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Under-subscription in Equity Issuing;
A Portfolio Approach

ZHU Kai',CHEN Xin-yuan®

(1. School of Accountancy, Shanghai University of Finance
and Economics, Shanghai 200433, Chinu;
2. Research Institute of Accountancy and Finance,

Shanghai University of Finance and Economics, Shanghai 200433, China)

Abstract; Under-subscription is that the amount subscribed by investors
is less than that issued by corporations, and it exists mainly in rights offer-
ings of a corporation. It’s more often for some investors to subscribe equity,
while some of them give up. How do we explain the phenomenan? The pa-
per, employing the portfolio theory, analyzes the inner incentive of investors
to choose the rate of subscriptions to equity. The result shows that, in com-
plete market, shareholders will make different choice on subscription rate
according to previous investment portfolio and risk in equity. Therefore, de-
cent issuing price and the transferability of rights are the primary factors to effec-
tively reduce the risk of insufficient subscription ratio.

Key words: equity issuing; under-subscription; efficient portfolio
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