0083"** 0.0078*** 0.0086™**
(0.0022) (0.0025) (0.0010) (0.0010)
REPUTATION x BOUGHT —0.0289 —0.0361 —0.0306"** —0.0380""*
(0.0267) (0.0357) (0.0070) (0.0074)
REPUTATION x FULL —0.0383** —0.0470*" —0.0414*** —0.0501"**
(0.0170) (0.0202) (0.0086) (0.0089)
#LEAD —0.0002 —0.0002 —0.0002 —0.0002
(0.0005) (0.0006) (0.0003) (0.0003)
SALE —0.0018™** —0.0019"** —0.0018"** —0.0018"**
(0.0004) (0.0004) (0.0003) (0.0003)
#SEO 0.00002 0.00003 0.00002 0.00003
(0.00004) (0.00005) (0.00004) (0.00004)
ILIQ 0.0223*** 0.0206™** 0.0216™* 0.0198*
(0.0055) (0.0059) (0.0102) (0.0102)
RISK 0.9192** 0.8931"** 0.9112* 0.8820**
(0.2879) (0.3050) (0.3833) (0.3733)
MARKET BOOK —0.0002 —0.0002 —0.0002 —0.0001
(0.0003) (0.0003) (0.0003) (0.0003)
ehat —0.0014" —0.0017**
(0.0008) (0.0008)
Observations 4,663 4,030 4,663 4,030
R? 0.0805 0.0744 0.0811 0.0751
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Table IB.6: Second-Stage Regression Results: Fees

This table reports the findings of OLS and Matching Market Corrected (MMC) versions of Equation (7) for
which the dependent variable is a measure of the underwriter’s fees in the SEO. All findings are derived from the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. In Columns (1) and
(3) the dependent variable is the log of the dollar value of total fees in the SEO and in Columns (2) and (4) the
dependent variable is the ratio of total fees relative to the proceeds of the SEO. FEES is the natural logarithm of
the dollar value (in millions of dollars) of the total fees paid to the underwriter in the SEOQ. %FEES is the value
of the total fees paid to the underwriter in the SEO normalized by the total proceeds. REPUTATION is defined
as the underwriter’s market share of the SEO market in the prior calendar year in a given industry. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

Panel A: SEOs in Which Firm Raises New Equity Capital

(1) (2) ®3) (4)

Log(Fees) OLS %Fees OLS  Log(Fees) MMC Y%Fees MMC
Constant —0.6257""" 6.3278"** —2.3847"* 7.2694*"*
(0.1548) (0.1745) (0.2218) (0.2218)

REPUTATION 3.2605™** —0.7640""* 5.4646™** —1.9438"**
(0.2560) (0.2884) (0.2534) (0.2534)

BOUGHT —0.6713"** —2.4887* —1.7329*** —1.9205"**
(0.0667) (0.0751) (0.0377) (0.0377)
FULL 0.3495™** 0.2817*** 0.1996*** 0.3619"**
(0.0391) (0.0441) (0.0226) (0.0226)

REPUTATION x BOUGHT —2.0394"** —1.7961"** —1.0736""* —2.3131"**
(0.5612) (0.6323) (0.3371) (0.3371)

REPUTATION x FULL —1.3012"** —0.0890 0.2902 —0.9408"**
(0.3172) (0.3573) (0.2059) (0.2059)

#LEAD 0.2082"** —0.0990"** 0.1821*** —0.0851"**
(0.0095) (0.0107) (0.0123) (0.0123)

SALE 0.1316™** —0.2130™** 0.1113*** —0.2021"**
(0.0065) (0.0073) (0.0100) (0.0100)

#SEO 0.0038"** 0.0005 0.0028"** 0.0010

(0.0008) (0.0009) (0.0010) (0.0010)
ILIQ —1.8774*** 1.2823*** —1.4677* 1.0630™**
(0.0930) (0.1047) (0.1319) (0.1319)

RISK —12.9228"** 21.2605™** —7.1671 18.1795"**
(4.7967) (5.4042) (6.0084) (6.0084)

