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Activity in the euro area initial public offering market

Initial public offering (IPO) activity in the euro area, measured either by total transacted amounts or by the
number of transactions, surged after the mid-1990s (see Chart A below). The market was particularly active in
1999 and reached a peak in the first quarter of 2000. Since then activity has fallen off markedly and by the
third quarter of 2002 it reached levels as low as those seen in the mid-1990s. While several factors may have
played a role in these swings, this box focuses on the link between IPO activity and its cost, as proxied by the
cost of equity.

Chart A: Initial public offering activity
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Source: Bondware.

A commonly accepted definition of the cost faced by firms in raising equity capital is the return demanded by
investors to bear the risk of an equity investment. It can be broken down into a risk-free interest rate, usually
the return that investors would obtain from investing in a government bond, plus an equity risk premium, the
additional return demanded by the investor to bear the specific risk attached to equity. From a conceptual
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