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Foreword

In this book, Papaioannou and Karagozoglu provide comprehensive coverage of securities
underwriting that brings together practice and theory. Their unique approach in covering
the material is supplemented by an extensive review of the findings of academic research. By
doing so they contribute to a more thorough understanding of the securities issuance busi-
ness among its practitioners and policymakers that leads to more informed decision making.

“Underwriting Services and the New Issues Market” is structured to follow the phases of the
issuance process, presenting both the activities and decisions that issuers and investment bank-
ers have to execute to facilitate the issuance of securities as well as the theoretical arguments
and research findings that shed light on the consequences and the efficacy of the practices
applied. Although the literature on underwriting and the new issues market has been available
in a vast array of academic and professional journal articles, it has not been organized and inte-
grated with practice in a comprehensive manner within a single source. Papaioannou and
Karagozoglu fill this gap with their book. Presentation of the material follows an activity-
centered pattern which is familiar to investment banking professionals but also makes it acces-
sible to novice readers and students who are considering investment banking as a career.

The authors enhance the reader’s understanding of the underwriting services by incorpo-
rating the stock price and operating performance of firms issuing new securities. In this
framework, coverage of the empirical evidence produced by academic research is critical for
the evaluation of the various activities and services performed in the context of new issues
and for gaining an appreciation of their consequences. In addition to the evidence from the
domestic U.S. market, the book covers international markets with respect to both offering
arrangements and performance outcomes, thus providing a more comprehensive examina-
tion of the comparative results of issuance mechanics and their consequences.

Papaioannou and Karagozoglu also present a step-by-step approach to structuring and
evaluating new issues. They offer investment bankers as well as corporate finance officers
the tools to analyze the financial value of the decision to issue securities as well as the frame-
work for making important choices on various features of securities offerings ranging from
public versus private placement, to choosing the listing venue, type of underwriting contract
and underwriter characteristics. By supplementing the methodological discussion with the-
ory and empirical findings, the authors provide an indispensable resource that should guide
professional decisions and policymaking. While the book is aimed at the professionals
involved in the issuance of new securities, its balanced coverage of theory, practice, and
research findings makes it well-suited for academics and students as well.

Frank J. Fabozzi
Professor of Finance, EDHEC Business School and

Editor of The Journal of Portfolio Management
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Preface

One of the most important functions of the financial markets is to facilitate the raising of
capital through the issuance of equity and debt securities. This book is dedicated to covering
the underwriting services of investment banks and the new issues markets in which these
services take place. Despite the importance of the topic and the great body of literature it
has spawned, there is a dearth of books that provide a comprehensive coverage of this sub-
ject matter.

Underwriting Services and the New Issues Market aims to fill this void by providing a
resource that integrates the practice and academic theory as well as evidence on this subject.
The exposition of theory and empirical findings presents information that has implications
for the practice of underwriting without attempting to provide a critical appraisal of the exist-
ing academic literature. Although the conceptual and technical tools that apply to the issu-
ance and underwriting of securities straddle various fields of finance, the book’s primary
focus is on the activities and decisions that are directly relevant to the issuance process and
the pertinent theory and evidence that help assess the consequences and efficacy of those
decisions. Thus the book is designed to impart the reader a well-rounded understanding of
the underwriting of new issues.

The material of the book is structured to follow the sequence of the various phases of the
capital raising process and the activities underwriters perform in each stage of this process.
Consequently, coverage of theory and empirical evidence follows this pattern rather than
one that could be adopted in an academic research exposé.

The book covers the following topics: Chapter 1, The Underwriting Business: Functions,
Organization, and Structure, and Chapter 2, The New Issues Markets, provide, respectively,
an overview of the underwriting business and the major new issues markets around the
world. Chapter 3, Regulation of the New Issues Market in the United States, reviews impor-
tant laws and regulations that relate to underwriting services and the new issues markets.
Chapters 4�7 discuss the mechanics of the issuance process as well as the activities and ser-
vices of underwriters and review the various offering methods used around the world.
Chapters 8�13 present the theories that have been advanced to explain the pricing of new
issues as well as the empirical findings regarding the pricing of new issues and the stock
price and operating performance of firms that conduct securities offerings. Chapters 14�16
analyze the decision to issue securities and discuss the choices faced by issuers in relation to
structuring new offerings. Although the main focus of the book is securities issuance and
underwriting services in the United States, the book provides ample details on offering
arrangements in international markets along with the pertinent academic research.
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The book is intended for use by practitioners in investment banking, financial analysts,
regulators and policy makers, as well as by faculty and students in Master’s and doctoral-
level courses in investment banking and capital markets. Depending on the reader’s objec-
tives, the chapters of the book can be used selectively to study either the mechanics of the
issuance process or the conduct of capital markets as it relates to new issues.

The book is based on a graduate course in investment banking taught by George
Papaioannou, who wishes to acknowledge the contribution his students made through their
thought-provoking and challenging questions and comments. He also thanks his student
assistants, particularly Harsiman Singh, Will Gao, and Linshan Qu, for their valuable work.

The authors express their appreciation to Editor Scott Bentley and Editorial
Product Manager Susan Ikeda at Elsevier for their encouragement and support in making
this book a reality.

George J. Papaioannou, Ahmet K. Karagozoglu
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