MARKET BOOK 0.0559"** —0.0381"** 0.0438"** —0.0316""*
(0.0043) (0.0048) (0.0058) (0.0058)

ehat 0.8783"** —0.4702"**
(0.0198) (0.0198)

Observations 4,030 55 4,030 4,030 4,030

R? 0.5461 0.6918 0.9284 0.7504




Panel B: All SEOs

(1) (2) (3) (4
Log(Fees) OLS %Fees OLS  Log(Fees) MMC %Fees MMC
Constant —0.8886""* 6.3713*** —2.6854"** 7.3517**
(0.1378) (0.1582) (0.2208) (0.2208)
REPUTATION 2.8652"** —0.5772** 5.3474* —1.9314"**
(0.2378) (0.2730) (0.2446) (0.2446)
BOUGHT —0.7460""* —2.6253""* —1.6664""" —2.1231"
(0.0556) (0.0638) (0.0369) (0.0369)
FULL 0.3707*** 0.2534™** 0.2362*** 0.3267***
(0.0373) (0.0428) (0.0218) (0.0218)
REPUTATION x BOUGHT —2.2834""* —1.5134*** —1.2492*** —2.0777
(0.4501) (0.5165) (0.3254) (0.3254)
REPUTATION x FULL —1.3102""* —0.0353 0.5581*** —1.0547**
(0.2865) (0.3287) (0.2087) (0.2087)
#LEAD 0.2017°** —0.0898"** 0.1783*** —0.0771"**
(0.0088) (0.0101) (0.0125) (0.0125)
SALE 0.1423"** —0.2412*** 0.1193*** —0.2286"*
(0.0061) (0.0070) (0.0097) (0.0097)
#SEO 0.0041*** —0.0003 0.0031*** 0.0003
(0.0007) (0.0009) (0.0010) (0.0010)
ILIQ —1.8629"** 1.3212*** —1.4470*** 1.0943***
(0.0933) (0.1070) (0.1310) (0.1310)
RISK —10.8829"* 24.1150*** —6.1095 21.5106™**
(4.8480) (5.5634) (5.9406) (5.9406)
MARKET BOOK 0.0581*** —0.0437*** 0.0453*** —0.0368""*
(0.0042) (0.0048) (0.0056) (0.0056)
ehat 0.8609*** —0.4697""*
(0.0208) (0.0208)
Observations 4,663 4,663 4,663 4,663
R? 0.5461 0.7134 0.9118 0.7656
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Table IB.7: Residuals

This table reports an examination of the residuals from the second-stage regressions.
simple cross correlations of the residuals from the second-stage matching market corrected regressions of the
measures of performance. Panel B reports the findings of OLS regressions using the residuals from the second-
stage matching market corrected regressions of the measures of performance as the dependant and explanatory
variables. UNDERPRICE is the percent difference between the closing price on the offer day and the offer price
in the SEO. DISCOUNT is the percent difference between the closing price the trading day prior to the offer
day and the offer price in the SEO. ANNOUNCE is the two-day cumulative abnormal return (estimated using
a market model) for the announcement day and the following trading day. FEES is the dollar value (in millions

of dollars) of the total fees paid to the underwriter in the SEO.

Panel A: Correlations

Panel A reports the

ANNOUNCE Resid. DISCOUNT Resid. UNDERPRICE Resid. FEES Resid.
ANNOUNCE Resid. 1
DISCOUNT Resid. 0.0156 1
UNDERPRICE Resid. -0.015 0.4598 1
FEES Resid. 0.0506 -0.1123 -0.1172 1
Panel B: Regression Tests - ALL
(1) (2) (3)
Announce Discount Underpricing
Constant 0.0000 —0.0000 0.0000
(0.0012) (0.0011) (0.0006)
FEES Resid. 0.0042*** —0.0090"** —0.0034"**
(0.0016) (0.0015) (0.0009)
ANNOUNCE Resid. 0.0201 —0.0116
(0.0184) (0.0108)
DISCOUNT Resid. 0.2971"**
(0.0115)
Observations 2,596 2,596 2,596
R? 0.0026 0.0131 0.2161
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Panel C: Regression Tests - Fully Marketed

