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		Abstract

		We investigate the pricing of 4,523 initial public offerings of common stock with offer dates between 1981 and 2000. Our study documents that approximately three-fourths of IPOs have integer offer prices. Average initial returns for IPOs with integer offer prices are significantly higher (25.5 percent) than those priced on the fraction of the dollar (8.1 percent). Higher initial returns for integer offerings are observed for 18 of the 20 years of our study and over various ranges of offer prices. Initial returns for integer and fractional IPOs are similar for the subsample of offerings priced below the original filing range. However, significant differences are found for IPOs priced within and above the filing range. For instance, the average initial return for integer offerings priced above the filing range is 65.5 percent compared to 19.9 percent for those priced on the fraction of the dollar.

Similar to the arguments made by Harris (1991), we hypothesize that integer versus fractional dollar IPOs are the result of negotiations between the issuing firm and underwriter. Under the negotiation hypothesis, the frequency of integer pricing should be a positive function of the offer price and uncertainty. With greater uncertainty, the extent of underpricing for integer offerings should be higher than for fractional offerings as the investment bank seeks to manage its underwriting risk.

We present evidence supportive of the negotiation hypothesis. Specifically, we observe that the frequency of integer prices for the sample of IPOs priced at $15 and above is about twenty percentage points higher than for those IPOs priced below $10 per share. We also document that both the cross-sectional standard deviation of initial returns and the ex-post standard deviation of daily stock returns is highest for offerings priced on the dollar. This higher level of uncertainty for integer offerings is consistent with their high degree of underpricing. 
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