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		Abstract

		This paper is focused on the cost of raising equity capital in Germany. It challenges the conventional wisdom that underwriting business is characterized by an economies of scale technology and, hence, marginal external financing costs are ever decreasing. In order to achieve this goal, different specifications for an average flotation cost and underwriting fees function were tested on the basis of a cross-sectional analysis of 120 SEOs on the German capital market over the years 1993-1998. Some of these specifications turned out to have considerable explanatory power.    

As a first result, it is interesting to see that average total flotation costs in Germany amount to 1.61 percent of gross proceeds, while average underwriting fees are about 1.32 percent. As usual, average flotation costs are lower for large sized issues compared with small sized issues.    

However, as far as the economies of scale view for single issues is concerned, a careful analysis will show that ever decreasing marginal flotation costs seem to be very unlikely. This means that, other things equal, marginal spreads seem rather to be constant or even U-shaped in gross proceeds. Moreover, fixed costs seem not to be very high in that they account on average for not more than 14 to 29 percent of total flotation costs or total underwriting fees, respectively. For medium and large sized issues this average is below 10 percent. Finally, we do not find support for economies of scale at the industry level. Indeed, other things equal, small market participants were found to be able to offer underwriting services at competitive prices, at least for issues within smaller size brackets. 
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