(1) (2) (3)
Announce Discount Underpricing
Constant 0.0000 —0.0000 0.0000
(0.0012) (0.0012) (0.0007)
FEES Resid. 0.0038** —0.0103*** —0.0040""*
(0.0019) (0.0018) (0.0011)
ANNOUNCE Resid. 0.0216 —0.0229*"
(0.0196) (0.0115)
DISCOUNT Resid. 0.2934"**
(0.0121)
Observations 2,344 2,344 2,344
R? 0.0017 0.0136 0.2126
Panel D: Regression Tests - Accelerated
(1) (2) ®3)
Announce Discount Underpricing
Constant —0.0000 0.0000 —0.0000
(0.0043) (0.0033) (0.0019)
FEES Resid. 0.0048 —0.0050" —0.0021
(0.0035) (0.0027) (0.0016)
ANNOUNCE Resid. 0.0282 0.0715™*
(0.0510) (0.0290)
DISCOUNT Resid. 0.3773***
(0.0370)
Observations 239 239 239
R? 0.0082 0.0149 0.3325
Panel E: Regression Tests - Bought
(1) (2) ®3)
Announce Discount Underpricing
Constant —0.0000 —0.0000 —0.0000
(0.0135) (0.0240) (0.0096)
FEES Resid. 0.0222 —0.0113 0.0015
(0.0145) (0.0284) (0.0114)
ANNOUNCE Resid. —0.6923 —0.0868
(0.5373) (0.2314)
DISCOUNT Resid. 0.0059
(0.1261)
Observations 13 13 13
R? 0.1769: o 0.2147 0.0201




IC Internet Appendix: Fully Marketed vs. Non Fully Marketed

Table IC.1: First-Stage Regression Tests

This table reports the findings of the first-stage regression tests. Columns (1) and (3) report the OLS and
Censored Tobit estimates, respectively, of Equation (6) using the entire sample of SEOs to explain the matching.
Columns (2) and (4) report the OLS and Censored Tobit estimates, respectively, of Equation (6) using the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. VALPROXY is
the natural logarithm of the dollar value of the total proceeds raised in the SEO. REPUTATION is defined
as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of
lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) (3) (4)
OLS Tobit
Constant 2.0902*** 2.2225%* —0.4420*** —0.2345*
(0.1417) (0.1610) (0.1214) (0.1366)
REPUTATION 4.2965*** 4.1482*** 7.1985*** 6.8262"*
(0.2554) (0.2652) (0.1835) (0.1924)
FULL 0.2087*** 0.1840*** 0.4643"** 0.4609***
(0.0390) (0.0409) (0.0228) (0.0235)
REPUTATION x FULL —1.0583*** —0.7003* 0.2529 0.0095
(0.3471) (0.3666) (0.2513) (0.2659)
#LEAD 0.1820*** 0.2001*** 0.1880"** 0.1964***
(0.0085) (0.0094) (0.0064) (0.0070)
SALE 0.2083*** 0.1871*** 0.1790*** 0.1619***
(0.0063) (0.0067) (0.0055) (0.0058)
#SEO 0.0040*** 0.0036*** 0.0029*** 0.0024***
(0.0008) (0.0008) (0.0006) (0.0007)
ILIQ —1.9993*** —2.0184*** —1.5177"** —1.5608"**
(0.0962) (0.0967) (0.0946) (0.0953)
RISK —17.0818***  —18.3630"** —8.9323** —9.9869**
(4.9879) (4.9751) (4.1443) (4.1072)
MARKET BOOK 0.0677*** 0.0643*** 0.0556™** 0.0524***
(0.0044) (0.0045) (0.0034) (0.0035)
Observations 4,663 4,030
R2 0.5966 0.6016
Log Likelihood —22,175.4000  —19,072.4500
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Table IC.2: Second-Stage Regression Results: Combined (Announcement and Discount) Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the combined effect. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. COMBINED is the percent difference between the offer
price in the SEO and the closing price on the day prior to the announcement day. REPUTATION is defined
as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of
lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant 0.0930"** 0.1165"** 0.2135*** 0.2492**
(0.0328) (0.0394) (0.0333) (0.0330)
REPUTATION —0.0018 0.0012 —0.1400"** —0.1435"**
(0.0591) (0.0649) (0.0311) (0.0322)
FULL 0.0444*** 0.0475*** 0.0322*** 0.0325"**
(0.0090) (0.0100) (0.0037) (0.0037)
REPUTATION x FULL —0.0330 —0.0195 —0.0954""* —0.0579*"
(0.0804) (0.0898) (0.0285) (0.0289)
#LEAD —0.0034" —0.0036 —0.0037** —0.0034"**
(0.0020) (0.0023) (0.0010) (0.0010)
SALE —0.0042™** —0.0040*" —0.0028"* —0.0026™"
(0.0014) (0.0016) (0.0013) (0.0013)
#SEO —0.0015"* —0.0015"* —0.0014"** —0.0015™**
(0.0002) (0.0002) (0.0002) (0.0002)
ILIQ 0.0297 0.0298 0.0067 0.0050
(0.0223) (0.0237) (0.0320) (0.0316)
RISK 4.1012*** 4.4265** 3.7131"* 3.9740"
(1.1550) (1.2182) (1.1368) (1.1236)
MARKET BOOK —0.0026*" —0.0025** —0.0020" —0.0018
(0.0010) (0.0011) (0.0012) (0.0011)
ehat —0.0476""* —0.0540™**
(0.0030) (0.0031)
Observations 4,663 4,030 4,663 4,030
R? 0.0915 0.0988 0.1300 0.1426
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Table IC.3: Second-Stage Regression Results: Announcement Effect

