The Persistence of SEO Market Timing

ABSTRACT

This paper studies the effect of market timingloa dapital structure of firms for a sample of
seasoned equity offerings (SEOs). Organizing dnepse by SEO event time, | use a “hot” market
timing measure similar to Alti (2006) to show that-market firms initially issue more seasoned
equity than their cold-market counterparts and Hewer investment rates than their cold-market
counterparts, but that these differences beconsggnificant within three years following the SEO
issue. The results of sub samples sorted on thieetri-book ratio show that market timing effects
are caused by high market-to-book firms, as lowraedium market-to-book firms show little
evidence of market timing effects. Organizing thmple into a data window around sorting on the
market-to-book ratio, shows an asymmetric charetiemwhere market timing decreases leverage
while the market-to-book ratio is increasing, thért leverage rapidly reverts to the mean as the
market-to-book ratio declines (but does not go altbe mean). Under the interpretation that the
market-to-book ratio reflects expected growth opydties, the results of the paper are consistent
with the Berens and Cuny (1995) growth model ofteaptructure.
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Introduction

Timing of equity offerings is an important factorfirms’ capital structure decisions.
Empirical studies show that firms tend to issueityguhen the cost of equity appears to be low
relative to the mean. Since their market vatiais high, these issues are followed by long-run
underperformance. Most direct tests of marketrigrare based upon the positive relation between
firms’ market valuation, as proxied by the mark@tbok ratio, and their equity issuance. This
tendency toward timing markets is confirmed by diirveys of financial managers [e.g. Graham
and Harvey (2001), Bancel and Mittoo (2004)].

While it is generally accepted that managersdrymhe markets when issuing equity, an
ongoing question is the long-term impact of matkeing on capital structure. Empirical studies of
the speed of mean reversion toward a target legert® vary widely in their predictions of the
persistence of changes in capital structure. Ensigtence of market timing effects has profound
implications; a high persistence of market timiffgets implies that leverage targets are not very
important and, by extension, capital structureqgyotias little impact on the value of the firm. Bak
and Wurgler (2002) examine the persistence of I§@tgissues upon capital structure, using an
external financing weighted average of the mar&diediok ratio to measure market timing effects,
asserting that the persistence of market timingredd beyond 10 years. In contrast, Alti (2006)
examines the persistence issue of IPO effectsg@sthot-market” dummy variable to measure the
effect of market timing on the book leverage radind finds that that IPOs have only short-term
market timing effects that are completely revensétin two years after the IPO.

In this paper, | focus upon the financing of seasbequity offerings (SEOs) to examine
market timing and its effects upon capital struefwsing a hot-market timing measure similar to Alt
(2006). While most research on market timing fesugpon the initial public offering (IPO) market,
| examine the seasoned equity offering (SEO) mddtedeveral reasons. First, much of the
empirical literature that examines the persistariaapital structure specifically excludes IPO data
because IPOs are one-time events, and so it istengdo determine the contribution of SEO market
timing towards the persistence of capital structu8econd, the SEO market represents a view into
the capital structure policy of ongoing firms, cdempenting studies of capital structure that examine
the determinants and theories of capital structéigally, secondary financial markets represent
most of the financing activity of firms and so thuence of the SEO market is economically
significant. Hence, the examination of an SEO dampmvides valuable insight into how market
timing affects long-range financial policy.

| use a “hot-market” dummy variable in the manofeflti (2006) to measure the effects of
SEO market timing, characterized by whether the &&®s place in a hot issue market. The

rationale for this market timing measure is than§ will tend to issue more equity in markets where
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the cost of capital is perceived to be low. Asdssed in Alti (2006), this market timing measure
has econometric advantages in that it does notypdikm-level characteristics, being instead a
function of market conditions. The hot-market duynrariable avoids the confounding firm-level
effects associated with the commonly used markéituk ratio.

Examining the data sample organized in SEO ewmet i find a substantial hot-market
effect on the amount of equity issued by SEO firfhke average SEO for cold-market firms
amounts to 23.87% of pre-SEO book assets, compai@8l88% for hot-market firms. Consistent
with the findings of Alti (2006), the hot-markeff@€t is largely orthogonal to other factors known t
affect equity issues, meaning that the size antdfgignce of the hot-market dummy coefficient does
not greatly change in the presence of control éegfor industry and firm level effects. Thus,
focusing upon market conditions by means of a haxket dummy variable is effective in detecting
market timing behavior. However, in marked cortttaghe Baker and Wurgler (2002) and Alti
(2006) results for IPOs, I find that the weightegrmage market timing measure of Baker and
Wourgler (2002) has negligible effects for SEOs.

