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Uy KICI-IAKD II .  FE'FTWAY6 

W t I m  u 111111lic. t t t i l i t ~  (ie~icics l o  SCII :I new isstw (11 

cquity capital s l ~ d  publicly diacioscs ti~is infornlsltic>ii, 
share prices arc thought to ticclir~c. Often thcsc scli ing 

I firms ask lor an adjtrstmerlt to tllcir costs of q r ~ i t y  ca1,i- 
la1 lor thc cffccts of this nlarkct prcssurc upan sllarc 
priccs. Tlic subscq~~cnt a r ~ u m c n t  ant1 ticba~c al)out t l ~ c  
rnagrritudc of at1 acljrmtrncrrt lor niarkct Ixcssrrrc at ratc 
hcari~igs is wcll known. 
I'h clcctric utility irldrlstry ilas bccn one of the larg- 

cst issucrs of  rlcw q u i t y  sharcs during the \)as1 twcntv- 
livc ycars. I'l~crclore. i t  is sttrl)risir~g tlmt thcrc lras not 
I)CCII rn~rch nxorc rcscarch to clctcrnliirc Illc rnagr~i~rltlc 
of nlarkct llrcssurc of tlrcsc nwncrous 1icw ccluitv salcs 
in this iiidt~stry. Tllc objrctivc ol this urticlc is to rcport 
on thc rcsullx or un analvsis ol Xi8 cqr~itv salcs by 7.7 
d i h c n t  cicclric utilities Iron1 , ]a~~r ia rv  1. 1973. ~ltrougll 
1)eccrnbcr 31, I!)8U. 'I'lic analvsis will lucasttrc two el -  

lccts ol tlcw common ctluiiy salcs upon share pricm: 
rnaskct prcsarwc and saics clfcct. Spccilically, this article 
will  dctcrminc ilhc magnitude ol niarkct pressure t l c  
fined as the cllect of the satc upon shnrc prices wlrich 
rctluccs thc Iurrcls rcccivcd by tllc issuing company at 
1116 sale tlak, a rd  will dctcrnlirw I I W  size of the sales 
ciicct dclincci as tlic total cIIcct of tlrc sale upon s i~arc  
~)riccs front Lclorc thc a r ~ t ~ o l ~ ~ ~ c n ~ e ~ ~ t  r~r~ t i l  aIkr  the salc. 

l'ltcrc have I)ccn strrdies into tlic sizc of market Ims- 
w r c  tlclirlctl as a tcniporary price clccline in siiarc val- 
tics whcn a l n r ~ e  block of slrarcs is said to bc "ovc r i~an~-  
I I I ~ "  Oic markct. 1 iowcvcr.   no st ol  this rcscarch concen- 
trstcs I I ~ ~ I  t l ~ c  prlcc cflccts of IICW issues oi it~dustrial 
cotnpanics sold in tllc primary markets or of l a ~ c  blocks 
o I  cx~stirrg stock sold in lllc scco~tdary lnarkct [ I ,  2. 4. 5, 
(i. '31."" 7'11is lilcraturc tle[ir~cs market prcssurc as the 
;tinowt of rccovcrv i r a  n~arkct priccs apcr lhc issrw has 
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associatctl wit11 j~rirnary tirarkct sales of new issues. 
Utlder utility rcgrriatio~l. tlic conccrn is with a diflcr- 

cwt tlclinition of ~narkcr prcssurc. Markct prcssure in 
tlic public utility ind~istrv is e;crwraliy dcfi~rcd as thc 
tlcclinc i r t  prices w h l e  thc issue is still overlmn~ing, 
befire i t  is sold. l 'hc main qr~cstiotr is how much did the 
\ttiiitv's stock dcciinc in thc secondary tnarkct associa~cd 
wi th  thc salrs ar~r~ounccrncr~t to tlic datc of salc. This 
tlcclinc is a rcal cost or sclline; thc ncw issue as lhc firm 
will rccc~vc ortly the rcducctl price at the sales datc. An 

-- 
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article l)v llowver and Yawitz (BY) 131 rrlcasurc<i l l ~ c  
tlcciir~c in s l~a r r  ~)riccs bctwcc~r tiic atinollnccntcllt tlatc 
aml tltc salcs tiatc of 278 ~icw ctpitv issucs ol jmbiic 
rrtilitics from 1973 tlirough 1976. But that rcscarch 11x1 

somc oljvious proldems which arc mrrcctcrl by this stuciy. 
Tllc lirst pro1)icm with BY is tlwir clcfinitiori of tllc 

