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Equity Underwriting Spreads at Commercial Bank Holding Companies  
and Investment Banks 

 
ABSTRACT 

 
This paper focuses on relative equity issue costs at commercial bank-affiliated and investment 
bank underwriters over the period 1995-99. We estimate models for the gross spreads associated 
with both IPOs and SEOs, but disaggregate the sample by type of underwriter. Our methods are 
driven by theoretical arguments that bank-related underwriters could have certain competitive 
advantages relative to investment banks in securities underwriting. We find some distinctive 
differences among the factors influencing gross spreads at the commercial bank-affiliated 
underwriters relative to investment banks, primarily in the set of variables we identify with the 
certification role of underwriters. The IPO gross spreads at Section 20 underwriters are less 
sensitive to scale economies, reputation, uncertainty, third-party monitoring, and pricing 
performance. The differences are consistent with theories that suggest that commercial bank 
organizations possess unique technologies for managing information and/or that Section 20 firms 
can exploit diversification benefits from BHC affiliation. This interpretation is strengthened by 
the lack of significant differences in SEO underwriter spreads. The relative advantage that 
Section 20s possess in monitoring capabilities or technologies for managing information 
problems appear to be irrelevant when information is readily and cheaply available. The 
observed results are also consistent with Hansen’s (2000) argument that underwriters compete 
for business on several different dimensions. 



 
Equity Underwriting Spreads at Commercial Bank Holding Companies  

and Investment Banks 
 
 
 
 
1. Introduction 
 

Commercial-banking organizations were prohibited from underwriting equity issues by 

the Glass-Steagall Act of 1933. In 1990, the Federal Reserve (Fed) reinterpreted the Act and 

permitted qualifying subsidiaries of bank holding companies (BHCs) to enter the equity 

underwriting market. From 1990-96, the volume of equity underwriting by BHC subsidiaries 

(known as Section 20 subsidiaries) was severely curtailed by a Fed-imposed limit on total 

revenues from underwriting “ineligible” securities.1 Effective in the first quarter on 1997, the 

Fed increased the revenue ceiling on Section 20 underwritings to 25%, and equity underwriting 

activities by Section 20 subsidiaries soon became a significant part of the market. Table 1 

provides a list of the Section 20s with equity underwriting powers as of December 13,1999. 

 
 

Table 1 about here 
 

 

Initially, the Federal Reserve established certain “firewalls” to curb the sharing of 

information and resources between the commercial bank and underwriting components of a bank 

                                                                 
1 In 1986, the Fed permitted securities subsidiaries of bank holding companies to underwrite and deal in bank 

ineligible securities provided that underwriting revenues were less than 5% of the subsidiaries’ gross revenues. The 

initial ineligible securities consisted of commercial paper, mortgage and other asset-backed securities, and revenue 

bonds. In 1989, the Fed increased the revenue ceiling on ineligible security underwriting to 10% and added 

corporate bonds to the list of ineligible securities. In 1990, the Fed added equity securities to the list of ineligible 

securities.  
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holding company. Effective in the first quarter of 1997, the Fed substantially relaxed these 

restrictions and permitted increased sharing of informational and managerial resources and eased 

restrictions on transactions between affiliates within a bank holding company that owned a 

Section 20 subsidiary. Since commercial banks have recognized expertise as information 

specialists [Rajan (1992)] and monitors [Billett, Flannery, and Garfinkel (1995)], the 

underwriting affiliate in a bank holding company may be able to enjoy some positive spillovers 

that would be reflected in their debt and equity underwriting behavior. 

Section 20s received debt-underwriting powers somewhat earlier than equity powers and 

became significant actors in that market by the mid-to-late 1990s [see Roten and Mullineaux 

(2000)]. Consequently, research on BHC-related underwriting to date has largely focused on this 

sector of the market. Gande et al. (1997) find that Section 20 firms obtain a higher debt price 

(lower yield) for lower credit quality firms, which they interpret as evidence of a “net 

certification effect” for commercial bank-related underwriters. Gande et al. (1999) find that BHC 

entry decreased concentration in the debt market and that gross spreads and yield spreads 

consequently declined significantly, especially for lower-rated and smaller debt issues. Roten 

and Mullineaux (2000) find that gross spreads are significantly lower on debt underwritings by 

Section 20 affiliates over the period 1995-98, but that yields do not differ across underwriter 

types over the same period. Gande et al. (1999) briefly examine equity underwriting in their 

analysis of commercial bank entry into corporate security underwriting. They find no support for 

the hypothesis that increasing in Section 20 market share contributes to a decrease in equity 

underwriting spreads over the 1985-96 period. 

BHC securities’ underwriting is no longer proscribed by legislation. President Clinton 

signed the Gramm-Leach-Bliley Financial Modernization Act on November 12, 1999, effectively 
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repealing the Glass-Steagall Act of 1933. The general consensus among researchers is that the 

passage of the Glass-Steagall Act was misguided [see Krozner and Rajan (1997) and Benston 

(1990)], which is consistent with the Federal Reserve’s decisions to allow limited underwriting 

activities by BHC subsidiaries.  

In this paper, we address the following questions: Are there significant differences in 

underwriter compensation on equity issues underwritten by Section 20 firms and investment 

banks? Do different factors influence gross spreads for the two types of underwriters? If so, can 

these be rationalized by finance theory? We rely on a framework developed by Hansen and 

Torregrosa (1992) to analyze gross spreads on IPOs and seasoned equity issues.  In particular, 

their model identifies three distinct services provided by underwriters:  certification, marketing, 

and monitoring. A byproduct of our research is a somewhat more extensive analysis of the 

determinants of gross spreads than has appeared in the literature to date.  

We find that gross spreads on IPOs and SEOs do not differ, on average, between the two 

types of underwriters over our sample period (1995-1999).2 There are some significant 

differences between Section 20 underwriters and investment banks, however, in the factors that 

determine IPO gross spreads. In particular, underwriting costs at commercial bank-affiliated 

firms are less sensitive to reputation, uncertainty, third-party monitoring, and pricing 

performance. Scale economies are also less important for Section 20 subsidiaries than for 

investment banks. The factors that determine gross spreads on SEOs are identical across 

underwriter type, however. 

                                                                 
2  This conclusion is based on tests for differences in intercepts in the gross spread model. On an unconditional 

basis, average IPO gross spreads are lower for Section 20 underwriters than for investment banks, whereas mean 

gross spreads on SEOs do not differ between the two underwriter types. 
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The next section of the paper provides a brief background. Section 3 provides sample 

information and descriptive statistics. Section 4 presents the methods and identifies the 

hypotheses tested in the paper. Section 5 presents empirical results on underwriter compensation 

in the IPO and SEO markets. Finally, Section 6 summarizes and concludes the paper.    

 

2. Background 

Underwriters provide a set of services to firms seeking to issue equity either as an initial 

public offering (IPO) or a seasoned equity offering (SEO). The underwriter provides advice and 

assistance to the issuer on the appropriate structure of financial statements, the preparation of the 

offering statement, and the size and timing of the issue. The underwriter typically performs a due 

diligence analysis of the firm and consequently serves a certification role. The underwriter plays 

a marketing role by accompanying the issuer’s senior management on a “road show” to provide 

information to potential investors and assess the demand for the issue. In particular, the 

underwriter records investor interests in new shares in a “book”. The underwriter prices the 

shares based on this assessment of demand and its own financial analysis. The underwriter’s 

contractual agreement with the issuer also addresses issues such as an over-allotment option, the 

lock-up period, and the prospect of price stabilization in the aftermarket. The issuer and the 

underwriter can alter the registration statement until the day before the issue, and last-minute 

changes typically involve adjustments to the offer price and/or to the size of the issue. Finally, 

the underwriter forms a syndicate and distributes the issue to the public. 