Hot and cold-market firms do not differ greatlygre-SEO book leverage levels, so avoiding
financial distress does not appear to be the mtigivdor issuing more equity in hot markets. The
negative impact of market timing on book leveragelities in the years following SEO issuance.
Within three years after the SEO event, the effettmarket timing become insignificant, suggesting
that market timing has only a temporary impacthl@dapital structure policy of the firm. Similarly
hot-market firms make lower investments and hawetrofitability than cold-market firms, but
these differences again become insignificant withiee years of the SEO.

In addition to looking at market timing in the oakt SEO event time sample, | examine sub
samples of firm portfolios formed on the marketstmk ratio to show how the financial strength of
the firm influences the impact of market timing @hd determinants of capital structure. Leary and
Roberts (2005) examine market timing for an IPO@lamand find that the market timing effects are
generally similar for high, medium and low bookrmrket, but that that the effects are greatest for
high market-to-book. Kayhan and Titman (2007) eixena sample that excludes IPOs and find that
the speed of reversion to target leverage varggsfiantly among portfolios formed on the market-
to-book ratio. Thus, under the interpretation thatmarket-to-book ratio reflects expected growth
opportunities, the persistence of capital strucsaems to vary with the expected growth for thafir

| find that the impact of market timing is veryifdrent for high and low market-to-book

portfolios formed on the ratio. | test both the full sample, and sub sasptated on the
ratio. The results from sorts on the ratio show that the results for the overall datase¢
dominated by the results of the high  sub sample. So while most of the previous reseaseb

overall samples, such results may not represemh#jerity of firms. That is to say, low and

medium firms do not exhibit strong marketing timing effectThis is an issue explored



throughout this paper. The amount of equity isduetbw and medium firms is mostly
influenced by general market conditions and firracific determinants, with little difference
between firms in hot or cold markets, whereas ¢lrellof equity issued by high  firms is

strongly affected by market timing.

In order to test the effects of cyclical changethe market-to-book ratio and the associated
implications for expected growth, | also organize tlataset into an 11-year data window (from time

to ., ) around the time of sorting into portfolios on tiesis of the market-to-book ratio (af),

as shown in Figure 2. This 11-year data windowideks many observations outside of the SEO
event window previously examined, thereby reflegtion-issuers of SEOs and so providing a
perspective of the broader market. The 11-yeadwwinresults are generally consistent with the
results from the SEO event time interval; hot-mafkens exhibits strong market timing effects as
evidenced by a decrease in book leverage in theiS&@ year, followed by increases in book
leverage in the years after the SEO, and hot-mdirkest also exhibit persistently lower earnings.
However, a noteworthy difference is that hot-mafket exhibit persistently higher investment
levels than non-issuers of equity.

Examination of the 11-year data window shows ffeces of cyclical variation in the
market-to-book ratio upon the market timing behawicfirms. Empirical research in asset pricing
shows that the book-to-market equity ratio, , Is time varying and mean reverting. Since the

market-to-book firm valuation ratio used in corterfinance research is closely related to
the equity ratio used in asset pricing research, foghpiortfolios upon the ratio
creates a natural experiment to examine if thexecyelical market-to-book effects between leverage
and market timing. This data window shows thatdhie sample of hot-market firms with a high

ratio have significantly lower book leverage levdlring the interval when the market-to-
book ratio is increasing ( to ), with this difference becoming insignificant tbafter as the

ratio reverts to the mean. Hot-market firms i@ $lub samples of low and medium

firms show no significant difference in book levgedevel. These results show an asymmetric
characteristic where increases in the ratio are associated with market timing that redumsok
leverage levels below the long-term mean, and lingrage rapidly reverts to the mean when the

ratio is declining (but does not go above the med&imder the common interpretation that the

ratio reflects growth opportunities, these ressliggest that market timing is a characteristic
of firms with increasing growth opportunities, cistent with the Berens and Cuny (1995) growth
model of capital structure that predicts that higbwth firms will have a lower target leverage leve

than low-growth firms because growth increasessétee of equity relative to debt.



The results of this paper indicate that neithemgaction cost theory nor pecking order theory
can explain the observed persistence of markeng¢in®imilar to the Alti (2006) results for IPOseth
results of this paper for SEOs show that hot-mdikas more actively increase their book leverage
levels in each year following SEO issuance thanald-market firms; as argued by Alti, this implies
that high capitalization transaction costs arethetreason that hot-market firms choose to decrease
leverage by means of the SEO. Furthermore, thideage of an active increase of leverage level
following SEO issuance is also contrary to the pegkrder theory because hot-market firms exhibit
persistently lower investment than cold-market &iymmferring that need for investment capital does
not drive the observed market timing behavior. Matkning plays a significant role in secondary
equity financing activity, but these effects reeerapidly in the period following the SEO. The
results do not support the view of Baker and Wur(802) that capital structure is the cumulative
outcome of past market timing activities.