~ I ~ I I O I I I I C C I I I C I I  date (AL)). l ' l ~ c y  tlclinctl ~l i is  critical A11 
as t l ~ c  initial Sccuritics and Exchangc Comtnis..io~i lili~ig 
tlatc of tlw issuc prospccrus. This rnay trot bc tlic truc 
,ID as o l~cn  public utilitics make prior annortnccnlcnts 
of thcir ncw issucs to statc pt~blic scrvicc co~nnlissio~~s. 
to investors i r i  tllc lm~tta 'liurl C'aletrdar, lo r~trdcrwritcrs. 
or to financial arinlvs~s n ~ u c l ~  carlicr than ~ h c  SEC filing 
tlatc. This study rcdclines thc criticai ar~rio~r~icc~iient chic 
ti~roup;l~ a cictailecl qriestionnairc survey of cicctric util- 
ity conipa~rics. Frlrtlicr, an analysis of pricc clrangm prior 
to tllc cstablishcd anuout~ce~nctit date lor tach issuc will 
IK' ntutlc to dctcrmir~c t l ~ c  actr~nl impact of ncw ccluity 
.salts cllwn share priccs. 11 is very iriiportsnt to ulcasrirc 
~ h c  cornplctc clcclitrc in niarkct priccs associatctl wit11 

1 1 1 ~  inlorniatioti about tllc forthco~tti~ig saic of rrcw cq- 
1 1 i t v  dtarcs. 

~ I ~ r o t l ~ c r  1)roblcnt with tltc UY study conccnis its aut l~on'  
usc of the Dew-Jones utility indcx to measure differcn- 
rial tlcclincs in sharc priccs and rctrrrtw. 'l'llc rrsc ol  tlris 
irrclcx is hwcrl  lor at least four rcasons. First, t l ~ c  rlrrrn- 
I~cr  of corr~jiat~ics inclrldcrl is small, 15 lirnls, and ottly 
1 1  are clcclric companies; wlrcrcas four arc gas ~rarisinis- 
siori and distributio~~ con~panics. The  inclusio~i O F  thc 
gas companies raises scrious qrlcstio~~s coriccr!lin~ tlw 
sirnilaritics of risks bctwccn clcctric utilities tcstcd atid 
~ h c  conlpariics which make up tlicir conipariso~i index. 
Sccoritl. rltcir i~iticx docs rioi captrtrc I I I C  (livi(1c11d !)or- 
lion of 111c rctrlrn arid thus only nlcasurcs tltc C I I ~ I I K C S  
i n  ~wiccs witl~out atljustinl: for diviclcrt~ls ~ ~ a i t l .  111 tllc 

clcctt ic 1)owcr i r ld t~s t r~ ,  tllc divitlcntl vicitls t c ~ d  to bc a 

Iiigll portion of tlic total rcturn anti f l~c  oniissiol~ o l  
tlivitlc~rds cortiti i l i ~ p r t  a bias to 11lc irltlcx. l ' l~ird.  i f  
t l~crc i~ cvidcncc 01 n~arkct prcssrrrc i r l  I I C W  salcs o[ 
c.qui!v sirarcs by ritilitics as UY formd, tllcrl i t  is ccrtairr 
111at this markct prcxwrc is cotltainctl also in sllarc priccs 
of I ) ow- l~~ws  ~r t i l i~v  it~tlcx firltts wltcn tilcy solcl ncw 
cqcr i ty  qllarcs. '1'11~ clfcct of rrsirig an illdcx which con- 
1~111s tnarkct pcssrlre to mcnsurc tllc sizc of rnarkct 1)rcs- 
rurc of n ~)articrtlar firrn which sold ncw cquitv clatrr- 
mllv w i l l  r~rltlcrsta~c t l~c  trrrc arilourlt of markct prcssurc 
which is prcscrit. Fourth, i f  utilities arc impacted tliffcr- 
c ~ ~ r l v  Irotn rlnrrgulatcd Iirn~s. t i~crc tnav bc at1 adtli- 
t tonal "illtlr~strial cflcct" which will  not bc obscrvctl I)v 
i(mkilrl: only a t  other utilitics rathcr than a broadly bascd 
cornpari.~or~ itltlcx o[ sllarc prices and rclrrrtls. 

