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Decisions facing the firm





Type of security?


Public versus private placement?


Rights versus underwritten offer?


Firm commitment versus best efforts?


Negotiated versus competitive bid?


�
Stock price reactions (to new security offers)





Empirical findings [Smith (1986)]:


average abnormal returns are non-positive,


abnormal returns associated with announcements of common stock sales are negative and larger in absolute value than those observed with preferred stock or debt,


abnormal returns associated with announcements of convertible securities are negative and larger in absolute value than those for corresponding non-convertible securities,


abnormal returns associated with sales of securities by industrials are negative and larger in absolute value than those for utilities.





Explanations?


 �



Theories explaining market response to new issue announcements





Optimal capital structure


Implied cash flow change


Unanticipated announcements


Information asymmetry


Ownership changes


 


�
Observed contracts





The "typical" underwritten offering process


Rights versus underwritten offering


Negotiated versus competitive bid


Shelf versus traditional registration








