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Moral Hazard of Underwriters and Costs of Issuing Securities
H M {3 KH3(Shintaro Tomita)
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When firms issue securities screening by the underwriter possibly mitigates
information asymmetry between the issuer and other investors. The screening devices,
however, do not work correctly if the underwriters are able to course moral hazard for
their own interests. This paper analyzes how the possibility of moral hazard of the
underwriter affects costs of issuing securities by focusing on the effect of reputation and
shows that the reputation of the underwriter may prevent moral hazard. However, the
firm issuing securities must bear additional costs so that the underwriter has a correct
incentive not to course moral hazard and reputation effects work well. The additional
costs mainly take the form of underwriting fee and increase the costs of issuing

securities.
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