Finali v. rlwrc arc some tcc l~~~ica l  proi)lcms wit11 tllc 
wav t l ~ a t  L)Y ri~casitrcd tllc tlcclinc in stock rcturns or 
rnarkct prcssrrrc. Tllcsc problcms concern the usc of av- 
craqc rcsidrlal rct~lrns vrrsus a more corrrct tncastlrc 
(gcomclrlc rcsitiual rcturris) antl tllc way U Y  llandlcd 
r~rlclcrwritirlg costs. 

Data 

,'\ qucstionnairc survcy was coriductcd of the 93 Ncw 

York S6mk Excl~angclistcd, itivcstor-ow~icd clcctric utili- 
~ i c s  Ironi which 73 usaldc coliipartv rcpi ia  wcrc obtainccl 
lor a rcsfwnsc rate of ovcr 78 pcr ccnt. Each cornpaw 
provided all identifiable costs and critical dates for cacti 
ricw cquitv capital salc niadc bv !he lirm from January 
1. 1973. through ~ e c c m b c r  31. 1980. I-11c snrvcv rcsi~lts 
contain ciala on 3f23 nc~tlal cqu i~y  s a h  ovcr llic ciffht- 
year survcy period. 'I'lle data rcyrcsetlt more 1l1a11 five 
new equity sales pcr company on avcrngc over thc study 
pcrioci. ?'he size of these cquity saks ranged from 54.7 
rililiion to $198 n~iliion with a mode salc valuc ill a 
range ~ C I W C C ~  $30 and S49.9 tiiilliou per issuc. I l i c  frc- 
qucncy 01 thc issucs over t l ~ c  c i ~ l i t  vcers of lllc survey 
shows that 1975 was tltc most ~wpular  year lollowed by 
IY7G and 1980. YCL, tile individual year variation was 
not dramatic as the rangc ovcr tlrc cigl~t yean  was Ironi 
a low of 37 issucs in I974 to ii 1 1 i ~ 1 1  ol  G4 imum in 1975. 
Eighty-two pcr ccnt of tlrc salcs wcrc through nc~o t i -  
atcd underwriting;, 16 pcr ccnt through competitive bid- 
dinp;, and 2 per cent through rights offering. See 17)  for 
a thorough review of tile data and details on the i lo~a-  
lion costs of these issucs. 

Data or] rcalizcd s i~arc returns including dividc~icis 
[or cnch con~pany wcrc obtai~tcd 011 a daily basis lor a 
period which bcpm six~y-fivc tratlirig clays beforc tlic 
an~rounccrncnt clatc and c ~ ~ d c t l  thirty trading days aftcr 
t l ~ c  s a k  dale (SLP). 'I'ilus, conllmly rctirrns wcrc obtaitml 
Ironi a [ixcd pcriohl prior to the A D  rltrough a lixcti 
pcriod alter the SL) for each issuc. It is b a t  to t l ~ i t ~ k  of 
tl~csc data scts as 368 scparatc arrays of rcturns. Uccat~sc 
tile interim time period bctwccri t l ~ c  A l l  and IIIC srrbsc- 
qr~crlt SL) varied lor cach issrrc, t l ~ c  r~urnbcr 01 rctrlrli 
obscrvatiorrs in cach array is tlillcrc~it. Each collcc~cd 
array 01 returns is ~cniquc to tllc particuiar announce- 
nrcnt and issuc d a m  anti is riot inlpactcd by otlwr cq- 
r t i c v  salcs of rlrc S ~ I ~ I C  c o m p ~ i v .  

hiethodology 

lo orticr. to control lor risk, to adjust lor rnovcmctlts 
i r i  gcrlcral priccs and returns. atid to rcducc cstirnatiny: 
hias, a two-stagc rc~rcssion Ilroccss was used to mcasrtrc 
tlic cfhccts of new cquity salcs upon sharc rcturns and 
l~riccs. First, during (Ilc cstitnati~y pcriotl. tllc markct 
rcgrcssion rnotlcl ( 1 )  was al~~)liccl to a Iirnl's daily q u i t y  
rctrtrns ovcr a unifor~n cs t imat i r~~  pcriod which began 
sixty-fivc tratliilg days prior to the AL) arrd cndcd fir- 
ICCII days I~cforc tlrc A l l  for cach issuc. 'I'lic market 
I T R ~ C S S I O I I  1110dc1 asserts Illat: 