In conclusion, the results of this paper have twan implications. First, the results support
the existence of a target leverage level in keepittlyg a dynamic form of the trade-off theory of
capital structure, for capital structure may tenapity vary from the long-term target leverage level
to reflect current conditions but thereafter revéotthe target. Second, observed market timing
behavior is consistent with the growth model forinthe trade-off theory, as market timing by firms

is confluent with increasing growth opportunities.

The remainder of the paper is organized as follo&ection 1 provides an overview of
previous research on market timing and the relmbgdications of capital structure theories. Settio
2 describes the dataset organized in SEO event tBretion 3 examines the SEO event time data
and presents the empirical analysis of market tjnaind its impact on capital structure. Section 4
describes the dataset organized into an 11-yeatomiraround the time of sorting on the market-to-
book ratio. Section 5 examines the 11-year dataow to show the cyclical effect of variation in

market-to-book ratio upon market timing. Sectioco@cludes.

1. Overview of Market Timing Literature and Capital Structure Models

There is considerable empirical evidence of matikehg. Taggart (1977), Marsh (1982),
Jalilvand and Harris (1984), and Asquith and Mdll{ht986) examine market timing from the
perspective of past stock returns. More recentissusuch as Rajan and Zingales (1995), Jung, Kim,
and Stulz (1996), Pagano, Panetta, and Zingal&8j,1Blovakimian , Opler, and Titman (2001),
and Leary and Roberts (2005) focus on the mad«bbk ratio to capture market timing. These
studies show that firms tend to issue equity wiheir imarket valuation is high relative to book

values.



Interpreting the results of such studies is diftibecause of the confounding effects of other
determinants of financing policy. A related threddesearch examines the effects of overvalued
equity sales by analyzing stock returns subsedoesquity issuance. Ritter (1991) and Loughran
and Ritter (1995) show that IPOs and SEOs unddoqmerin the long run. Ritter (1991) shows that
this under performance is more pronounced for hatkat IPOs, while Rajan and Servaes (1997)
shows more pronounced under performance wheresiagiyeviously forecast high growth. These
results support the use of hot and cold marketsrasasure of market timing. Survey evidence by
Graham and Harvey (2001) for American financial egers and Bancel and Mittoo (2004) for
European financial managers demonstrates that tarkag is an important factor in corporate
financing decisions.

The influential study of Baker and Wurgler (200@presents market timing as a weighted
average of a firm’s past market-to-book ratio, vehilre weighting is a function of external equity
versus debt financing. If firms issue more equiben the market-to-book ratio is high, then this
external finance weighted average is negativebted to leverage. The Baker and Wurgler measure
of timing suggests that the influence of markeingrextends past 10 years. However, an
econometric criticism of the weighted average memasuthat it confounded by the many other
factors that influence the market-to-book ratiahsas macroeconomic conditions and the firm’s
technology and growth prospects. Technology fifimsexample, may tend to issue equity when
their market-to-book ratio is high regardless ofkeatiming issues, or keep leverage levels low
even if immediate growth prospects are low in otdeanaintain future financial flexibility.

In a recent study, Kayhan and Titman (2007) deas®mphe external finance weighted
average of Baker and Wurgler (2002) to show tlsgpétrsistence effect is due to the covariance
between the past mean of the firm’'s market-to-b@adio and the firm’s external financing. Thus,
the Baker and Wurgler measure likely reflects thesistence of the market-to-book ratio more than
market timing efforts. Kayhan and Titman examirgample that excludes IPOs to show that the
past history of the firm is related to the currenerage level, but that leverage levels tend vente
to a target value over the long-term. Similarlgaky and Roberts (2005) present empirical evidence
that firms tend to rebalance leverage back to ptelevels following IPOs. Leary and Roberts find
similar results among portfolios sorted on the ra&tk-book ratio, though high market-to-book
firms tend to issue more equity initially. Thesermrecent results argue against long-term
persistence of market timing influence upon castaicture.

There are two main classes of theoretical modetsaoket timing. In the first, mispricing of
equity by the market, either real or simply pereeiby the issuer, provides an opportunity for the
firm to issue more equity at overvalued prices.déhthis model, hot markets are times of high
valuation relative to fundamentals, and this Idads high incidence of equity issues from both IPOs
and SEOs. A second type of theoretical modeaset upon the adverse selection scenario of

Myers and Majluf (1984). In such models, investamd managers are both rational, but market
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timing opportunities reflect the degree of asyminetformation. Under this model, hot markets
reflect periods of low information asymmetry andréfore low adverse selection costs for issuers of
equity.

Empirical research generally supports the view tiarket timing effects are eventually
reversed as the firm's leverage level revertstarget level. Theory suggests that the reveifsal o
market timing effects could be implemented by fiimsévo ways. The first way is that firms
actively increase their leverage levels to retortheir target leverage level, consistent with a
dynamic form of the trade-off theory where leveraggy deviate from the optimal target in the
short-term to reflect transient conditions but révéo the target over the long-term. The secoag w
is that firm characteristics change in a manneahabthe firm’s target leverage shifts to realigithw
the actual leverage level, consistent with thesaation cost theory.