Academic research has focused on many different aspects in the equity underwriting 

process, including the relative costs to the issuer, the pricing of new issues, the relevance of the 

underwriter’s “reputation” to cost and pricing issues, the role of “relationship” in equity 
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underwriting, the relevance of the offering method, the role of additional parties such as venture 

capital firms and law firms, the relevance of underwriter stabilization activities, and the impact 

of the expiration of the “lock-up period” that prevents designated investors from selling their 

shares over some specified period. The literature is large and involves diverse results and it is not 

our objective to present a comprehensive review. We instead provide some grounding for our 

analysis based on a sampling of the relevant literature. 

Underwriters are compensated for providing a variety of services to issuers.  Hansen and 

Torregrosa (1992) distinguish among the marketing, monitoring and certification services of 

underwriters.  Marketing services include the preparation of the issue for underwriting and the 

distribution of the security, typically through a syndication process.  Hansen and Torregrosa 

(1992) also categorize risk bearing as a marketing service.  Certification services pertain mainly 

to the pricing of the issue, in particular the assurance that the price is “fair” in the context of the 

Securities Act of 1933.  Hansen and Torregrosa (1992) link the set of monitoring services to the 

arguments of Easterbrook (1984) who contends that dividends can be at least partially explained 

as a device for eliciting monitoring by an underwriting firm.  These monitoring activities are 

focused primarily on controlling agency costs within the issuing firm and potentially add value to 

the firm in several ways.  The lead underwriter’s research can reveal information about 

managerial effort and the efficiency of existing governance mechanisms.  The prospect of such 

monitoring discourages prerequisite consumption and gives managers enhanced incentives to 

focus on performance.  The underwriter also can make more information available about the 

firm’s overall strategy and its relationship to the management’s human capital and level of effort.  

Hansen and Torregrosa (1992) find evidence that gross spreads on SEOs decline when there is 

less demand for agency-related monitoring.  While Hansen and Torregrosa (1992) were 
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primarily seeking evidence to confirm or disconfirm the hypothesis that monitoring was a 

valuable service provided by underwriters along with marketing and certification, our motivation 

is somewhat different.  Our objective is to investigate whether Section 20 underwriters and 

traditional investment banks bring different sets of marketing, monitoring, and certification 

capabilities to the market.  We do so by trying to determine whether there are fundamental 

differences in the factors driving their underwriting compensation. 

Kanatas and Qi (1998) analyze the potential for information-based scope economies 

associated with securities underwriting by commercial bank-affiliated firms. Information 

gathered in the process of loan evaluation may be equally useful in the underwriting process. 

They contrast this potential benefit to firms raising funds with the prospect of additional costs in 

the form of conflicts of interest. Banks that uncover negative information in the lending process 

have an incentive to misrepresent the borrower’s quality when underwriting their securities since 

the proceeds could be used to liquidate the bank’s loan. Kanatas and Qi (1998) demonstrate how 

reputational concerns can resolve this trade-off in a way that mitigates the conflict-of-interest 

problem. Puri (1996) observes results that are consistent with a certification role for bank-related 

underwritings in the pre-Glass Steagall period and inconsistent with the conflict-of-interest 

hypothesis. Gande et al. (1997) find evidence that bank-related underwriters do not exploit their 

customers when underwriting debt securities in a more recent period, even in cases where the 

potential for conflict of interest is high (e.g., the stated purpose of the underwriting is to repay 

bank debt). Economies of scope in commercial bank-affiliated underwritings of debt or equity 

could result in lower spreads, especially if Section 20 affiliates exploit any competitive 

advantage to gain market share.  
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 Puri (1999) formally demonstrates why commercial bank-related underwriters can be 

better certifiers than investment banks in the event they hold prior claims on an issuer, especially 

when the cost of information is high.  Bank-related underwriters consequently obtain better 

prices for issuers.  In her model, investment banks can co-exist with commercial bank 

underwriters because the latter institutions will charge higher fees and/or extract rents from 

issuers.  While Puri’s (1999) model assumes the existence of a prior lending relationship so that 

the bank holds private information unavailable to investment banks, it is not clear that a loan 

relationship is absolutely essential for banks to have a comparative advantage in underwriting.3  

Commercial banks may possess a different and potentially more efficient information processing 

technology than investment banks.  Roten and Mullineaux (2000) find that issuance fees on debt 

are systematically lower at commercial bank-affiliated underwriters than at investment banks 

over period 1995 – 1998, and that neither the existence nor size of a prior loan relationship is 

critical to the result. 

There are a number of additional reasons why commercial bank-affiliated underwriters 

might perform differently than traditional investment banks. First, as “new” entrants into the 

business, Section 20 firms could have an incentive to offer pricing discounts. James (1992) 

argues that underwriting debt or equity securities occurs in the context of an ongoing 

relationship. In particular, the information gained in the underwriting process can be re-used in 

subsequent transactions. An underwriter gains a “durable transactor-specific asset” in the sense 

of Williamson (1979) that reflects either issuer-specific information or the development of a 

                                                                 
3 As Puri (1999) notes in a footnote, the assumption that only commercial banks have lending relationships with 

issuers does not hold strictly in U.S. financial markets in the 1990s. Investment banks have become very active in 

originating loans for syndication [see Dennis and Mullineaux (2000)].  
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knowledgeable client base for the issuer’s securities, or perhaps both. This relationship-based 

asset creates a lock-in between the underwriter and issuer that motivates the underwriter to offer 

an initial price below marginal costs in anticipation of earning quasi-rents in subsequent 

transactions. James (1992) finds evidence that underwriter spreads are significantly lower in 

IPOs when firms again issue equity at a later date with the same underwriter, confirming the 

relevance of potential repeat dealings in the pricing of underwriter services.4  

 Several research papers analyze the impact of the role of venture capital firms as potential 

“certifiers” of value in the underwriting process. Ritter (1999) finds that venture-capital backed 

issues are associated with larger initial returns over the period 1989-95, whereas Megginson and 

Weiss (1991) report that venture capital-backed issues are associated with less underpricing and 

lower gross spreads in an earlier period (1983-87). Venture capital backing may influence gross 

spreads because costs of monitoring could be lower in the presence of third-party specialists.  

Since commercial bank organizations have been identified as “certifiers” in both a lending 

[Billett, Flannery and Garfinkel (1995)] and debt underwriting context [Gande et al. (1997)], 

certification by third-parties such as venture-capital firms may be less relevant in the case of 

commercial bank-related equity underwriters. We test this hypothesis in our estimations. 

The role of the “reputation” of the underwriter is another area of equity underwriting 

research, but again findings vary across studies. Chemmanur and Fulghieri (1994) develop a 

theoretical model involving asymmetric information between insiders and outsiders in which 

investment banks have an incentive to certify bad projects. They demonstrate that underwriter 

reputation can mitigate the moral hazard problem. In their model, underwriter spreads are 

                                                                 
4 Gande et al. (1997) and Roten and Mullineaux (2000) fail to find evidence for lock-in effects in commercial bank-

related underwritings of debt securities, however. 
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positively related to reputation. Beatty and Welch (1996) find that reputable underwriters earned 

larger compensation over the sample period 1992-94, while Megginson and Weiss (1991) report 

that reputable underwriters charged lower gross spreads over the period 1983-87. Dennis and 

Mullineaux (2000) demonstrate that reputable lead banks in a commercial-loan syndicate have 

superior distribution capabilities compared to less reputable counterparts, partly because the lead 

bank efficiently manages potential agency problems among syndicate members. We examine 

whether commercial bank-affiliated underwriters may be able to take advantage of scope 

economies associated with the monitoring and/or the distribution technology of the bank holding 

company itself. If this is the case, reputation effects could differ between investment bank and 

commercial bank-affiliated underwriters.  