wlicre i?;,, is tiic tlailv rcturn including dividends of tlic 
issuing cornpa~~y for cquity issuc i - i.e.. one to 368 - 
a t  linlc t ;  whcre daily retrlrris of the issuing company 
co~~ccrn ing  issue i are tlcfincd as (I';.,  + I);., - Pi.,-,) / 
( P i , , - , ) ;  1' is tlic pricc and L) is thc dividend per sharc; 
R,,., is thc daily return at timc t on a markct portfolio 
lor comparison; i i  antl hi are the cstimatcd parameters 
of the rnarkct n ~ a i c l ;  and e;,, is thc error tcrm of the 
model. 
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In orrlcr to makc comparisons. an clcctric utility port- 
folio i d e x  of rcturrls wins crcatcd ovcr 111c pcriocl jatlu- 
ary 1, 1973, through December 31, 1980, containinx a11 
q u a 1  investment 111 each ol  73 electric co~npati ies whic11 
sold equity dur ing the p c r i d .  It is a daily returrls in- 
tlcx including tlividcnds and provides t i ~ ~  average rc- 
turn for each day on a portfolio consisting of a n  equal 
dollar investment in each o f  thc 73 clcctric utilities. 

Thus. the first stagc uses an  cs t in ia t i t i~  period of fifty 
trading days, approxinlatcly two and om-ha l l  nlonths, 
to determine the paramcters o l  thc market rcgrcssion 
model. T h e  second stage then applics t l~csc  estimated 
parameters to the returns series du r ing  the subscqucnt 
test period after the cs~imat ing pcriod in cach array in 
ordcr to calculate IIIC expcctcd rcturns lor cach conl- 
pany or1 cach issuc i using: 
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where i is the  issuc number. t IS timc, T is the spccific 
+nt in time (T=l, 2, 3, . . . toul  number of ohemat ions  
in tltc test period which was from fourtecn (lays before 
r l ~ e  AD w t i l  thirty ~radirag clays aftcr tile SU), and N is 
rhc nurnlxr o[ issues. E'or [urtlicr dctails concerning the 
spxii ics o f  the  m c t h o d o l o ~  employed see 18). 

I n  observing the pattern of t l~cse  rcsiduais over the 
tcst period, it is, importatlt to be able to itsc common 
dciinitions to clcscrik their movcmcrits. "Market prm- 
surc" is dciined as the d c d i n c  of share priccs and avcr- 
age geometric rcsidual r e tu r~ i s  from fourtecri days be- 
Iorc the AD until Ihc 511). "Sales effect" is dclined as the  
c h a n ~ c  in share  priccs and AGKKs from fourteen days  
k l o r c  thc AD until thirty trading days altcr the  SL). 
'Illis salcs effect would be the  I ICI  changc ovcr thc en- 
tire tcst period Irom M o r c  the ar~nou~lccnicIlt u n ~ i l  wcil 
a l ~ c r  the sale. 

I'ricc-Return Movements 
whcrc K ~ , ,  is tlrc cxpcctctl rcturll for the i s s l t i n ~  corrr- 
~ I I Y  associatctl with issue i at tirilc I. T ~ I I  rcritlt~al 
rcturns dur ing t l ~ c  tcst pcriod arc obtaincd by conlpar- 
i ~ t x  t11c actua1 vcrsus I I I C  1)retlictcd returns I I S I I I ~ :  

whcrc ti;,, is thc daily rcsidual rcturn of tlrc i s s u i ~ ~ g  
company lor issuc i at t i ~ i ~ c  1. 

111 ordcr to tlispiay thcsc rcsidual rcturtls prolwrly, a 
dccision must bc ~ ~ l a t l c  of how to combine tlrc inctivitl- 
ual cornpauy rcsiduais ccntcretl 0 1 1  a comnlolr date tlur- 
ing the tcst pcriocl. T l ~ c  n~ctlrml o l  c o t i ~ b i ~ l i r ~ g  residuals 
used by liowycr a t d  Yawitz is called c ~ ~ ~ l l u l u t i v c  avcraKc 
rcsiclual o r  CAR. 'l'his rnctllod w o ~ ~ l d  find tlrc avcraKc 
residual rcturn of a11 isstws on a sl>ccilic (lay relative to 