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the announcement effect. Columns (1) and (3) present the findings for all SEOs in the
sample and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the
issuing firm issues a strictly positive number of new shares. ANNOUNCE is the two-day cumulative abnormal
return (estimated using a market model) for the announcement day and the following trading day. REPUTA-
TION is defined as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is
the number of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio
reported at the end of the fiscal year prior to the announcement year. SALFE is the hyperbolic arcsine of the
firms’s sales (divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO
is the number of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of
the illiquidity of the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the
month prior to the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant —0.0643"* —0.0696""* —0.0872*** —0.0918™**
(0.0152) (0.0172) (0.0089) (0.0090)
REPUTATION 0.0672 0.0799 0.0944** 0.1020"**
(0.0581) (0.0663) (0.0150) (0.0152)
FULL 0.0026 0.0020 0.0068"** 0.0064"**
(0.0067) (0.0074) (0.0013) (0.0014)
REPUTATION x FULL —0.0749 —0.0994 —0.0656""* —0.0909"**
(0.0612) (0.0698) (0.0111) (0.0109)
#LEAD 0.0031** 0.0031" 0.0028"** 0.0026™**
(0.0012) (0.0016) (0.0006) (0.0005)
SALE 0.0010 0.0009 0.0008 0.0007
(0.0007) (0.0008) (0.0005) (0.0005)
#SEO 0.0001 0.0001 0.0001" 0.0001*
(0.0001) (0.0001) (0.0001) (0.0001)
ILIQ 0.0106 0.0123 0.0103 0.0117
(0.0100) (0.0107) (0.0113) (0.0112)
RISK 0.4861 0.4629 0.4937 0.4764
(0.5680) (0.6037) (0.5927) (0.5662)
MARKET BOOK 0.0006 0.0007 0.0005 0.0006
(0.0004) (0.0005) (0.0004) (0.0004)
chat 0.0085"** 0.0087**
(0.0013) (0.0013)
Observations 3,037 2,596 3,037 2,596
R? 0.0492 0.0587 0.0578 0.0665
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Table I1C.4: Second-Stage Regression Results: Discount

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which
the dependent variable is the discount. Columns (1) and (3) present the findings for all SEOs in the sample
and Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing
firm issues a strictly positive number of new shares. DISCOUNT is the percent difference between the closing
price the trading day prior to the offer day and the offer price in the SEO. REPUTATION is defined as the
underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number of lead
managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at the end
of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales (divided
by 1000) reported at the end of the fiscal year prior to the announcement year. #SEO is the number of
SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the
firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to the
announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)