Megginson and Weiss (1991) find that gross equity underwriting spreads are negatively 

related to the size of IPO issues. Gande et al. (1999) also report that the relationship between 

issue size and gross spreads is negative and significant for all equity issues. We include the 

amount issued as a variable in our model and test for differences between Section 20 and 

investment bank underwriters in scale economies. Altinkilic and Hansen (2000) present results 

that support a U-shaped curve for SEO and straight-bond issues underwriter spreads, suggesting 

there are diseconomies of scale for “large” issues due to the increased costs of syndicate services. 

The authors find that up to 85% of the underwriting spread is variable and that marginal spreads 

beyond some level of new capital raised begin to rise. The underwriting technologies of 

investment banks and Section 20 subsidiaries could differ, however.  

Chen and Ritter (2000) provide strong evidence of a relatively invariant seven percent 

gross spread on IPOs over our sample period, which they interpret as consistent with implicit 

collusion among underwriters. Hansen (2000) argues that the IPO underwriting market is 
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competitive, despite the prevalence of 7 percent spreads. He suggests that underwriters compete 

on other dimensions, including reputation, placement services, and underpricing. Our analysis 

determines whether these dimensions differ systematically between the two types of underwriters 

in terms of their impact on gross spreads. 

Finally, BHCs engaged in underwriting are arguably better diversified than investment 

banks. The cash flows generated by the large bank holding companies in our sample reflect a 

substantial variety of lending activities carried out over a wide geographic area. Consequently, 

Section 20 affiliates may offer discounts on gross spreads based on an overall lower risk profile 

or their enhanced capacity to offer cross subsidies, given their extensive product set. 

  
 
3. Data and preliminary analysis 

Information about equity underwritings was obtained from the Securities Data 

Corporation, Inc. (SDC) database of initial and seasoned issues of new equity securities. The 

database is constructed from regulatory filings, news sources, company press releases, and 

prospectuses. This database has been used extensively in underwriting research involving equity 

and debt. The sample consists of all equity issues for the period January 1, 1995 through 

December 31, 1999. The initial date is the year in when the equity market share of Section 20 

underwriters first exceeded 5 percent.  

 

3.1 Sample selection 

There were 6,255 equity issues in the SDC database over the sample period, consisting of 

3,059 IPOs and 3,196 SEOs. We eliminate 1,205 issues that were closed-end fund investments, 

mutual fund conversion shares, REITs, spin-offs, or something other than ordinary common 



EQUITY UNDERWRITING  11
 
 
 
stock. Six hundred and sixty-six issues are missing either gross spread or one of the independent 

variables used in the models. Finally, 101 issues are eliminated that have an offer price less than 

the “penny stock” threshold of $5. Seguin and Smoller (1997) identify these firms as “especially 

risky.” The final sample contains 4,283 issues, consisting of 2,069 IPOs and 2,214 SEOs. 

 

3.2 Market share analysis and tests for differences in means 

After the Fed relaxed revenue limits and firewall restrictions on underwriting in late 

1996, equity underwriting by Section 20 firms increased substantially. Figure 1 shows the market 

share of Section 20 underwriters over the period 1995-99 for IPO and SEO issues. The share of 

BHC-affiliated underwriters rose from below 10 % in 1995 to the 25-30% range in 1999. Section 

20 underwriters focused more proportionately on IPOs in 1996-97, but SEOs were a larger 

percentage of BHC-related underwritings in 1998-99.  

 
 

 

Figure 1 about here 
 

 

In Table 2, we present the Herfindahl index as a measure of the structure of the equity 

underwriting market during the sample period. During this period of increased Section 20 equity 

underwriting, market concentration was increasing.5 The Herfindahl index value increased from 

676 in 1995 to 1102 in 1999. To determine whether our sample selection and its specific mix of 

                                                                 
5 Gande et al. (1999) found that increased Section 20 activity had a pro-competitive effect in the debt market over 

the period 1985 through 1996. They found that the Herfindahl index decreased from 1506 in 1986 to 1175 in 1996. 

However, Roten and Mullineaux (2000) found that the Herfindahl index increased in the debt market from 1995 to 

1998.  
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IPOs and SEOs influences the results, we also calculate the Herfindahl index for all issues during 

the sample period. The full sample results are consistent with our sub-sample findings.  

 

 

Table 2 about here 
 

 

Sample means for the characteristics of the IPOs and issuing firms are presented in Table 

3 and the data is disaggregated by type of underwriter. A standard p-value indicates where there 

are statistical differences in means between Section 20 and non-Section 20 underwriters.  

  
 
3.2.1 IPOs 

Average gross spreads on IPOs are significantly lower (6.96% versus 7.24%) for the 

Section 20 issues in our sample. The funds raised by the issuers do not differ across underwriter 

type, averaging approximately $54 million in each case. The average equity issue is substantially 

smaller than the mean debt issues of $115 million reported by Roten and Mullineaux (2000) over 

a similar period. The mean market value of the issuer, calculated as the offer price times the 

share volume before the IPO issue, is lower for Section 20s ($196.7 million versus $255.1 

million), but insignificantly so. Gande et al. (1997) found that Section 20 debt underwritings 

were more heavily oriented towards smaller firms. The proportion of the new issues maintained 

by insiders is not significantly different across the two types of underwriters. 

 
 

Table 3 about here 
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Venture-capital backing is more likely in the case IPOs underwritten by Section 20s 

(55% versus 38%). The percent of the IPO issues that involve amended registration statements is 

approximately 100% for both types of underwriters.6 The percentage of issues with an offer price 

above the original high file price is somewhat higher for Section 20s underwritings (33% versus 

30%), but the difference is insignificant. Issues with an offer price above the amended high file 

price are proportionately and significantly higher for Section 20 underwriters (26% versus 19%). 

Section 20 issues with an offer price below the low file range do not differ significantly for either 

the original (25% versus 21%) or amended (14% versus 14%) file ranges compared to those of 

investment banks.  

 

3.2.2 Disaggregated IPO Descriptive Statistics   

In this section, we examine whether Section 20 subsidiaries rely more or less heavily than 

investment banks on the 7 percent gross spreads that have become quite prevalent in the 1990s. 

We disaggregate the IPO sample into three issue size ranges: under $20 million, $20 – 80 

million, and over $80 million. We present descriptive statistics identifying the proportion of 

issues with 7 percent gross spreads, the mean gross spread, offer price, issue proceeds, and issuer 

market value for each of the sub-samples. The proportion of issues in the entire sample with a 

seven percent gross spread is significantly higher for Section 20 issues (93% versus 69%) than 

for investment banks. The average offer price is also significantly higher for Section 20 issues 

($12.97 versus $12.35).  

                                                                 
6 We also calculated the proportion of issues where the high file price was amended. Section 20 and non-Section 20 

underwriters amended the high file price in approximately 25% of the IPOs in the sample. 
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Descriptive statistics for small issues (less than $20 million) are presented in Table 4, 

Panel A. The average gross spread is significantly lower for Section 20 issues (7% versus 8.23%) 

and the proportion of seven percent issues is significantly higher for Section 20 underwriters 

(96% versus 35%). The Section 20 gross spreads are less volatile (24 of 25 are 7%) than the 

investment bank spreads (159 of 455 are 7%). The offer price ($8.64 versus $7.21), the average 

proceeds ($15.12 versus $11.07 million), and issuer market value ($60.39 versus $36.52 million) 

are significantly larger for Section 20 issues in the sub-sample.   

 
 

 

Table 4 about here 
 

 

Descriptive statistics for medium-sized issues (between $20 and $80 million) are 

presented in Table 4, Panel B. The proportion of 7 percent issues is significantly larger for 

Section 20 underwriters (99% versus 92%). However, the average gross spreads do not differ 

between Section 20 subsidiaries and investment bank underwriters in the sub-sample. Section 20 

underwritings have significantly larger (at the .10 level) issue size ($43 versus $41 million), 

while the market value of issuing firms is lower for Section 20 underwritings, but insignificantly 

so.  