tlrc conlnlon A l l  or SD and would uccu~nulatc t l~csc  
averaxes over t l ~ c  ~ w r i o d  in at1 ~lcltlitivc wav. 11 tliffcrc~rt 
way ol combin i t l~  residual rcturrls, avcragc g e o ~ i ~ c ~ r i c  
rcsitltral rctlrrrl (AGKlt) ,  was cl1osc11 for 111is stli~tiv. 11 is 
a ~l~corcticr\llv bcttcr Ilrcasurc ol r c s i t l ~ ~ a l  rctrlrlrs ovcr 
tinic tllali C A K .  h ( ; K K  tlocs not tlsc tile avcraKc rcsitl- 
11111 rctltrns on a sjvxific clatc but takcs tllc i~rtlivitltual 
issue rcsidual (ili, ,) from (3) a r d  converts i t  into a ~ ~ r i c c  
rclativc lor cach t and t l ~ c n  forms a gcolnetric return 
scrics by ~nttltil)lyiny: succcss~vc prlcc rcla~ivcs from [our- 
rcen days prior lo A D  to tlic c l ~ d  of t l ~ c  rcsitlt~al data 
lor caclr conrpany using formula ( 4 ) .  -I'lrt~s, a gconrctrlc 
rcturrr scrics which ~ ) rwisc lv  Incasllrcs tile C ~ I ~ I I X C  in 
i ~ ~ v c s t n ~ e n t  worth lor each i~rtiiviclual i s u c  IS crcatctl. At 
m y  1)oinr i l l  tinrc relativc to llrc common clatcs. A l l  a r ~ d  
SL), tlic A(;KK was clctcrnrirlcd as tlrc 11tr111cric averagc 
of thc gconlctrtc returns u p  to 111at l)oitrt in tttrlc o l  all 
issucs rrsirlg lornrula (5).  
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Uccause tllc r ~ u ~ n b c r  of days bctwcc~l tlrc A l l  ancl the 
SI3 arc  11o1 itlcnt~cal [or cach issuc, arrays of residual 
t ctttnrs I d  to he ccn~crc t i  011 two separate conwnotl 
tlatcs. Tlrc first conlmon (131~ is tlw 1\13 a ~ ~ d  II ICI I  (lala 
are  ccr~icrcci on  t l ~ c  comnloii SU. ' I i ,  bcgin ~ncasur ing 
any Imcc eilccts of thcsc ncw equity salcs, the study 
first obscrvcd movsrncnls in rcsidual returns wh.m the  
tiam are ccntercd on 1i;c common AL). 

Figure 1 illustrates tlrc ACKKs tlcrivetl fronr the usc 
o i  tlrc clcctric uiility nlarkct ir~tlcx of returns for com- 
1mrison.t T h c  derived residuals are  accumulated for 128 
(lays starting iourtccn clays bclorc t l ~ c  altttounccrncnt 
(late. 1\11 issucs arc cc~rtcrcd OII  t l ~ c  Al). T I I C  t r c 1 ~ 1  o f  
tltc AGKlts a rc  cicarly tlowrwartl and below one  dur -  
iug tlrc cntire span of 128 days. I ' llc tlownwnrd ~ r c n d  is 
lr>os~ noiiccablc immcctiatcl y bclorc arid a r o ~ ~ n d  the AD 
u ~ d  is ~ l w n  followed by a ~wriotl  o l  rclativc stability. 
U u r i t ~ ~  t l~ i s  i~ iial elcclirle, sliarc priccs Itad fallclr h- 
tween otrc per  cent and 1.4 per cent. *I'llc downward 
trcnci rcsrmics agai r~  b c g i ~ ~ t ~ i n ~  abo~ t l  ~ 1 x 1 ~ - S C V ~ I I  days 
alter t l ~ c  Al). -1-llc laitcr dowl~ward trend niay be associ- 
ated with t l~c SO, but siricc t l~csc  data a re  ccr~tcrcd on  
the AL), tltc 31) [lid 11ot occur at a conlmon point in 
tinre iu lllc data. Furtlrcr, because SD is not a common 
I ) O X ~ I I  ill  t l ~ c  data, tllc anlolltli o l  market prcssure callnot 
be l~lcasurcri from tirc data i l l  tllis fornlat. 

l ' a ~ ~ c l  1 O[ t11c ~ C C O I I I ! ) ~ I I ~ I I I K  table c o t ~ t a i t ~ s  statistical 
s t~~nrnar ics  of c l ~ a t ~ ~ c s  in A(;KKs ovcr the cntirc period 
sllow~l in FiKurc I .  it is d e a r  fronl lllc data llral lhc 
cliangc ovcr the 128-day twriotl c c ~ ~ r c r c d  on r l ~ c  Al) was 
a tlcgativc 3.01'3 Iwr cent, i l~dicat i t~g a salcs cflcct of this 

