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Abstract

The Penny Stock Reform Act of 1990 (PSRA) was an attempt to curb fraudulent security issues by placing
severe restrictions on initial public offerings that were priced below $5. The regulation had the cosmetic
effect of reducing the number of initial public offerings priced below $5 but had no substantive impact on
issuer quality. Delisting risk, which is a measure of issuer quality, did not decline significantly in the post-
PSRA period. Instead, abnormal returns earned by a portfolio of nonpenny stocks declined significantly in
the post-PSRA period. We present evidence that attributes the decline in abnormal returns to the migration
of speculative issuers into the nonpenny range.

1

&2 | THE UNIVERSITY OF CHICAGO PRESS JOURNALS

The University of Chicago Press Books
Chicago Distribution Center

The University of Chicago

Open access at Chicago


https://www.journals.uchicago.edu/journal/jle
https://www.journals.uchicago.edu/toc/jle/2003/46/2
https://www.journals.uchicago.edu/doi/10.1086/377290
https://www.journals.uchicago.edu/doi/10.1086/382602
https://www.journals.uchicago.edu/doi/epdf/10.1086/380387
https://www.journals.uchicago.edu/doi/epdfplus/10.1086/380387
https://www.journals.uchicago.edu/doi/full/10.1086/380387
https://www.journals.uchicago.edu/open
https://press.uchicago.edu/
http://www.press.uchicago.edu/cdc.html
https://www.uchicago.edu/
https://www.journals.uchicago.edu/
https://subfill.uchicago.edu/JournalPubs/UCPSSO/SSOLogin.aspx?returnurl=https%3A%2F%2Fwww.journals.uchicago.edu%2Fdoi%2Fabs%2F10.1086%2F380387
https://www.journals.uchicago.edu/action/showCart?FlowID=1

Statement of Publication Ethics

The Pillars of Diversity and Inclusion at the University of
Chicago Press

Accessibility
Contact us
Terms and Conditions

Privacy Notice

Media and advertising requests

iy



https://www.journals.uchicago.edu/publication-ethics-statement
https://press.uchicago.edu/press/Press_D-I_Pillars.html
https://www.journals.uchicago.edu/accessibility
https://www.journals.uchicago.edu/contact
https://www.journals.uchicago.edu/t-and-c
http://www.press.uchicago.edu/press/privacy.html
https://www.journals.uchicago.edu/advertising
https://www.facebook.com/UChicagoJournals
https://twitter.com/ChicagoJournals