Descriptive statistics for large issues (greater than $80 million) are presented in Table 4, 

Panel C. The average gross spread is significantly larger for Section 20 issues (6.76% versus 

6.57%). The 7 percent issues are proportionately much lower for both Section 20 and investment 

bank underwriters (58% and 48%) compared to the smaller-size sub-samples, but the difference 

across underwriter type is not significant. The offer price associated with the different types of 
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underwriter is identical ($18). The issue size and the market value of the firm are smaller for 

Section 20 offerings, but the differences are not significant.   

In sum, there are significant differences in the prevalence of seven percent gross spreads 

between the two underwriter types. Section 20 underwriters establish a seven percent gross 

spread for virtually all issues (289 out of 292) in the small and medium issue size range. Small-

firm issuers benefit from the prevalence of seven percent gross spreads in Section 20 

underwritings, since the average gross spread established by investment banks for this class 

(8.23%) is significantly higher. The fact that commercial bank-affiliated underwriters are highly 

likely to maintain 7 percent spreads for relatively small issues while investment banks charge 

higher spreads can be viewed as rough evidence of Hansen’s (2000) claim that underwriters 

compete on multiple dimensions. Section 20s presumably possess advantages in dealing with 

smaller firms that investment banks lack, such as superior monitoring capabilities or lower 

information costs, which could rationalize the smaller spreads and higher prices on their new 

issues. Our finding here is consistent with that of Gande et al., who found that Section 20 

underwriters established lower spreads on debt issues of smaller, riskier firms. Unfortunately, the 

lack of variability in the small issue spreads precludes any hypothesis testing. The large-issue 

sample has a greater proportion of gross spreads not equal to seven percent and provides a sub-

sample for testing the robustness of the full sample results presented below.  

 

3.2.3 SEOs 

SEO descriptive statistics are presented in Table 5. The average underwriter 

compensation for Section 20 SEO underwritings does not differ significantly (5.10% versus 

5.05%) from investment bank gross spreads. Average issue proceeds likewise do not differ 
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significantly. The mean market value of the issuer, based on value prior to the SEO, is lower for 

Section 20s ($1,394 million versus $1,480 million), but insignificantly so. The SEO average 

offer price does not differ significantly between Section 20 and investment bank underwriters 

($28 versus $27).  

 
 

Table 5 about here 
 

 

The percent of the issues that were amended is 65% for Section 20 underwriters and 70% 

for non-Section 20 underwriters, and the difference is significant.7 The percentage of issues with 

an offer price above the original high file price, a proxy measure for pricing performance, is 

higher for Section 20 than investment bank underwritings (42% versus 40%), but the difference 

is insignificant. The percentage of issues with an offer price above the amended high file price is 

identical for the two types of underwriters (20%). Section 20 issues with an offer price below the 

low file range do not significantly differ for either the original (55% versus 56%) or amended 

(76% versus 76%) file ranges. 

 

4. Methods and hypotheses 

We next estimate a set of models with the objective of testing for differences in the 

factors influencing the costs of equity underwriting at commercial bank-affiliated firms and 

investment banks. Our gross spread model includes variables that capture the certification, 

marketing, and monitoring roles of underwriters emphasized by Hansen and Torregrosa (1992), 

                                                                 
7 The high file price for the SEO issues was amended approximately 26% of the time for both the Section 20 and 

non-Section 20 underwriters.  
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although our specification is more detailed than theirs. We also include several variables that 

explicitly reflect the entry of Section 20 subsidiaries into the equity underwriting market. Section 

20 subsidiaries may be expected to underwrite equity at lower costs than investment banks for a 

number of reasons, including the prospect that the former have access to superior information 

about the issuer, possess a more efficient information processing technology, and/or are better 

able to identify and control agency costs associated with the issuing firm. Section 20 subsidiaries 

and their customers may also benefit from activity and asset diversification within the typical 

large BHC. 

 

4.1  Multivariate analysis of gross spread 

 We estimate the models using OLS regression analysis, with Newey-West 

heteroscedastic consistent p-values to adjust for understated standard errors.8 The gross spread 

variable is calculated as offer size less proceeds to the issuer expressed as a percentage of the 

issue size. The gross or underwriter spread is shared among lead managers, co-managers, and the 

syndicate group and includes the management fee (portion payable to the book manager), the 

underwriting fee (portion payable to co-managers), the selling concession (portion payable to the 

selling syndicate) and the reallowance fee (fee paid to secondary sellers of the securities).  

While some of the variables in the model can be identified with the various roles of the 

underwriter, others capture all of their various activities.  The size of the issue, for example is 

relevant to the certification, marketing and monitoring services provided.  Like Hansen and 

Torregrosa (1992), we allow for a U-shaped relationship between gross spread and offer size in 

                                                                 
8 See Andrews, Donald, 1991, Heteroskedasticity and autocorrelation consistent matrix estimation, Econometrica, 

59, 817-858. 
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our specification by including both issue size (PROCEEDS) and the log of the issue size in our 

model. 

The prevalent view in the finance literature is that there are large economies of scale 

associated with new issues of securities.  Altinkilic and Hansen (2000) argue that financial 

researchers have overstated the prevalence of scale economies and present significant evidence 

that marginal issuance costs are increasing in the representative issue of SEOs and debt.9  

Underwriting cost functions are likely to be U-shaped, according to their model, because variable 

underwriting costs such as marketing, monitoring and certification expenses are substantially 

larger than fixed costs, which are confined primarily to the registration phase of a security issue.  

Our specification allows for a non-linear relationship, and it permits the shape of the function to 

differ between investment banks and commercial bank-affiliated underwriters.  Production 

characteristics could differ between the two types of underwriters, especially since BHCs are 

relatively new entrants into underwriting.10  In addition, the mix of expenses associated with 

monitoring, marketing, and certification could differ between underwriter types.  While we 

hypothesize that the coefficient of PROCEEDS will be positive and the coefficient of 

LN(PROCEEDS) will be negative (consistent with a U-shaped relation), the individual 

coefficients could differ between Section 20 and non-Section 20 underwriters.  If this is the case, 

it implies the minimum cost underwriting size differs between the two types of firms. 

                                                                 
9 Altinkilic and Hansen (2000) cite a large number of papers and books that present the “received wisdom” of 

declining underwriting costs. 

10 Most of the entry into equity underwriting by BHCs has occurred through acquisitions of existing investment 

banking firms.  Consequently, the production characteristics of Section 20 underwriters may be relatively “mature,” 

despite their new entry into the business. 
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The variables we relate to the certification role of the underwriter include the reciprocal 

of the offer price [1/OFFER], dummy variables reflecting adjustments in the offer price relative 

to the original range of prices in the filing [OFFER UNDER/OVER], and the presence of a 

venture capitalist as a source of prior funding to the issuer [VENTURE].  Since superior 

certification capabilities facilitate the marketing of an issue, these factors have at least an indirect 

relevance to that function as well. 

1 / OFFER has been employed as a measure of uncertainty in several studies, such as 

James (1992), Brennan and Hughes (1991), and Beatty and Welch (1996). The intuition is that a 

high-risk firm can signal quality if the underwriter sets a lower offer price, since a lower price 

generates larger brokerage commissions and increased attention from analysts. James (1992) and 

Beatty and Welch (1996) find that gross spreads are positively related to the reciprocal of the 

offer price.11 We hypothesize that the cost of underwriting at Section 20 firms will be less 

sensitive to uncertainty either because of information advantages or because BHCs that own 

underwriters are better diversified than the representative investment bank. 

OFFER UNDER/OVER represents two dummy variables with UNDER equal to 1 for 

any issue with an offer price set lower than the original file range and 0 otherwise and OVER 

equal to 1 for any issue with an offer price set higher than the original file range and 0 otherwise. 