' I (  t l~erc w r r e  n o  cfleccs of r l c x  cqul ty  w l n  ulwn elcclric utilitica , 
w h ~ h  sold new s h a r e .  then !he X G H X s  shown on  Figurc 1 w o u l d  be 
wry clorc lo one over  lime. A detr imcnol  c l l ~ r t  n r d  n relative decline 
111 tlurc p r tcn  w o u l d  be rcprescn~cd as  a clccline In A G W h  h l o w  
OIW. A favorable ellect would Lr reprcwntcd as an  lnrreaw tr l  AGWKI. 
A l s o  tlotlce that i l ~ c  x-axis diq~layr 11ntc W ~ I  nryat ive  nwnhn as days 
lrforc the  A D  end p s r l l v e  nurn l r r s  as days alter the AU. The AU. or 
ccn!cr!rlg dace. 11 d c ~ l p a l c d  m zero. 
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rnagnitudc. Thus,  comparing tlrc rctrlrns over tllc same 
tirnc pcriod ol  an clcctric utility which soid ncw cqrri~y 
shares with rcturns of a portloiio O K  clcctric cornpanics 
wliicll also soltl cquity during tlic ci~111-ycar s ~ u d y   writx xi. 
thcrc appcars to liavc bcen a sl~bstaritial alitl si~rrificant 
declinc o r  salcs cffcct of -3 pcr ccnt. T h e r e  appear to 
LC t w o  p - i o t l s  of rapid tlccli~ics, orlc just beforc allti 

arountl rllc AI) alrtl alro!hcr wlricll ol)l>cars lo I~egill 

aborl~ sixlv-scvcri c l ay  altcr thc AD. M c a s u r i n ~  111c i l r i -  

~ i a l  tlccli~re tlurilig a iwriocl lrorri Iotlrtccn tlavs I)clorc 
l11c AL) lo for~rtcctr c l a y  aftcr 111c Al). tllc slwcific cir- 

clinc w a  - 1.2 pcr cc~rt .  'l'liis first rnnjor tlcclinc wl~ich 
I ~ c ~ i l r s  bclorc tlrc AL) suggcsts that t l ~ c  rnarkct was ci- 
t l ~ c r  antici1)atirlg tiic IWW cquity sale o r  ul>iaiiiing irllur- 

,333 NW E q u t l v  Iqtuc? nl 71 Elcclr~c ~ l l i l ~ t l r t  Irnm 

J anua rv  1 .  I Y 7 3 ,  l h r o u ~ h  1)cccrnber 31. I Y W )  

U ~ t n ?  thc U t t l ~ f v  i n d e x  

mation a b u t  the rlcw c q u ~ t y  saic just prior to tlrc pub- 
I ic annou~rcemcnt.  

Uccausc of tllc tlccli~rc in tlicsc rcsidr~als. it i 3  cicar 
tllat thc markct consitlcrcd thc potentinl ncw cquity saic 
as tlctrimental 10 the Iuturc p r o s j x t s  oI the currcnl 
cquitv iioldcrs of the s c l l i r i ~  firm. Since thc dcclirlc be- 
gins bclorc thc AD, ilris article rncafurm tnorc prccifcly 
111c lohi d ~ l i r l c  iu s l ~ a r c  priccs than did  tl:c work o f  
1)owycr and Yawitz. 

Cottrr~aon Sales I l a k  

F i ~ u r c  2 stlows thc AGKKs u s i q  thc electric utility 
returns iritlcx for comparisorr with all i s sua  centered 011 

tlw SL). This  plot is clcarly o w  whose trcnd is also 
downward across the entire tirnc period, a l t h o u ~ h  it ap- 
pears not to begin its major dccline until eighty-be t~ 
~rilicty days prior to thc SD. 

111 i'ancl 2 of the tablc arc  lout~cl t11c summary statis- 
tics tlcscribinp; tllc n i a ~ n i t u d c s  of thc AGKKs shown 011 

F ig i~rc  2. I 'hc cilara#cs o r  salcs cficct du r ing  the pcriod 
from l o u r t c c ~ ~  davs bclorc tlic A D  to alter I I I C  SL) over 
147 days was -2.041 pcr ccrit. 