OLS Matching Market Corrected
Constant 0.0726™** 0.0794™** 0.1023"** 0.1137***
(0.0144) (0.0163) (0.0110) (0.0110)

REPUTATION 0.0027 —0.0022 —0.0325""* —0.0365""*
(0.0550) (0.0629) (0.0126) (0.0126)
FULL 0.0092 0.0108 0.0038"** 0.0041***
(0.0063) (0.0070) (0.0012) (0.0012)
REPUTATION x FULL —0.0045 —0.0001 —0.0166 —0.0134
(0.0579) (0.0662) (0.0104) (0.0104)

#LEAD —0.0030"" —0.0031*" —0.0026""* —0.0022"**
(0.0012) (0.0015) (0.0004) (0.0004)

SALE —0.0052"* —0.0054""* —0.0049*** —0.0051"**
(0.0007) (0.0008) (0.0005) (0.0005)

#SEO —0.0002""* —0.0002** —0.0002""* —0.0002"**
(0.0001) (0.0001) (0.0001) (0.0001)
ILIQ 0.0971*** 0.0943"** 0.0974™** 0.0951"**
(0.0095) (0.0102) (0.0120) (0.0120)
RISK 3.0407"** 2.8852"* 3.0309"** 2.8643"**
(0.5376) (0.5722) (0.4574) (0.4574)

MARKET BOOK —0.0020"** —0.0022""* —0.0019""* —0.0020"**
(0.0004) (0.0005) (0.0004) (0.0004)

chat —0.0111™** —0.0134"**
(0.0011) (0.0011)

Observations 3,037 2,596 3,037 2,596

R? 0.1871 0.1919 0.2008 0.2098
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Table IC.5: Second-Stage Regression Results: Underpricing

This table reports the findings of OLS and Matching Market Corrected versions of Equation (7) for which the
dependent variable is the underpricing. Columns (1) and (3) present the findings for all SEOs in the sample and
Columns (2) and (4) present the findings restricting the sample to only those SEOs in which the issuing firm
issues a strictly positive number of new shares. UNDERPRICE is the percent difference between the closing
price on the offer day and the offer price in the SEO. REPUTATION is defined as the underwriter’s market
share of the SEO market in the prior calendar year. #LEAD is the number of lead managers reported by
Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at the end of the fiscal year prior
to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales (divided by 1000) reported at
the end of the fiscal year prior to the announcement year. #SEQO is the number of SEOs in the three months
prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of the firm’s equity. RISK is the
variance of daily returns for the firm’s equity measured in the month prior to the announcement date. Standard
errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

(1) (2) 3) (4)
OLS Matching Market Corrected
Constant 0.0224™** 0.0308"** 0.0265"*" 0.0348"**
(0.0082) (0.0099) (0.0057) (0.0057)
REPUTATION 0.0127 0.0192 0.0079 0.0148"
(0.0148) (0.0163) (0.0083) (0.0085)
FULL 0.0117*** 0.0111*** 0.0113™** 0.0107***
(0.0023) (0.0025) (0.0009) (0.0009)
REPUTATION x FULL —0.0571"** —0.0684""* —0.0592"** —0.0696™"*
(0.0201) (0.0225) (0.0070) (0.0070)
#LEAD 0.0007 0.0003 0.0007"* 0.0003
(0.0005) (0.0006) (0.0003) (0.0003)
SALE —0.0021™** —0.0019"** —0.0020""* —0.0019™**
(0.0004) (0.0004) (0.0003) (0.0003)
#SEO 0.00002 0.00003 0.00002 0.00003
(0.00004) (0.00005) (0.00004) (0.00004)
ILIQ 0.0223*** 0.0199*** 0.0215™* 0.0191*
(0.0056) (0.0059) (0.0104) (0.0099)
RISK 0.9742*** 0.9164™** 0.9608"* 0.9028"*
(0.2881) (0.3049) (0.3846) (0.3679)
MARKET BOOK —0.0002 —0.0001 —0.0001 —0.0001
(0.0003) (0.0003) (0.0002) (0.0003)
chat —0.0016"" —0.0016"
(0.0008) (0.0008)
Observations 4,663 4,030 4,663 4,030
R? 0.0768 0.0743 0.0776 0.0749
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Table IC.6: Second-Stage Regression Results: Fees