These variables appear in the equations to test for a relationship between the quality of 

certification services and the cost of the issue. Underwriters might extract rents from issuers 

when the offer price is set above the file range, as partial payment for enhancing the wealth of 

the insiders. Puri (1999) cities rent extraction as a likely prospect in commercial bank-related 

                                                                 
11 While this variable has been in a number of studies of gross spreads, Hansen (2000) notes that the offer price is 

established jointly with the gross spread. This implies the potential for endogeneity bias in our results. 
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underwritings. Underwriters might also reduce gross spreads when offer prices drop below the 

file range to protect their reputation, offering discounts for lower than expected pricing 

performance. We hypothesize that underwriter spreads will be higher (lower) when the offer 

price is above (below) the file range. 

VENTURE is a dummy variable that is 1 if the issuer received funding from a venture 

capitalist prior to the time of the IPO and 0 otherwise. We hypothesize that the presence of 

venture capitalists will decrease the compensation paid to underwriters because venture 

capitalists help certify the value of a relatively unknown issuer. Megginson and Weiss (1991) 

find that venture capital-backed issues were associated with lower gross spreads. Venture capital 

backing may be less relevant at Section 20 underwriters than at investment banks, however, since 

Section 20 underwriters might provide certification services indirectly through their affiliation 

with a bank holding company. Venture-capital backing may also have an effect on the marketing 

of the firm’s shares. If short-term, third-party ownership is the source of agency problems, the 

placement of the issue can be more costly for the underwriters and thus result in higher gross 

spreads. Primary market participants may view the short-term nature of venture capital 

ownership as a potential negative for future stock price performance. Bradley et al. (2000) have 

shown that abnormal returns are significantly more negative at lock-up expiration when the 

issuer is venture capital backed. 

The variables that reflect the monitoring activities of underwriters in our model are the 

size of the issuer [LN(MKTVAL)] and the percent of the issue that remains in the hands of 

insiders [PERHELD]. LN (MKTVAL) is the natural log of the pre-issue market value of the firm 

based on the offer price (millions of dollars). This variable appears only in the SEO gross spread 
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model. We expect that gross spreads will be lower for larger firms, which present fewer 

information problems to investors and consequently can be monitored at relatively low costs.  

PERHELD, which appears only in the IPO spread model, is the proportion of the firm not 

issued to the market, calculated as the total shares after the issue minus shares offered to the 

market divided by the total shares. The larger the amount held by the firm’s insiders, ceteris 

paribus, the better aligned are the interests of the new owners and the managers. If this variable 

captures agency costs and if the monitoring expense of the issue increases with the scope of 

agency problems, the coefficient of this variable should be negative. If Section 20s have a 

comparative advantage in managing agency costs, the sensitivity of gross spreads to PERHELD 

should be lower in this case. 

The underwriter’s reputation (REPUTATION) may be relevant to its capacity to certify, 

market and monitor, and reputable underwriter should charge higher gross spreads if their 

services are of high quality.  The theory developed by Chemmanur and Fulghieri (1994) predicts 

a positive relationship between reputation and gross spreads and Beatty and Welch (1996) 

confirm that prediction empirically. REPUTATION is a dummy equal to 1 for issues 

underwritten by Goldman Sachs & Co, Merrill Lynch & Co Inc., Morgan Stanley Dean Witter 

(Morgan Stanley), Donaldson, Lufkin & Jenrette, CS First Boston, Salomon Smith Barney 

(Smith Barney Inc., Smith Barney Shearson, Smith Barney, Salomon Brothers), and Lehman 

Brothers, which are the top producers in the sample, and 0 otherwise.12 This set of firms 

represents a mix of Section 20 and non-Section 20 underwriters over our sample, but we have no 

hypothesis concerning differential effects. 

                                                                 
12 Additional variables for reputation were used in alternative estimations. The use of continuous variables or 

dummy variables based on market share did not alter the economic and statistical results of the analysis.  
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We also include two variables to capture the potential relevance of the Federal Reserve’s 

policy of permitting enhanced equity underwriting by commercial bank-affiliated firms.  One 

variable, MKTSHARE, reflects the proportion of the market controlled by Section 20 

underwriters and the other, FRBSHIFT, is a dummy that measures the impact of a major policy 

change by the Fed that facilitated equity underwriting, effective in the first quarter of 1997. 

SECTION 20 MARKET SHARE (MKTSHARE) is the market share of all Section 20 

subsidiaries for each year in the sample. Gande et al. (1999) used this variable in their study of 

debt and equity underwriting and found evidence of a favorable effect from competition only in 

debt market underwriting. If the growing market share of Section 20 subsidiaries reflects a more 

competitive equity underwriting market, the coefficient should be negative.13  

FRBSHIFT is a dummy variable that is 1 for any issue underwritten after the Fed’s 

relaxation of revenue limits and firewalls in 1997Q1 and 0 otherwise. This variable tests for 

differences in underwriter spreads before and after the Fed’s regulatory policy change that 

allowed Section 20 underwriters to compete more aggressively and/or to share more information 

between the underwriter and the other components of the BHC. If this change enhanced 

competition in the market, then the coefficient of this dummy variable should be negative.   

Finally, we include a set of ten dummy variables (SIC0, SIC2,…, and SIC9) based on the 

primary SIC code of the issuer to control for potential industry effects. For example, SIC6 is 1 

for a firm with a SIC code beginning with a 6 and 0 otherwise. 

 

 

                                                                 
13 Roten and Mullineaux (2000) find no support for a pro-competitive effect associated with increasing Section 20 

market share in the debt underwriting market over the period 1995 - 1998. 
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5. Empirical Results 

5.1 Gross Spreads on IPOs 

The results for IPO gross spreads, disaggregated by Section 20 and traditional investment 

bank underwriters are presented in Table 6.14 We observe several significant differences in the 

estimated coefficients of the Section 20 model estimates compared to the non-Section 20 

estimates, and these are primarily related to the variables we have associated with the 

certification role of underwriters.15  

 
 

Table 6 about here 
 

 

The coefficients of the log of proceeds take the hypothesized negative sign, but we obtain 

significance only in the investment bank equation.  Traditional investment banks appear better 

able than Section 20 underwriters to exploit economies of scale in underwriting IPOs, since the 

p-value reveals the difference in the estimated coefficients is highly significant.  Unlike Hansen 

and Torregrosa (1992) and Altinkilic and Hansen (2000), we do not find evidence of a U-shaped 

cost structure for either type of underwriter, but those sets of authors were examining SEOs 

rather than IPOs.  We estimate an SEO model below and find results similar to theirs. 

                                                                 
14 We also estimated the model for the aggregate IPO sample, including a Section 20 dummy variable. The 

coefficient was insignificant, suggesting that the gross spread models do not have different intercepts between 

underwriter types. 