Transaction cost theory says that issuing caigitalcostly process with high fixed costs that
discourage continuous adjustment of leverage lev@isch models imply that firms will tend to issue
capital in discrete amounts that will cause firm®scillate over or under their long-term target
leverage level. Under this scenario, firms thstigsa large SEO may appear to be under-leveraged
according to standard control variables, but thidau-leverage position may actually be an optimal
strategy when transaction costs are considerathsFnay issue a large SEO and then wait for
changing conditions to effect mean reversion taanget leverage level.

The two main competing models of capital strucanethe pecking order theory and the
trade-off theory; these two models imply some degremarket timing effects because firms will
issue more equity when it has a low cost relativéebt, but they make differing predictions as to
how capital structure changes following market tigmi The pecking order theory postulates that
firms normally raise capital for new investmentflygt using retained earnings in order to minimize
asymmetric information costs and then, if the fisnm a financial deficit situation such that reded
earnings are insufficient to implement investmesiiqy, it will usually issue debt before equity.
Thus, following market timing by the firm to takdwantage of low information asymmetry costs, the
pecking order theory implies that the firms willactye its capital structure in a manner that reflect
its financial deficit for investment. In contraie trade-off theory implies that the firm willvext to
an optimal, or target leverage level following nmetrkming by actively issuing debt to revert to the
target in reflection of the long-term costs anddigs of debt versus equity.

The trade-off theory of capital structure may lheught of as a class of general equilibrium
models that balance the benefits and costs of dathiyvarious forms that produce generally
consistent predictions. The most often discussed fs the static trade-off model, which examines
the benefits of the tax shield of debt interessusithe probable costs of financial distress. Hewe
a short-coming of standard trade-off models is thatprobability of financial distress is simplytno
great enough to explain the observed low levetsogborate debt. But the growth model presented

by Berens and Cuny (1995) shows that growth ofréutiash flows has a major impact upon the
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optimal or target leverage ratio, since firm vala#lects the benefit of future cash flow growth ighi
the tax shield benefit of current debt does ndie growth model implies that market timing effects
should be seen for firms with increasing growthaymities because their optimal leverage level is
decreasing, but that such effects should fadeeairths’ growth rates revert to the mean.

The hot markets measure of market timing may fieenced by general market conditions.
That is to say, market conditions may be imporfanboth hot and cold market SEOs. To control
for this, this paper uses a market dummy varialbiEelvequals one when the issuance of SEOs is
above the long-term median in the current yedndi that general market conditions are indeed an
important influence, but this control variable does alter the general results showing the presence
of market timing effects as represented by theitsigimce of the hot-market SEO dummy at the firm
level. Similarly, results are robust to the inabusof the traditional market-to-book variable for

identification of market timing.

2. SEO Event Time Dataset

2.1 Sample and Summary Characteristics

The initial sample consists of seasoned equitgrdffs (SEOs) from the Compustat
database for the period 1971 to 2005. | requiredfito have financial statement data in the SEO
issue year and in the two preceding years. Hinntise financial sector are excluded from the
sample because their capital structure is typidadiffgrent from other firms in the sample. | also
exclude firms with book values of assets below gilllon. Firm-year observations that are outliers
are dropped, as described below.

Secondary equity issues (SEQO) are identified filoenstatement of change in cash flows as
reported in Computstat, following the method of Hkimian, Opler, and Titiman (2001tp define
an SEO event as the annual net of sale of stoskhespurchase of stock. Table 1 shows the
construction of the SEO dataset using the exclgsamal conditions described above. The resultant
dataset has 10,746 SEO events, and a data windowtiime . to , has 114,026 firm-year

observations.

*kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkhkkkkkkkkkkkkkkkkk *kkkkkkkkkkkkkkkkkkkkkkkkkkkkk

Insert Table 1

kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkhkkkkkkkkkkkkkkkkkx *kkkkkkkkkkkkkkkkkkkkkkkkkkkkk

L A firm is defined as issuing an SEO when net ggjsiiued for cash divided by the book value of @sse
exceeds 5% (i.e. equity issued when (Compustat &lritem 108 — Compustat Item 115) / Compustat Iem
5%).
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Variable definitions are as follows. Book debt, is defined as total liabilities (Compustat
Annual Item 181) and preferred stock (Item 10, aept by the value of preferred stock (Item 56)
when missing, minus deferred taxes (Item 35) amyexdible debt (Item 79). Book equitg,, is
defined as total book assétgltem 6) minus book debt. Book leverade/ A, is defined as book
debt divided by total assets. Firm-year obsermatiwhere book leverage exceeds 100% are dropped
to eliminate negative equity conditions and bantcugonditions. Market-to-book ratioj /B, is
book debt plus market equity (common shares (ItBjrtithes share price (Item 199) divided by total
book assets. | drop observations for whi¢hi B exceeds 10.0.

