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Search is inefficient in that only a fraction «y of this value can be realised
Weset y=1—

The more investors are contacted, the more of the value can be obtained

vvyyy

If search is fully efficient n = 0, then the full value can be realised
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> If Hg > TIL, the investment bank will make effort to identify investors
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» Underwriting needs to be profitable: HH > 0 giving \f > £ 77

>

To ensure underwriting is always profltable, we need the ﬁrst constraint to be
more binding: <<k (N — 1) >

> This solves for N > N* = 1 (1+1) +\/ 2, _mer

CH—CL
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Investment bank profits

>

Lead underwriters allocate tasks and distribute the revenue among syndicate
members

They obtain the fraction of the fee not distributed, 1 — (N — 1) A
Their profits are similar to that of co-underwriters, replacing A with 1 — (N — 1) A
Exerting effort: ITH = (1-F)NfA-(N=-1DX) —ca)V

Not exerting effort: 115 = ((1 - NTLI> Nfl—-(N-1))) - cL) 14

vV vyvyyYy

Chapter 7.2.2: Underwriting syndicates Slide 16 of 23

Theoretical Foundations of Investment Banking



Lead underwriter
0®0000

Investment bank profits

>

Lead underwriters allocate tasks and distribute the revenue among syndicate
members

They obtain the fraction of the fee not distributed, 1 — (N — 1) A
Their profits are similar to that of co-underwriters, replacing A with 1 — (N — 1) A
Exerting effort: ITH = (1-F)NfA-(N=-1DX) —ca)V

Not exerting effort: IT% = ((1 - %) Nf(l1—(N-1)X) — cL> 14

vV vyvyyYy

Chapter 7.2.2: Underwriting syndicates Slide 16 of 23

Theoretical Foundations of Investment Banking



Lead underwriter
00000

Incentives to exert e

Chapter 7.2.2: Underwriting syndicates

Theoretical Foundations of Investment Bank



Lead underwriter
00000

Incentives to exert effort

> To induce effort into lead underwriters we need T4 > T1%

Chapter 7.2.2: Underwriting syndicates Slide 17 of 23

Theoretical Foundations of Investment Ba



Lead underwriter
00000

Incentives to exert effort

> To induce effort into lead underwriters we need 14 > T1% and underwriting must
be profitable Hg >0

Chapter 7.2.2: Underwriting syndicates Slide 17 of 23

Theoretical Foundations of Investment Banking



Lead underwriter
00000

Incentives to exert effort

> To induce effort into lead underwriters we need 14 > T1% and underwriting must
be profitable I1Z > 0

» This gives the same condition on the minimum size of the syndicate as for
co-underwriters

Chapter 7.2.2: Underwriting syndicates Slide 17 of 23

Theoretical Foundations of Investment Banking



Lead underwriter
00000

Incentives to exert effort

> To induce effort into lead underwriters we need 14 > T1% and underwriting must
be profitable I1Z > 0

» This gives the same condition on the minimum size of the syndicate as for
co-underwriters

» Using the constraint to exert effort for co-underwriters and lead underwriters we
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> To induce effort into lead underwriters we need 14 > T1% and underwriting must
be profitable ITH > 0

» This gives the same condition on the minimum size of the syndicate as for
co-underwriters

» Using the constraint to exert effort for co-underwriters and lead underwriters we
combine them to get CH77+CLN2 (N-1)< A< ﬁ - CHW+CLN2

2

» A viable solution for A requires N3 (N — 1) < 1

— ¢tH—cCcL
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> To induce effort into lead underwriters we need 14 > T1% and underwriting must
be profitable I1Z > 0

» This gives the same condition on the minimum size of the syndicate as for
co-underwriters

» Using the constraint to exert effort for co-underwriters and lead underwriters we
combine them to get CH77+CLN2 (N-1)< A< ﬁ - CHW+CLN2

) : : 2 ) ) i
» A viable solution for \ requires N3 (N-1)< C—HT]_TL the maximum syndicate size
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