15Tests for significant differences in the coefficients are calculated within the models using a Section 20 interaction 

variable. The interaction terms are a Section 20 dummy variable multiplied by every variable in the equation. When 

the coefficient of a given interaction term is significant, the implication is the factor in question has a different effect 

on gross spreads at Section 20 underwriters than to investment banks. 
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The coefficients of the variables reflecting the certification role of underwriters all differ 

significantly between the Section 20 model and the investment bank model.  The reciprocal of 

the offer price has the predicted positive impact on gross spreads at investment banks, but the 

coefficient of this same variable is negative in the Section 20 models.  The p-value indicates the 

coefficients differ significantly.  To the extent that this variable proxies for uncertainty, our 

results indicate that Section 20 underwriters do not raise underwriting fees in response to 

uncertainty, whereas investment banks do.  This result might reflect the fact that BHCs that own 

Section 20 subsidiaries are arguably better diversified than investment banks.  Gross spreads also 

react differently at the two types of underwriters to offer prices established outside the original 

file range.  When the offering price is below the range indicated in the filing, investment banks 

charge a lower gross spread, while Section 20 underwriters do not.  Perhaps investment banks 

discount their gross spreads to preserve their reputations in cases where the offer price is likely to 

fall below the initial range.  The fact that the coefficient of REPUTATION is positive and 

significant at investment banks in our model, but not at Section 20s, is consistent with this 

interpretation.  We also find that when the offer price is established above the file range, 

investment banks increase their gross spreads.  Investment banks appear to extract some rents 

from issuers in the event of an unexpectedly high offer price, whereas commercial bank-

affiliated underwriters do not.  Finally, the presence of a venture capitalist is associated with 

lower gross spreads at investment banks, but higher spreads at Section 20 subsidiaries.  The 

difference in coefficients is again highly significant.  While the market appears to value the 

presence of a third party certifier in the case of investment banks, this is not the case for Section 

20 underwritings, perhaps because banks themselves have been widely shown to play a 

certification role.  As noted above, the relevance of reputation also differs significantly between 
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the two types of underwriters. Reputation has a positive and significant impact on gross spreads 

only in the case of traditional investment banks. This result is consistent with Chemmanur and 

Fulghieri (1994) and Beatty and Welch (1996). However, issuers do not “pay” for reputation in 

Section 20 underwritings, perhaps reflecting their relatively recent entry into the business or the 

lack of reputational differences for BHC associated underwriters. The observed differences in the 

factors affecting gross spreads are strongly consistent with Hansen’s (2000) argument that 

underwriters compete for business on different dimensions.  

The variable that is a proxy for the monitoring role of underwriters in controlling agency 

costs, PERHELD, is insignificant in both models.  While this result differs from Hansen (2000) 

and Torregrosa (1992), they focused exclusively on SEOs.  To the extent that our classification 

of variables accurately captures the various roles of underwriters, certification appears to be the 

dominant function in the IPO process, perhaps not surprisingly.16 

The variables reflecting the Federal Reserve’s actions with respect to Section 20 activities 

are, for the most part, insignificant. The increasing market share of Section 20 subsidiaries has 

no significant impact on IPO gross spreads, consistent with the equity market results found by 

Gande et al. (1999) for the period 1985-1996 and with the findings of Roten and Mullineaux 

(2000) for the debt market. The entry of commercial bank-affiliated firms into equity 

underwriting does not yield a pro-competitive effect on gross spreads. The Fed’s relaxation of 

revenue limits and firewalls in first quarter of 1997 also does not have a pro-competitive effect 

on gross spreads. In fact, the gross spreads are significantly larger for the Section 20 

                                                                 
16 We also estimate the model with a price-to-book (book-to-price) variable to test the robustness of the result with 

respect to alternative proxies for agency problems. The variable(s) is insignificant and does not quantitatively or 

qualitatively alter the other results. 
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underwriters after the regulatory changes. Finally, the industry dummies coefficients are almost 

always insignificant and are not reported in the tables. 

We observe a number of differences in coefficients between the two types of 

underwriters in the gross spread models and find that we can reject the hypothesis that the full 

vector of coefficients is identical by the Wald test at any conventional level of significance.17 All 

of these differences in factors affecting gross spreads appear to be related to the certification role 

of underwriters.18 

 

5.2 Gross spread on SEOs 

We estimate similar models for SEO gross spreads disaggregated by underwriter type. 

The results are presented in Table 7.19 We find no significant differences between Section 20 and 

investment bank underwriters in the SEO market. We confirm the results of Hansen and 

                                                                 
17 The Wald test is sensitive to difference in the scale of each of the dependent variables. Therefore, we place less 

significance on the results of this test than on the differences in the individual coefficients. 

18 Our results could be influenced by the disproportionate share of 7 percent gross spreads between the two types of 

underwriter (see Table 4). Consequently, we performed a robustness check by estimating the models using only 

“large” issues. In the case of large issues, we do find evidence of a U-shaped cost structure, including (weak) 

evidence that Section 20 subsidiaries are more likely to be subject to diseconomies of scale. We observe some 

significant differences in coefficients that are again strictly related to the set of certification variables. One key 

difference, however, is that gross spreads are higher in the presence of venture capitalists for both types of 

underwriters. Since our sub-sample issuers are large firms, certification by a third-party is presumably less relevant 

to equity purchasers. The coefficient is positive and significant for both underwriter types, suggesting that venture-

capitalist backed issues may be more costly to market in the case of larger firms .  

19 In a separate estimation, the coefficient of an intercept dummy reveals that SEO gross spreads again do not differ 

between Section 20 subsidiaries and investment banks. 
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Torregrosa (1992) and Altinkilic and Hansen (2000) concerning a U-shaped cost structure, but 

the cost functions do not differ between underwriter types. We also find, like Hansen and 

Torregrosa (1992), evidence of a monitoring role for underwriters in the SEO market as reflected 

in the negative coefficient of the size of the issuer (MKTVAL), and the effect is identical across 

underwriters. Reputation is negatively related to SEO underwriting spreads and uncertainty 

(1/OFFER) is positively related to SEO underwriting spreads. The hypothesis that the vector of 

coefficients is identical cannot be rejected at the 10% level.  

 
 

Table 7 about here 
 

 

In sum, the evidence suggests that SEO gross spreads are not determined by different 

processes at investment banks and Section 20 subsidiaries. Since these firms are relatively well 

known in the market, commercial bank-affiliated firms appear unable to exploit any information-

based advantages in placing seasoned issues. 

 

6. Summary and Conclusions 

This paper focuses on relative equity issue costs at commercial bank-affiliated and 

investment bank underwriters over the period 1995-99. We estimate models for the gross spreads 

associated with both IPOs and SEOs, but disaggregate the sample by type of underwriter. Our 

methods are driven by theoretical arguments such as Puri (1999) and Kanatas and Qi (1998) that 

bank-related underwriters could have certain competitive advantages relative to investment 

banks. We find some distinctive differences among the factors influencing gross spreads at 
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commercial bank-affiliated underwriters relative to investment banks, primarily in the set of 

variables we identify with the certification role of underwriters.  

In the case of IPO gross spreads, we find that variables reflecting third-party monitoring, 

reputation, pricing procedures, and uncertainty differ significantly between Section 20 and 

investment bank underwriters. Underwriter reputation affects gross spreads only at investment 

banks and the impact of venture capitalists on underwriting spreads differs in sign between the 

two types of underwriters. The certification role typically identified in the literature with the 

presence of venture capitalists is relevant only for investment banks. Underwriter spreads also 

are significantly less responsive to price adjustments in the course of the offerings at Section 20 

firms. We also find stronger evidence of scale economies in investment bank IPO underwriting.  

In the case of SEO gross spreads, the findings suggest that larger participants in the 

market are associated with lower gross spreads, and we find no significant differences between 

underwriter types. We find evidence of an identical U-shaped cost function, consistent with 

Hansen and Torregrosa (1992) and Altinkilic and Hansen (2000), for both types of underwriters.  

In sum, different factors influence IPO gross spreads at the two types of underwriters. 