Net equity issues/ A, is sales of stock less repurchase divided by éstsets ( (Item 108 —
Item 115) / Item 6), taken to be an SEO event vithexwvalue exceeds 5%. Net debt issubsa, is
the change in book debt. New retained earniDgE/ A, is the change in retained earnings.
Profitability is proxied byEBITDA/ A, which is earnings before interest, taxes, andedggtion
(Item 13). SIZEis the logarithm of net sales (Item 12) in milliasfs2000 dollars. Tangible assets,
PPE/ A, is defined as plant property, and equipment (BdmResearch and development expense
(Item 46),R& D/ A, is replaced with zero when missing; dummy vaga®bDis assigned a value
of one when Item 46 is missingNV / A is capital investment expenditures (Item 128)v /Eis
common dividends (Iltem 21) divided by book equityASH/ Ais cash and short-term investments
(tem 1). The variabled/ A, e/ A, DRE/ A, EBITDA/ A, PPE/ A, R& D/ A, INV/ A, and
CASH/ A are normalized by total assets.

Table 2 summarizes firm characteristics in SEQtirAll variables excep# / B and SIZE
are shown in percentage terms. | define the SEDa®the year in which the SEO takes place.
Year SEO +kis the kth fiscal year after the SEO. The characteristicsvshio Table 2 are
consistent with the results of previous studiesolBleverage declines in the SEO year, and
increases thereafter. Cash balance increasesheithfusion of new capital in the SEO, and

declines thereafter.

kkkkkkkkkkkhkkkkkkkkkkkkkkkhkkkkkkkhkhkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

Insert Table 2

*kkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkhkkkkkkkkkkkkkkkkk *kkkkkkkkkkkkkkkkkkkkkkkkkkkkk

2.2 Definition of Hot and Cold Markets

| define hot and cold markets similar to the metbhdAlti (2006), on the basis of annual
SEO volume. | use the Compustat data to deterthmeumber of SEOs for each year in the period
1971 to 2005. Since the number of firms in the Gostat database has varied over time, | detrend
the annual SEO volume by the number of firms indaabase. Hot (cold) years are then defined as

those above (below) the median of the distribuitb8EOs across all years in the sample. For each
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SEO in the sample, the dummy variabl®T, is assigned a value of one if the firm makes a
secondary equity offering in a year where issudeneel is above the median.

Figure 1 plots the detrended SEO volume from 1872005. The horizontal line is the
median. As the figure illustrates, there is coasadble variation between hot and cold years ingerm
of SEOs.

kkkkkkkkkkkhkkkkkkkkhkhkkkkkkkhkhkkkkkkkhkhkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

Insert Figure 1

kkkkkkkkkkkhkkkkkkkkkkkkkkkhkkkkkkkkkkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

Figure 1 also includes the S&P 500 index ratio to illustrate that the market volume measfre

SEO market timing captures different informatioaritihe market-to-book ratio.

3. SEO Event Time Sample: The Impact of Market Tming on Capital

Structure

This section examines the issue of market timinggua dataset sorted and organized around
SEO issue events. The effects of market timingeaptored in SEO time. This dataset has the
advantage of focusing on the SEO event propersith a dataset excludes data observations that
are distant from the time of an equity issue. latar section, | will also examine an alternative,

broader dataset that includes observations outisel SEO event window.

3.1 The Influence of Hot Markets

In the context of SEOs, market timing has two miadplications. First, firms are more
likely to issue equity when managers perceive nmar&editions to be favourable. That is to say,
when equity prices in the market are relativelyhhigs proxied by a high ratio. Second, firms
are likely to issue more equity in favourable m#shkeersus unfavourble markets. | use the

market timing measure of Alti (2006), which is ctvasted on the basis of this first

implication. This section examines the evidencdliersecond implication by examining the relative
amounts of equity issued by hot- and cold-marlsatass of SEOs.

Table 3 shows the mean value in percent of eggstyed by hot- and cold market firms in

Panel A. Two measures of the amount of equityshosvn. The first, , gives the amount of
equity issued divided by assets at the fiscal pearof the issuing year. The second, _ , gives

the equity issued as a fraction of the assetsampthceding year. Both measures show that hot-
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market firms tend to issue more equity. For theent year measure, the levels of issuance are

21.70% versus 15.85% for hot- and cold-market firespectively.

kkkkkkkkkkkhkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

Insert Table 3

kkkkkkkkkkkhkkkkkkkkkkkkkkkhkhkhkkkkkkkkhkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkhkkkkkkkkhkkkkkkkk

The third column of Panel A shows that hot-markstiers of seasoned equity issue less debt

per unit of assets, shown as , than cold-market firms, at 0.47% versus 1.99%e fourth

column shows that hot-market firms have lower feiahdeficits than cold-market firms, at 22.25%
versus 17.81%. The fifth column shows that thédgind yield, , is again lower for the hot-
market firm at 1.20% versus 2.74% for cold-marken$. These timing effects are statistically
highly significant.