This table reports the findings of OLS and Matching Market Corrected (MMC) versions of Equation (7) for
which the dependent variable is a measure of the underwriter’s fees in the SEO. All findings are derived from the
subsample of SEOs in which the issuing firm issues a strictly positive number of new shares. In Columns (1) and
(3) the dependent variable is the log of the dollar value of total fees in the SEO and in Columns (2) and (4) the
dependent variable is the ratio of total fees relative to the proceeds of the SEO. FEES is the natural logarithm
of the dollar value (in millions of dollars) of the total fees paid to the underwriter in the SEO. %FEES is the
value of the total fees paid to the underwriter in the SEO normalized by the total proceeds. REPUTATION is
defined as the underwriter’s market share of the SEO market in the prior calendar year. #LEAD is the number
of lead managers reported by Dealogic. MARKET TO BOOK is the firm’s market-to-book ratio reported at
the end of the fiscal year prior to the announcement year. SALE is the hyperbolic arcsine of the firms’s sales
(divided by 1000) reported at the end of the fiscal year prior to the announcement year. #SEQO is the number
of SEOs in the three months prior to the announcement date. ILIQ is Amihud’s measure of the illiquidity of
the firm’s equity. RISK is the variance of daily returns for the firm’s equity measured in the month prior to
the announcement date. Standard errors are in parentheses, *p<0.1; **p<0.05; ***p<0.01.

Panel A: SEOs in Which Firm Raises New Equity Capital

(1) 2) (3) ()
Log(Fees) OLS %Fees OLS  Log(Fees) MMC  %Fees MMC
Constant —0.5976""* 5.9299*** —2.6931""* 7.2346*"*
(0.1600) (0.2213) (0.2270) (0.2270)
REPUTATION 3.0962*** —2.6060""* 5.3803"** —4.0282""*
(0.2635) (0.3645) (0.2913) (0.2913)
FULL 0.4171*** 0.7279*** 0.6532*** 0.5809"**
(0.0406) (0.0562) (0.0264) (0.0264)
REPUTATION x FULL 0.0714 0.9302* 0.6769™** 0.5532***
(0.3644) (0.5039) (0.2047) (0.2047)
#LEAD 0.2511*** 0.0532*** 0.2479*** 0.0551***
(0.0094) (0.0129) (0.0130) (0.0130)
SALE 0.1145™** —0.2512"** 0.0930"** —0.2378"**
(0.0066) (0.0092) (0.0097) (0.0097)
#SEO 0.0039"** 0.0003 0.0029"** 0.0010
(0.0008) (0.0011) (0.0010) (0.0010)
ILIQ —1.7827** 1.3651"** —1.3924*** 1.1220"**
(0.0961) (0.1329) (0.1368) (0.1368)
RISK —11.2609** 29.4600*** —4.1168 25.0119***
(4.9442) (6.8373) (5.7571) (5.7571)
MARKET BOOK 0.0536™** —0.0371"** 0.0435™** —0.0308"**
(0.0044) (0.0061) (0.0057) (0.0057)
ehat 0.8529*** —0.5310"**
(0.0206) (0.0206)
Observations 4,030 4,030 4,030 4,030
R? 0.5172 0.5061 0.8728 0.5798
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Panel B: All SEOs