The differences are consistent with theories that suggest that commercial bank organizations 

possess unique technologies for managing information and that Section 20 firms can exploit 

diversification benefits from BHC affiliation. This interpretation is strengthened by the lack of 

significant differences in SEO underwriter spreads. Any relative advantage that Section 20s 

possess in monitoring capabilities or technologies for managing information problems appears to 

be irrelevant when information is readily and cheaply available. Finally, evidence of differential 

drivers of gross spreads between Section 20 firms and traditional investment banks supports 

Hansen’s (2000) view that underwriters compete for business on different dimensions.     
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Table 1 
 Section 20 Subsidiaries with equity underwriting powers as of December 13,1999    

 
  Section 20 subsidiary     Parent organization     FR District     
            
  ABN AMRO Inc.    ABN AMRO Bank, N.V.   Chicago      
  Banca IMI Securities Corp.  San Paolo - IMI SpA    New York  
  BancBoston Robertson Stephens, Inc. Fleet Boston Corporation  Boston   
  Banc of America Securities LLC  BankAmerica Corp.  Richmond  
  Banc One Capital Markets, Inc.  Bank One Corporation  Chicago   
  BBV Securities Inc.   Banco Bilbao Vizcaya, S.A.  New York  
  BNP Capital Markets, LLC  Banque Nationale de Paris  ̀ San Francisco  
  BNY Capital Markets, Inc.  The Bank of New York Co., Inc. New York  
  BOSC, Inc.    BOK Financial Corporation Kansas City  
  Chase Securities Inc.   Chase Manhattan Corp.  New York  
  CIBC World Markets   Canadian Imperial   New York  
       Bank of Commerce             
  Commerce Capital Markets, Inc.  Commerce Bancorp, Inc.  Philadelphia  
  Deutsche Banc Alex. Brown & Co. Deutsche Bank AG  New York  
  Deutsche Bank Securities Inc.  Deutsche Bank AG  New York  
  Dresdner Kleinwort Benson   Dresdner Bank AG  New York    
  North America LLC                  
  Fifth Third Securities, Inc.  Fifth Third Bancorp  Cleveland  
  First Security Van Kasper  First Security Corporation  San Francisco  
  First Union Securities, Inc.  First Union Corp.   Richmond  
  Fleet Securities, Inc.   Fleet Boston Corporation  Boston   
  Frost Securities, Inc.   Cullen/Frost Bankers, Inc.  Dallas   
  J.J.B. Hilliard, W.L. Lyons, Inc.  PNC Bank Corp.   Cleveland  
  HSBC Securities (USA) Inc.  HSBC Holdings PLC  New York  
  McDonald Investments, Inc.  KeyCorp   Cleveland  
  Mellon Financial Markets, Inc.  Mellon Financial Corporation Cleveland  
  J.P. Morgan Securities Inc.  J.P. Morgan & Co., Inc.  New York  
  NatCity Investments, Inc.   National City Corporation  Cleveland  
  Nesbitt Burns Securities Inc.  Bank of Montreal   Chicago   
  Old Kent Securities Corporation  Old Kent Financial Corporation Chicago   
  PNC Capital Markets, Inc.  PNC Bank Corp.   Cleveland  
  RBC Dominion Securities Corp.  Royal Bank of Canada  New York  
  Redwood Securities Group, Inc.  First Security Corporation  San Francisco  
  Republic N.Y. Securities Corp.  Saban/Republic N.Y. Corp. New York  
  Salomon Smith Barney, Inc.  Citigroup   New York  
  Santander Investment Securities Inc. Banco Santander Central Hispano New York  
  Scotia Capital Markets (USA) Inc.  The Bank of Nova Scotia  New York  
  Scott & Stringfellow, Inc.  BB&T Corporation  Richmond  
  SG Cowen Securities Corporation  Societe Generale   New York  
  SunTrust Equitable Securities Corp. SunTrust Banks, Inc.  Atlanta   
  TD Securities (USA) Inc.   The Toronto-Dominion Bank New York  
  The Robinson Humphrey Company, LLC Citigroup   New York  
  U.S. Bancorp Investments, Inc.  U.S. Bancorp    Minneapolis   
  U.S. Bancorp Piper Jaffray, Inc.  U.S. Bancorp     Minneapolis   
  Wachovia Securities, Inc.   Wachovia Corporation  Richmond    
  Warburg Dillon Read LLC  Union Bank of Switzerland New York  
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Table 2 
Herfindahl Index 

 
The Herfindahl Index measures concentration in the equity underwriting market during the sample period 
(01/01/95 through 12/31/99). The Herfindahl is calculated for our sample based on proceeds taken to the 
market by the book manager for both the SEO and IPO issues. The index is also calculated for all SEO 
and all IPO issues during the sample period. 
              
  Sample    Sample          All      All 
Year  IPOs   SEOs       IPOs      SEOs 
  (N= 2069)  (N=2214)  (N=3059)  (N=3196) 
1995    573      746     812     877 
1996    460     665     806     715 
1997    514     661     635     736 
1998    590     907   1167     911 
1999  1188   1096   1131   1056  
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Table 3 
IPO Descriptive Statistics: Means and Sample Proportions  

 
Gross spread is the underwriting spread expressed as a percentage of the principal amount offered. The Market 
Value is the size of the firm prior to the issue (millions of dollars). Proceeds is the principal size of the issue 
(millions of dollars). Venture is the proportion of issuer backed by venture capitalist at the time of the initial public 
offering. Amended is the proportion of issues that were amended prior to the offering. PERHELD is the percent of 
the firm not issued to the market (Total shares after the issue minus shares offered to the market divided by the total 
shares). Offer below original low file is the proportion of issues that have an offer price below the original lowest 
price in the file range. Offer above original low file is the proportion of issues that have an offer price above the 
original highest price in the file range. Offer below original low file is the proportion of issues that have an offer 
price below the original lowest price in the file range. Offer above original low file is the proportion of issues that 
have an offer price above the original highest price in the file range. p-values are presented for significance levels 
using a two-tailed test. 
              
IPOs: (N=2069) 
                          Section 20s       Non-Section 20s             p-value  
               (N=337)             (N=1732)          (difference) 
Gross (%)      6.96     7.24   .000 
Proceeds ($ mill)    54.13   54.34   .973 
Market Value ($ mill)              196.68              255.07   .169 
Venture (%)    55.43   38.40   .000 
Amended  (%)    99.69   98.04   .000 
PERHELD    67.28   66.79   .625 
Offer below original low file (%)  24.62   21.47   .197  
Offer above original high file (%)  32.55   29.74   .301  
Offer below amended low file (%)  13.64   13.57   .968  
Offer above amended high file (%)  25.52   18.88   .005  
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Table 4 
Seven Percent Descriptive Statistics 

 
Seven Percent is the proportion of issues that have a 7% gross spread. Gross spread is the total underwriting spread 
expressed as a percentage of the principal amount offered. Offer is the dollar value per share taken to the market. 
Proceeds is the principal size of the issue (millions of dollars). The Market value is the size of the firm prior to the 
issue (millions of dollars).  
             
Panel A: IPOs: Issues less than $20 million  
          All                        Section 20s     Non-Section 20s            p-value  
                (N=480)             (N=25)            (N=455)         (difference) 
Seven Percent (%)    38.13   96.00  34.95  .000 
Gross (%)       8.17     7.00    8.23  .000 
Offer ($)        7.28     8.64    7.21  .002 
Proceeds ($ mill)     11.27   15.12  11.07  .000 
Market Value ($ mill)    37.82                 60.39                36.57  .000 
        
Panel B: IPOs: Issues between $20 - 80 million 
          All                       Section 20s      Non-Section 20s            p-value  
                (N=1235)            (N=267)            (N=968)         (difference) 
Seven Percent (%)    93.20   99.25  91.52  .000 
Gross (%)       6.99     7.00    6.99  .426 
Offer ($)      12.85   12.53  12.94  .068 
Proceeds ($ mill)     41.41   42.78  41.02  .099 
Market Value ($ mill)  163.21               160.84              163.87  .672 
          
Panel C: IPOs: Issues greater than $80 million 
          All                       Section 20s      Non-Section 20s            p-value  
                (N=354)              (N=45)            (N=309)         (difference) 
Seven Percent (%)    48.88   57.78  47.57  .201 
Gross (%)       6.59     6.76    6.57  .037 
Offer ($)      18.05   18.03  18.08  .983 
Proceeds ($ mill)   157.56               143.81              159.56  .651 
Market Value ($ mill)  814.01               485.05              862.08  .124 
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Table 5 
SEO Descriptive Statistics: Means and Sample Proportions  

 
Gross spread is the total underwriting spread expressed as a percentage of the principal amount offered. The Market 
Value is the size of the firm prior to the issue (millions of dollars). Proceeds is the principal size of the issue 
(millions of dollars). Venture is the proportion of issuer backed by venture capitalist at the time of the initial public 
offering. Amended is the proportion of issues that were amended prior to the offering. Offer below original low file 
is the proportion of issues that have an offer price below the original lowest price in the file range. Offer above 
original low file is the proportion of issues that have an offer price above the original highest price in the file range. 
Offer below original low file is the proportion of issues that have an offer price below the original lowest price in the 
file range. Offer above original low file is the proportion of issues that have an offer price above the original highest 
price in the file range. p-values are presented for significance levels using a two-tailed test. 
              