Panel B of Table 3 reports the results of theeggjon analysis. The observed differences
between hot- and cold-market firms might be duférte characteristics rather than market timing.

To test for this, | run the following regressiom the determinants of issue levels:

(1.1)

where is the SEO year, and the regression is run inribssesection of SEOs. The dependent

variable, , is the issuance variables described above; edamn in Table 3 represents a

regression where represents one of the dependent variables L :
+ , or . The dummy variable, , proxies the market timing effect. The control

variables are the market-to-book ratio, profitapijlsize, tangibility of assets, research and
development expense, and lagged book leverageseTdmntrol variables are the main determinants
identified in previous research such as Titman\Aedsels (1988) and Rajan and Zingalies (1995).
The dummy variable is assigned a value of one when is missing in the Compustat
database. The control variables are lagged exoefhié market-to-book ratio, which is observed in
the SEO year to represent market effects.

The results confirm that hot-market firms tendh&we significantly different issuance
patterns than cold-market firms. The market timing variable remains robust in the fatthe
control variables. The hot-market firms exhibituigace behavior that is consistent with the

implications of market timing.
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Panels C and D, E and F, and G and H, preseritsésusub sample portfolios sorted on the
the ratio. The low, medium and high portfolios areteadron 30% /40% / 30% proportions for
the entire Compustat sample, prior to a secondf@08EOQO activity. As shown in Table I, the result
is that the high portfolio contains 4,907 SEOs compared to 1,4094680 for the low and
medium portfolios respectively. For the low portfolio, panels C and D show that there isdittl
statistically significant difference between hatdacold-market firms. For the medium

portfolio, Panel E shows a significant differenetvizeen hot- and cold market firms, but the
regression results in Panel F show the timing variable is generally not significant. Howee,
for the high portfolio, the difference between hartd cold-market firms is highly significant in bot
Panels G and H. The results from panels C to idestghat the results for the overall SEO sample
is driven primarily by the strength of the high  portfolio, reflecting the relatively high number
of SEOs issued by high  firms compared to the low and medium  firms, as well as the
large spreads between the levels of explanatoighlas of hot- and cold-market firms in the high

portfolio. The dominance of the high  firms suggests that the results from the overall
sample given in Panels A and B may not representhiaracteristics of the general market.

An alternative explanation for the equity issusvéaty of hot-market firms is they are
growing faster, and so they raise a part of investrfunding requirements through equity issues.
Table 4 examines the growth characteristics of &tk cold-market firms. Contradicting the growth
explanation, Panel B of Table 4 for the full samghews that hot-market firms invest less than their
cold-market counterparts in the SEO issue yeartlzatdhe difference remains significant until thre

years after the SEO.

kkkkkkkkkkkhkkkkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkkkkkkkkk

Insert Table 4

kkkkkkkkkkkhkkkkkkkkkkkkkkkhkhkkkkkkkkhkkkkkkkhkkkhkkkkk kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

While Alti (2006) finds hot-market IPO issuers @st significantly less only in the IPO year,
Panel B of Table 4 shows that hot-market firmsirgp$EOs also invest less than cold-market
issuers in the two years following the SEO yeaandts C to H of Table 4 shows that this persistence
of low investment is driven primarily by the high portfolio sub sample. The market
timing of the low portfolio in Panel D is significant only in the SEyear, whereas it remains
highly significant for two more years following ti#=0 in Panel G for the high  firms.

Table 4 also show that there is no significarfiedénce in return on assets for hot- and cold-
market firms in the SEO year, as proxied by easivgfore interest, taxes, depreciation and

amortization per unit of assets, . This holds true for all of the low, medium &migh
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firms. However, Panel B shows that hot-market $igne significantly less profitable in the
two years following the SEO issue.

Another possible explanation for market timinghiat hot-market firms are over-leveraged
compared to cold-market firms. However, this isthe case as the second column of Panel B of
Table 4 shows that hot-market firms have marginakg book leverage than cold-market firms in
the year prior to the SEO. However, once agamsthnificance of pre-SEO leverage levels is
dependent upon the  ratio; for low and medium firms there is no significant difference
between hot- and cold-market firms, but hot-mafkets with high have significantly lower
leverage. Thus, the evidence from Table 4 doesumtort the over-leverage argument.

