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Introduction
The consequences of the COVID-19
pandemic across the world have in many
ways been unprecedented. Beyond the
devastating health consequences of the virus,
the resulting travel bans and business
closures have, to varying degrees, disrupted
sectors across the economy.

Decreased passenger travel has further
affected adjoining industries such as travel
agencies. The Australian market leader,
Webjet, whilst eventually securing funding,
came close to bankruptcy in the midst of the
outbreak.

Winners and Losers of COVID-19
Aviation
As governments around the world were
quick to respond to the virus outbreak with
travel restrictions, the aviation industry was
among those hit hardest. Companies
spanning the entire aviation value chain,
from passenger airlines to aircraft
manufacturers have all suffered severe
losses, with the entire industry to lose as
much as US$252b in revenue in 2020.
Notably, Virgin Australia was placed into
voluntary administration, creating the
possibility of a domestic monopoly for the
only other Australian airline, Qantas.

Retail
Domestic retail is another sector severely
damaged by the onset of the virus. A drop in
the RBA Consumer Sentiment index by 21%
has seen non-essential retailers struggle in
light of the pandemic. These additional
headwinds come at a time when the sector
has already been struggling, with several
national retail chains having fallen into
administration at the beginning of this year,
such as Jeanswest and Kikki K. The silver
lining for the sector however has been the
growth of e-commerce during the lockdown.
For example, Australian conglomerate,
Wesfarmers, recorded an 89% increase in
online sales among its retail business.
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Technology platforms

How have companies responded?

However, like in any period of major
economic disruption, while some industries
have felt the brunt of the downturn, others
have emerged as winners. The rapid changes
to peoples’ lifestyles caused by the lockdown
have acted as strong tailwinds for certain
industries which have grown significantly
since the outbreak. As people remained
stranded at home, online gambling platforms
and streaming services such as Netflix and
Disney+ have reported surges in their
viewership. An increased consumption of
media during a lockdown is however a
common result observed during several past
crises.

Companies in those sectors worst hit by the
COVID-19 pandemic have typically
experienced severe cash flow problems as
they fail to generate revenue at their usual
levels. To compensate for such a loss in sales,
they have been forced to engage in cost
cutting strategies by laying off staff,
abandoning non-essential projects and
cutting dividends amongst various other
measures.

Source: Nielsen
Unsurprisingly, with the mass shift towards
working from home, video-conferencing
software companies such as Zoom and
Microsoft Teams are also seeing a major
uptick in their sales.

However, situations where such initiatives
have been insufficient, a common approach
for businesses has been to turn to their
investors to raise additional funds through
equity capital raisings.
3

Introduction to Capital Raisings
What are Equity Capital Raisings?
Equity capital raisings are the means by
which public companies raise additional
funds from their investors after initially
listing on a stock exchange, through an initial
public offering (IPO). Funds are raised by
offering investors additional shares, and thus
equity, in their company, typically at a
discount to the current market price.
Companies offer discounted shares to a
combination of both existing and new
investors depending on the capital raising
structure. Listed companies employ capital
raisings for a diverse range of purposes, in
both bullish and bearish market conditions.

Source: Bloomberg, Monthly capital raisings
value (A$b) in Australia

Equity Raisings during COVID-19
The rapidly worsening economic conditions
has seen a flurry of companies undertake
equity capital raisings through the Australian
Stock Exchange (ASX) since March, in spite
of high market volatility.

The funds raised have largely been used by
companies to shore up their balance sheet in
order to weather the COVID-19 lockdown
period, and in some extreme cases, rescue
them from insolvency. Typically, the worse
off a company is, the larger the discount they
will offer to shareholders, to entice them to
buy additional shares in their company.

How have regulatory bodies
responded?
In response to the challenging market
conditions, the ASX and the Australian
Securities and Investment Commission
(ASIC) temporarily lifted the limit on the size
of share placements from 15% to 25%. This
loosening of existing regulations allows
companies to raise more capital as a portion
of their issued capital, providing them with
greater flexibility around raising additional
funds during the uncertain economic times
ahead. Incidentally, similar relief measures
were not however implemented during the
turbulent market conditions following the
Global Financial Crisis (GFC), which is
perhaps a reflection of the relatively greater
damage our broader economy is currently
facing.
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Why does the ASX lead the world
in equity raisings?
The increased flexibility around capital
raisings in the Australian market has seen
the ASX proportionally raise the most funds
through capital raising out of any market
globally. As of early June, the ASX
announced ~A$20b in capital raisings,
representing 1.1% of its market
capitalisation, the greatest amount globally.

A history of capital raisings
Others attribute the record high levels of
capital raisings in the ASX to cultural factors
such as their overall market perception.
Indeed, the heavily discounted capital
raisings seen during the COVID-19
pandemic come as no surprise to those
companies which weathered the storm of the
GFC, when $100b of equity capital was
raised through the ASX. As such, Australian
corporates and investors seem to have
greater comfort around heavily discounted
capital raisings and the associated
shareholder dilution, as compared to
offshore markets.

Source: Australian Financial Review, Dealogic

Corporate debt market
Contributing to the huge sums of equity
capital raised in Australia is likely the
nation’s relatively small corporate debt
market, which is more than 13 times smaller
than that in the US (~USD$9t). As a result,
companies tend to turn to equity more
frequently than debt for their financing.

Whatever the driver may be, the reality
remains that equity capital raisings have
played an essential role in how Australian
businesses have responded to challenging
market conditions, both historically, and
during the current downturn.
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Retail Shareholder Dilution

Flight Centre Case Study

While equity capital raisings have helped to
support companies during this pandemic, in
many cases they have come at a great cost to
their retail shareholders by diluting the value
of their shares.

How does it work?
The discounted shares in capital raisings are
typically offered to existing retail
shareholders or institutional investors, but in
some cases, also new institutional investors
with no existing ownership in the company.
The allocation of discounted shares to new
investors, in turn, dilutes the proportional
ownership of existing investors. The greater
the proportion of funds offered to new
shareholders, the more heavily existing
shareholders are diluted in value.

Take for example, Flight Centre’s emergency
capital raising in April. By leveraging the
increased size of share placements during
COVID-19, Flight Centre was able to allocate
40% of the A$700m raised to institutional
investors. This coupled with the fact that
after the capital raise, Flight Centre had
effectively doubled its shares on issue, meant
that retail shareholders were significantly
diluted of their ownership in the company.

Looking forward

Shareholder dilution during COVID-19
The issue of retail shareholder dilution has
become particularly pressing in current
period of capital raisings. During volatile
market conditions, companies generally
prefer to raise funds securely and quickly,
leading them to allocate funds mostly to
institutional clients, as opposed to retail
shareholders, through what is known as a
placement structure. Out of the ~$20b raised
through the ASX during the pandemic, 98%
of these capital raises featured a placement
structure, increasing the concern around
retail shareholder dilution.

As equity capital raisings begin to taper off,
investors and companies alike begin to look
forward towards what comes next.
Interestingly, several of the companies which
raised capital during the pandemic did so
purely seeking future growth opportunities,
rather than to bolster their cash flow and
balance sheets. This seems to suggest that
when opportunities for investments and
acquisitions arise, Australian corporates will
be ready to actively pursue them using the
cash they’ve raised throughout this crisis.
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