SEOs: (N=2214) 
          Section 20s    Non-Section 20s                       p-value  
             (N=421)         (N=1793)          (difference) 
Gross (%)      5.10     5.05   .452 
Market Value ($ mill)            1394.15            1480.42      .731 
Proceeds ($ mill)               116.42              120.54   .687 
Amended  (%)    65.45   70.05   .073 
Offer below original low file (%)  55.06   55.98   .731  
Offer above original high file (%)  41.88   39.87   .446  
Offer below amended low file (%)  76.24   76.19   .884  
Offer above amended high file (%)  20.43   19.52   .674  
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Table 6 
Regressions of IPO gross spreads on selected explanatory variables for the 

Section 20 and investment bank samples 
 

The table below gives the OLS estimates for the following equation: 
 
GROSS SPREAD = β0 + β1 LN (PROCEEDS) + β2 PROCEEDS + β3 1/OFFER + β4 OFFER UNDER + β5 OFFER OVER +  
β6 VENTURE + β7 PERHELD + β8 REPUTATION + β9 MKTSHARE + β10 FRBSHIFT + βSIC PRIMARY SIC. 

 
LN (PROCEEDS) is the natural log of the principal size of the is sue (millions of dollars). PROCEEDS is the 
principal size of the issue (millions of dollars). 1 / OFFER is 1 divided by the offer price. OFFER UNDER is a 
dummy variable that is 1 if the offer price is higher than the original high file price and 0 otherwis e. OFFER OVER 
is a dummy variable that is 1 if the offer price is lower than the original low file price and 0 otherwise. VENTURE 
is a dummy variable that is 1 if the issuer was venture-backed at the time of the initial public offering and 0 
otherwise. PERHELD is the percent of the firm not issued to the market (total shares after the issue minus shares 
offered to the market divided by the total shares). REPUTATION is a dummy variable equal to 1 for issues 
underwritten by Goldman Sachs & Co, Merrill Lynch & Co Inc., Morgan Stanley Dean Witter (Morgan Stanley), 
Donald, Lufkin & Jenrette, CS First Boston, Salomon Smith Barney (Smith Barney Inc., Smith Barney Shearson, 
Smith Barney, Salomon Brothers), and Lehman Brothers, which are the top producers in the samp le, and 0 
otherwise. MKTSHARE is the market share of all Section 20 subsidiaries for each year in the sample. FRBSHIFT is 
a dummy variable that is 1 for any issue underwritten after the Fed’s relaxation of revenue limits and firewalls in 
1997Q1 and 0 otherwise. SIC is a set of ten dummy variables (SIC0, SIC2,…, and SIC9) based on the primary SIC 
code of the issuer. For example, SIC6 is 1 for a firm with a SIC code beginning with a 6 and 0 otherwise. The results 
for the SIC variables are excluded for presentation purposes, available upon request. p-values are presented for 
significance levels using a two-tailed test. 
 
              SECTION 20s    NON-SECTION 20s Difference   

Variable                 Coeff.   p–value*      Coeff.      p–value*          (p-value) 

INTERCEPT     7.200 0.000 7.499 0.000 0.361
LN(PROCEEDS) -0.008 0.893 -0.400 0.000 0.000
PROCEEDS -0.002 0.052 0.001 0.144 0.085
1/OFFER -1.140 0.036 12.318 0.000 0.000
OFFER UNDER 0.042 0.014 -0.472 0.000 0.000
OFFER OVER 0.011 0.397 0.273 0.000 0.000
VENTURE 0.030 0.015 -0.078 0.004 0.000
PERHELD 0.001 0.671 -0.001 0.163 0.282
REPUTATION -0.017 0.663 0.194 0.000 0.000
MKTSHARE -0.002 0.118 0.003 0.468 0.233
FRBSHIFT 0.055 0.028 0.004 0.944 0.408 

 

 
Observations           337          1732   F-test   (0.000)  

  Adjusted R2          .4470          .5809     
* Newey-West heteroscedastic consistent standard errors were used to calculate p-values . 
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Table 7 
Regressions of SEO gross spreads on selected explanatory variables 

 
The table below gives the OLS estimates for the following equation: 
 
GROSS SPREAD = β0 + β1 LN (PROCEEDS) + β2 PROCEEDS + β3 1/OFFER + β4 LN(MKTVAL) +  β5 REPUTATION +  

  β6 MKTSHARE + β7 FRBSHIFT + βSIC PRIMARY SIC. 
 

LN (PROCEEDS) is the natural log of the principal size of the issue (millions of dollars). PROCEEDS is the 
principal size of the issue (millions of dollars). 1 / OFFER is 1 divided by the offer price. LN (MKTVAL) is the 
natural log of the pre-issue market value of the firm based on offer price (millions of dollars). REPUTATION is a 
dummy variable equal to 1 for issues underwritten by Goldman Sachs & Co, Merrill Lynch & Co Inc., Morgan 
Stanley Dean Witter (Morgan Stanley), Donald, Lufkin & Jenrette, CS First Boston, Salomon Smith Barney (Smith 
Barney Inc., Smith Barney Shearson, Smith Barney, Salomon Brothers), and Lehman Brothers, which are the top 
producers in the sample, and 0 otherwise. MKTSHARE is the market share of all Section 20 subsidiaries for each 
year in the sample. FRBSHIFT is a dummy variable that is 1 for any issue underwritten after the Fed’s relaxation of 
revenue limits and firewalls in 1997Q1 and 0 otherwise. SIC is a set of ten dummy variables (SIC0, SIC2,…, and 
SIC9) based on the primary SIC code of the issuer. For example, SIC6 is 1 for a firm with a SIC code beginning 
with a 6 and 0 otherwise. The results for the SIC variables are excluded for presentation purposes, available upon 
request. p-values are presented for significance levels using a two-tailed test. 
 
SEO Sample            SECTION 20s  NON-SECTION 20s Difference 

Variable   Coeff.   p–value*  Coeff.      p–value*          (p-value)  

INTERCEPT     8.911 0.000 8.770 0.000 0.843
LN(PROCEEDS) -0.558 0.000 -0.548 0.000 0.919
PROCEEDS 0.001 0.029 0.001 0.012 0.996
1/OFFER 3.092 0.150 6.896 0.000 0.093
LN(MKTVAL) -0.020 0.000 -0.019 0.000 0.893
REPUTATION -0.325 0.008 -0.127 0.001 0.116
MKTSHARE 0.008 0.142 0.011 0.001 0.637
FRBSHIFT 0.077 0.420 -0.021 0.672 0.358 

 

 
Observations          421           1793           F-test   (0.549)  

  Adjusted R2        .5701         .6448     
* Newey-West heteroscedastic consistent standard errors were used to calculate p-values . 
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  Figure 1 

Percent of proceeds taken to market by Section 20 underwriters  
based upon underwritings in the sample∗  

 
 

 
 
 

 
 
 
 
 
 
  

                                                                 
∗  The graph represents the market share measure of Section 20 underwriters based upon full credit to book manager. 
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