Most prior literature interprets the positive teda between the ratio and the level of
equity issuance as evidence of market timing effeetowever, the results of Table 3 shows that the

ratio and the market timing dummy have comparable explanatorygydar the size of
SEO issues. The coefficient of the  market-to-book variable in Panel B of Table 3 332.
Table 2 shows that the standard deviation of in the SEO cross-section is 1.57%. Thus, a one
standard deviation of implies a 3.18% increase in SEO proceeds. Since the ratio is
driven by many other factors than market timing;hsas growth prospects, the market timing effect
captured by the ratio is likely considerably less than this 3.18%his compares to a 2.12%
effect from the market timing dummy variable shown in Table 3. $hthe dummy
variable provides explanatory power by reflectingrket conditions, while avoiding the confounding
effects of firm characteristics associated with the ratio.

In summary, the SEO market volume is a highly i§icemt indicator of market timing
effects. Firms that issue equity in hot marketsiégsmore equity than those issuing equity in cold
markets. This market timing behavior does not seebe motivated by differences in leverage prior

to the SEO, or investment financing needs subsedqa¢he SEO.

3.2 The Short-Term Influence of Hot Markets
The previous results show that market timing affeélse amount of equity issued by firms.
These results imply that the effect of market tignivill be to reduce book leverage in the SEO year.
This section quantifies the effect and relates itther performance measures.
Table 5 examines the change in book leverage,enherchange in book leverage can be

decomposed as follows:

. =- + HID %D IS -D (1.2)

Here . is total book equity normalized by assets. Teueine the market timing effect
upon changes in book leverage, Table 5 shows tloeviag regression:
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(1.3)

where the dependent variablds assigned the values of the components of thegehin book
leverage. Each column of Table 5 shows the resfiltsgression where the dependent variable

set to be one of - o, , D'#$% , D %& $3 8 , D , or

The first column of Table 5 reports the changedokdleverage, while columns two through five
presents the components on the right hand sideeadécomposition equation. In keeping with the
results of the previous section, the hot-marketdihave higher cash balances and higher increases
in retained earnings in the SEO year. The chamdgnig-term other assets shown in column four is
not significant. The increase in cash and retagsdings suggests that hot-market timers issue
more equity than they require for investment puggosonsistent with the under-investment shown

in the previous section.
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The sixth column of Table 5 estimates the levetagel in the SEO year, showing that it is
significantly lower at the end of the issue yeartfot-market firms. Again, this is consistent with
market timers issuing more equity than requiredrfeestment purposes. The market timing
dummy is negative and significant, showing thatlibek leverage level of hot-market firms is not
explained by the other standard determinant vaesaiol the regression equation.

Examining the results for low, medium and high portfolio sub samples given in Panels
C to H, shows that the short-term impact of matieing is significant for the change in leverage
and the leverage level for all portfolios, but ttteg low portfolio shows no significant difference
between hot- and cold- market firms for amountapfity issue, or changes in cash, retained
earnings, or assets. This suggests that low firms tend to reduce leverage when equity markets

are favourable, but they raise no more capital tegaired for immediate investment purposes.

3.3 The Persistence of Hot Markets
The previous sections present evidence that mtinkigtg affects capital structure in the
short-term. The related question is how persisaenthese effects over the long-term. The previous

section showed that hot-market firms have simitdower leverage ratios prior to their SEO but that
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these firms reduce leverage in the SEO year cordpareold-market firms. This section examines
if these effects are reversed in subsequent yelosving the SEO.

To examine the question of persistence, | rurfatewing regression in Table 6:

(1.4)

where the dependent variablds the cumulative change in book leverage fromekel prior to the
SEO, - ., orthe book leverage level,
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If the effects of market timing upon leverage peemanent, then the cumulative change
should remain significant in the years following tBEO. As shown in the first three columns of
Table 6, the significance of market timing fadethim three years of the SEO year. In the firstyea
following the SEO, in column one of Panel B of T@bl the hot-market dummy coefficient has a
value of -1.08%, versus the value of -2.80% giveRanel B of Table 2. This suggests that more
than one-half of the market timing effects is ganthe first fiscal year following the SEO. Within
three years following the SEO year, there is nerhatket effect remaining.

Columns three to six of Table 6 re-estimate tlyeagsion equation without the market-to-
book variable, to demonstrate that the fading efrtfarket timing effect is not due to interaction
between the hot-market dummy and the book-to-madtet. The hot-market dummy still becomes
insignificant within three years of the SEO ye&igwing the robustness of the result.

While the first six columns examine the cumulatitange in leverage, the last six columns
in Table 6 estimate the results for the annualllef/keverage. This annual leverage level represe
the short-term effects of market timing. Once ag#ie influence of market timing becomes
insignificant within three years in Panel B of Talbl.