(1) (2) (3) ()
Log(Fees) OLS %Fees OLS  Log(Fees) MMC  %Fees MMC
Constant —0.8921"** 5.5947*** —2.9886""* 6.9762"**
(0.1436) (0.2070) (0.2120) (0.2120)
REPUTATION 2.9288™** —2.9579"** 5.3316™** —4.5413"**
(0.2589) (0.3732) (0.2837) (0.2837)
FULL 0.4899™** 0.8211*** 0.7015*** 0.6817***
(0.0395) (0.0570) (0.0254) (0.0254)
REPUTATION x FULL 0.1339 1.4957*** 1.2196*** 0.7803***
(0.3518) (0.5072) (0.2019) (0.2019)
#LEAD 0.2643*** 0.1147*** 0.2692*** 0.1115™**
(0.0086) (0.0125) (0.0123) (0.0123)
SALE 0.1105*** —0.3070""* 0.0862*** —0.2910""*
(0.0063) (0.0091) (0.0091) (0.0091)
#SEO 0.0042*** —0.0001 0.0032*** 0.0006
(0.0008) (0.0011) (0.0010) (0.0010)
ILIQ —1.7234™** 1.4869"** —1.3246*"* 1.2241***
(0.0975) (0.1406) (0.1312) (0.1312)
RISK —7.4828 37.1245** —0.7354 32.6783"*
(5.0555) (7.2878) (5.9976) (5.9976)
MARKET BOOK 0.0549™** —0.0418"** 0.0449*** —0.0352""*
(0.0044) (0.0064) (0.0056) (0.0056)
ehat 0.8280"** —0.5456"*
(0.0206) (0.0206)
Observations 4,663 4,663 4,663 4,663
R? 0.5052 0.5071 0.8354 0.5758
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Table IC.7: Residuals

This table reports an examination of the residuals from the second-stage regressions. Panel A reports the
simple cross correlations of the residuals from the second-stage matching market corrected regressions of the
measures of performance. Panel B reports the findings of OLS regressions using the residuals from the second-
stage matching market corrected regressions of the measures of performance as the dependant and explanatory
variables. UNDERPRICE is the percent difference between the closing price on the offer day and the offer price
in the SEO. DISCOUNT is the percent difference between the closing price the trading day prior to the offer
day and the offer price in the SEO. ANNOUNCE is the two-day cumulative abnormal return (estimated using
a market model) for the announcement day and the following trading day. FEES is the dollar value (in millions
of dollars) of the total fees paid to the underwriter in the SEO.

Panel A: Correlations

ANNOUNCE Resid. DISCOUNT Resid. UNDERPRICE Resid. FEES Resid.

ANNOUNCE Resid. 1
DISCOUNT Resid. 0.0167 1
UNDERPRICE Resid. -0.0158 0.4608 1
FEES Resid. 0.051 -0.1149 -0.1169 1
Panel B: Regression Tests - ALL
(1) (2) (3)
Announce Discount Underpricing
Constant 0.0000 0.0000 —0.0000
(0.0012) (0.0011) (0.0006)
FEES Resid. 0.0043*** —0.0091"** —0.0033"**
(0.0016) (0.0015) (0.0009)
ANNOUNCE Resid. 0.0213 —0.0124
(0.0184) (0.0107)
DISCOUNT Resid. 0.2977"**
(0.0115)
Observations 2,596 2,596 2,596
R? 0.0026 0.0137 0.2169
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Panel C: Regression Tests - Fully Marketed

(1) () ®3)
Announce Discount Underpricing
Constant 0.0000 —0.0000 0.0000
(0.0012) (0.0012) (0.0007)
FEES Resid. 0.0039** —0.0104"** —0.0040"**
(0.0019) (0.0018) (0.0011)
ANNOUNCE Resid. 0.0224 —0.0235""
(0.0196) (0.0115)
DISCOUNT Resid. 0.2945***
(0.0121)
Observations 2,344 2,344 2,344
R? 0.0017 0.0139 0.2139
Panel D: Regression Tests - Accelerated
(1) (2) (3)
Announce Discount Underpricing
Constant —0.0000 0.0000 —0.0000
(0.0041) (0.0034) (0.0019)
FEES Resid. 0.0053 —0.0061** —0.0019
(0.0033) (0.0028) (0.0016)
ANNOUNCE Resid. 0.0115 0.0731**
(0.0528) (0.0294)
DISCOUNT Resid. 0.3275***
(0.0353)
Observations 252 252 252
R? 0.0099 0.0188 0.2827
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