I'ar~ci 3 oI thc tablc contaitrs the ~ l ~ a v ~ i t u d c s  of AGKKs 
shown on F i ~ u r c  2 but s t o p l ) i n ~  at tlw SL). This  dcciinc 
i t ]  rclaaivc share prices anti rctrlrlts, callcd markct pres- 
srrrc. is causcd by t l ~ c  cquity salc arid is t l ~ c  discount 
required to sell tlrc ricw issuc. I'llcsc costs of ncw cquiry 
issucs were 1.893 pcr ccrlt or1 average. Thus,  markct 
priccs of shares of cicctric utilities which sold new q- 
uity dcclincd by about 1.9 pcr ccnt horn k l o r c  the AD 
rlntii tllc SD over 104 days. -1'liis is thc dcclinc in pricc 
tlmt the firm (lid not rcccivc wlrcn it sold ncw q u i t y  
s l~ares  at 11ic SL) and is tlic market p r c s u r c  of 111c ncw 
cqnity issuc. 
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Summary and Conciusions 

,.'hen cicc~r ic  utiiitics sold ncw cqr~i tv  shares bctwcct~ 
January 1, 1973, and 1)cccnlhr  31, I9W, rltc s l ~ a r c  ~wiccs 
of t h e  comparrics wcre tlcprcsscd clowriwarcl bccausc 
o f  tire salc. This  downward ~novcmcnt o r  n~arkct  prcs- 
surc mcasurcd Irom before t l ~ c  a n r ~ o t l ~ ~ c c r ~ ~ c n t  tlatc to 
the salcs date oi r l ~ c  trcw issuc was - 1.9 Iwr cent wlrcri 
compared wit11 rcturns of otlrcr clrrtric utilitics which 
sold new cquity r c p l a r l y .  Furtlrcr, a salcs cllcct rang- 
ing from -3 pcr ccnt to -2 pcr ccnt was fo~il id ovcr t l ~ c  
pcriod [rom belore t l ~ c  al~nounccnicv~t t l a ~ c  ~rnti l  rtftcr 
the salcs tlatc dcpc r~d ing  u l m l  wllctlrcr t l ~ c  data wcrc 
centered on t l ~ c  A U  o r  on t l ~ c  S1). 

T l ~ c s c  avcragcs arc conscrvativc and l h c  ~ I I I I I ~ I ~ I I I I ~  es- 
timated avcragc dcclincs as t h y  wcrc ticrivctl from tls- 
ing a rclurrl i ~ d c x  o f  c o r n p r i s o ~ l  (rlcu.tric* rt t i l i~v) witiclr 
itself contaitrs tile cflccts of rnarkct prcss~lrc.  I ;~lrt l~cr.  
the usc 01 anotiicr i lrd~'x of retitrn for- cwn~l~ar.isort wl~iri! 
was c o m p s c d  of rcguiatcd and ~ll~rcgulutccl Iir~rrs wo\ilti 
substat~tially raise t l~csc avcrnKc costs. ( I n  lac!. i f  tlic COIII- 

~ )a r i so r~  wcrc lo bc made a p i n s t  tlic return o l  a l l  q t t i -  

(ics iistcd on 111c New York alltl Arncricari srcxk ex- 
c h a n ~ c s  over the sanrc titnc pcricxi, tlic avcragc cstimalc 
[or markct prcssrlrc would rise to -3 pcr ccnt a r ~ d  t l r c  

I. "Market Pressure: T h e  Sales of New Common Eq- 
uity and Rate of Return Regulation," by Raymond Arm- 
knecht, Frcd Grygiei, and Patrick It!css. "Proceedings of 
the i3usineu and Eoonomic Sbtist ia Section of thc Amcri- 
can Statistical Association." 1974. pp. 80-91. 

2. " 1 ' 1 1 ~  Effect of tlrc Sizc of I'ublic Olleritlgs of Cum- 
nion Stocks ulmn I'rcoffcritiy: Stock I'riccs," by  Lcc i h l -  
cni~arncr, unpublished disscrtation, ifarvard Uliivcrs~tv. 
Graduate School of Ilusincss, May, I!)(iH. 

7.  "Tire Effcct of New Id:quity Issr~cs on Utilitv Stock 
I'riccs." by [ o l ~ n  W. Ifowycr. Ir., an11 jess U.  Yawltz. 105 
L ' U I I L I C  UTILI .~ IES  FVR~.NIC.I ITLY 25, h1:1v 22. 1980. 