Examining the results for the  sub portfolios shows a marked difference between lo

portfolios versus medium and high portfolios. he tyears following SEO issuance, hot-

market firms in the low portfolio exhibit a positive increase in cumulatieverage, whereas
medium and low firms show negative coefficientstfe hot-market dummy. This result is
consistent with Korajczyk and Levy (2003), who fithét constrained firms (low market-to-book)
issue debt cyclically in the same direction asthginess cycle, where the business cycle is proxied
by equity market and interest rate indices, whiteeofirms (medium and high market-to-book) issue
debt counter cyclically.
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The results of this section, showing that marikeing effects for SEOs fade within three
years of seasoned equity issuance, are consisinprior research done on IPOs [e.g. Leary and
Roberts (2005), Alti (2006)]. However, the evidertisat market timing is a short-term phenomenon
contrasts with the results of Baker and Wurgle©O@0who use a external finance weighted average
of the market-to-book ratio with an IPO datasedngue that the effect of market timing persists for
more than 10 years. Table 7 reports regressiattsegbhat include both the hot-market dummy,

, and the external finance weighted average madkbtok ratio, g# - »@s defined in

Baker and Wurgler (2002):

ox -t . +te (1.5)

where the dependent variablds the cumulative change in book leverage fromekrel prior to the

SEO, - ., orthe book leverage level,
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The results of Table 7 show that the Baker and Yeurgeasure is insignificant in explaining
leverage levels and cumulative changes, while tterfarket dummy shows that market timing
effects disappear within a few years of SEO isseafthe insignificance of the Baker and Wurgler
measure for SEO data contrasts with the resultdtof2006) that use IPO data, for Alti shows that
the Baker and Wurgler measure is highly signifidardll years while the hot-market dummy
becomes insignificant within two years of the IBBue. The results for SEOs in this paper support
the view of Kayhan and Titman (2007) that the Bakmat Wurgler results for IPOs reflect the

persistence of the market-to-book ratio rather thanket timing effects.

3.4 The Reversal of the Influence of Hot Markets

The previous section shows that market timingat$feue to hot markets are reversed within
three years of the SEO event. This section exanheeprocess by which the reversal is enacted.
The reversal of market timing effects could be iempénted by firms in two ways. The first way is
that firms actively increase their leverage levelseturn to their target leverage level, consisten
with a dynamic trade-off theory where leverage mayiate from the optimal target in the short-term
to reflect transient conditions but reverts totdrget over the long-term. The second way is that
firm characteristics change in a manner so thatithes target leverage shifts to realign with the

actual leverage level, consistent with the transaaosts theory.
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Transaction cost theory says that issuing caigitalcostly process with high fixed costs that
discourage continuous adjustment of leverage lev@lgch models imply that firms will tend to issue
capital in discrete amounts that will cause firm®scillate over or under their long-term target
leverage level. Under this scenario, firms thatiésa large SEO may appear to be under-leveraged
according to standard control variables, but thidau-leverage position may actually be an optimal
strategy when transaction costs are considerathsFnay issue a large SEO and then wait for
changing conditions to effect mean reversion tadnget leverage level.

Alti (2006) argues that the transaction cost higpsis can be tested by examining how hot-
and cold market firms change their leverage lef@lewing the SEO event. Alti suggests that hot-
market firms should issue debt at a slower rate tadd-market firms in the years following the SEO
event if the transaction cost model is the motorafor the observed reversal of the difference
between hot- and cold-market SEO issuers.

Following the method of Alti (2006), | estimatestfollowing regression of changes in

leverage following the SEO year:

= 4+ +  #H&/ + o+ o+ o+
(1.6)

+ o+ + 4 %+’%+ -) +e

where the dependent variablds assigned the value of financing variables, ngrokange in book
leverage level, - _, het debt issues, , net SEO issues, , and the debt issuance
to total issuance ratio, | + |. The #& variable is a dummy variable that is assigned aeval

of one if the volume of SEO issues is above thgH@mm median, controlling for general market

conditions. The dummy variable,, ,is assigned a value of one if the firm’s debt leselbove 80%

and the dummy variable , is assigned a value of one if the firm's debt lasedelow 10%, thereby

controlling for the bias of extreme leverage.
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The first two columns of Panel B in Table 8, whtte dependent variableis the change in

book leverage level, - ., and the net debt issue, , respectively, show that hot-

market firms are increasing their leverage levastdr than cold market firms. Columns three and
four the results show that hot-market firms movioghe same levels of debt issuance as cold-market

firms, columns five and six show a move of hot-netfirms to a lower level of equity issuance than
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cold-market firms, and columns seven and eight shatmarket firms move to a lower financial
deficit than cold market firms. These results fsgdhat hot-market firms actively return to target
leverage levels after making a large SEO issues sHme general results hold for low, medium and
high firms, indicating an overall trend of an activeuretto the target leverage level. The
regression results of Panel B, D, F, and G offesuqgport for the transaction cost model. