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Chapter 7.3.1: Preventing adverse selection Slide 8 of 8

Theoretical Foundations of Investment Banking



Cross-subsidization

» Investment banks do not pay to ensure the issue is sold

v

Issuers pay for the inducement of uninformed investors through underpricing

» The losses are to issuers with securities in high demand, those unaffected by the
low demand

> It is a cross-subsidization of issuers with high-demand securities to those with
low-demand securities

Chapter 7.3.1: Preventing adverse selection Slide 8 of 8

Theoretical Foundations of Investment Banking



Cross-subsidization

» Investment banks do not pay to ensure the issue is sold

v

Issuers pay for the inducement of uninformed investors through underpricing

» The losses are to issuers with securities in high demand, those unaffected by the
low demand

» It is a cross-subsidization of issuers with high-demand securities to those with
low-demand securities

Chapter 7.3.1: Preventing adverse selection Slide 8 of 8

Theoretical Foundations of Investment Banking



This presentation is based on
Andreas Krause: Theoretical Foundations of Investment Banking, Springer Verlag 2024
Copyright © 2024 by Andreas Krause

Picture credits:

Cover: The wub, CC BY-SA 4.0 https:/ /creativecommons.org/licenses/by-sa/4.0, via Wikimedia Commons, https:/, kimedi harffr

Back: Seb Tyler, CC BY 3.0 https:/ /creativecommons.org/licenses /by,/3.0, via Wikimedia Commons, https:/ /¢ ikimedia.org/wiki/ File:C: harf.P: Nigh

Andreas Krause
Department of Economics
University of Bath
Claverton Down

Bath BA2 7AY

United Kingdom

E-mail: mnsak@bath.ac.uk

-03-18 jpg



	 