1. "OII thc Existcncc. hlcasurcmcnt. and  k o ~ r o l n i c  Sig- 
nilicancc o f  Markct I'rcssurc i i i  tlic i ' r i c i n ~  ol  New Kcl-  
tlity Sllarcs." by Koiwrt E. Evalts, u~r~~ub l i s l i c t l  tlisscrta- 
tion, Univcrsity o f  1Visconsi11-Matlisot~, 1978. 

5. "Price Impacts of Block Trading on the Ncw York 

averaRe cstima~es for sales cllcct would rise to - 4 4  pcr 
ccnt ccntcrcd on t l ~ c  AL) to -3.6 I)cr ccnt ccnicrcd on 
the SU. Scc (81 lor details.) 

'I'ltc sizcabic salcs cllcct ovcr tile crltire pcriod from 
1)cIorc t l ~ c  a t~ r~our l ccn~cn t  date to aftcr tllc sales clatc 
rising t l ~ c  port[olio o l  clcctnc conlpanics lor comparisol~ 
~xovit ics dircct cvidcrlcc that sharc ~ r i c c s  of electric utili- 
ties which sell trcw cqirilv contintrc to clcclinc a[lcr the 
ia ic  has takcrl placc. 'Illis contiition may be explained 
as tlic impact of othcr factors than lnarkct prcssure aionc 
tlpo11 share priccs. I'crtiaps somc of tlrcsc factors are 
tiuc lo tirc invcstors' pcrccptions o[ incrcascd dilution 
~)roblcnrs caused by rc~u!atorv  lag and r c ~ u l a t o r y  risk 
asociatcd with thcse public utilitics not being aliowcd a 
ratc of rcturn on new q u i t y  q u a 1  to the investors' rc- 
quircd rate ol rclurn ovcr thc tight-ycar survey period. 

F.vcn though the cxacl causcs arc  not known prcciscly, 
i t  is ticlinitcly cicar that invcstors vicw thc ncw salc o l  
ryuity sirarcs with tiisfavor and that thc new c q u i ~ y  salc 
rcsrllt.u in a substantial rlcclinc in cquity pr icn .  Public 
111ilily r c p l a t o r s  shot~lt l  Itc conccrncd with t l~csc  irn- 
l);"cts o f  I ICW cquiry salcs up011 sharc priccs and  rcturns 
a ~ d  31tcmpt 1 0  makc propcr adjusttncnts i l l  the ailowcti 
ratc or return lo olisct o r  ciiniirlatc t l~csc  cflocls in tIlc 
lulu!.c. 
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The natmns tnvestorawned utlllt~es appropr~aled $ 7 2 b~llton (seasonally adrusled) for new plant and WUlQment In 
the ftnat quarter of 1983, uo 25 Per cent over the unusually low ltgure recorded tn the  thtrd quarter, the C o n f e ~ ~ n c e  
Board resorted In A W  Both the gas and electr~c ut~ltlres shared In this fourth-quarter galn (Capltal aoDrODrlatlons are 
authorlzatlons to spend money In the future tor new plant and equ~pment Approprrations are the f~rst steo In the  caoital 
mvestment Process. Drecedtnq t h e  ordermq ol equ~prnent. the  letttnq of construct~on contracts. and finally the actual 
expenditures. Ap~ro~r la t~ons  are constdered to be a leading lnd~cator lor capttal s~endlnq ) 

Electric U t l l l W  8Doro~rlattons rose to S5 8 bill~on In the lourth Quarter, the~r flnt quarterly Increase slnca the third 
wader  of 1982 cancellations of prevtously approved projects were wrdespread. however. arnounttng I 5  $2.7 blllron In 
the fmal quarter of 1983 

Gas utllit~ apQroDrtatlons cllmbed lo Sl 4 blllron In the lourth quarter, a 68 mr cent jump over the thlrd auarter. I t  
was the highest Quarterly total recorded last year. For the lull year, however. the gas utllrt~es appro~rlated Only $4 4 
bllllon. down by a third from 1982. and canceled a record $1 3 billion worth of earher-aporoved prorects. 

Actual CaDltal s o e n d w  by the investor-owned ulri~t~es lei1 to $8 3 b~ll~on rn the fourth quarter. an 8 Per cent dl0 
from the thwd Quarter The electr~c utll~t~es accounted for all of the lourthquartsr decllne. For 1983 as a whole. the 
electrtc ~tllltles soent a record $32 2 btllton on new plant and equipment. up 3 per cent over 1982. Gas u ~ W  
ex~endftures amounted to $3.5 b~llton In 1983. down 30 per cent from 1982. 
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