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Impact of Heterogeneous Beliefs and Shortsale Constraints on Security Issuance Decision

XU Feng, HU An-gang, GUO Nan
(School of Public Policy and Management, Tsinghua University, Beijing 100084 , China)

Abstract: By relaxing the explicit assumption that short selling is forbidden, a model is presented in this
paper to analyzes how heterogeneous beliefs stemming from investors’ overconfidence and short sale con-
straints jointly affect a firm’s security issuance decision. The main findings are: (1) an increase in hetero-
geneity in investors’ beliefs results in an increased likelihood of equity issuance over debt when public sig-
nal about the project’s payoff is favorable, whereas it results in a reduced likelihood when public signal is
modestly adverse. (2) the tightness of short sale constraints has a positive effect on the likelihood of equity
issuance only when public signal is highly favorable. These results indicate that the relations between het-
erogeneous beliefs as well as short sale constraints and security issuance decision are influenced by public
signal.

Key words: heterogeneous beliefs;short sale constraints;security issuance



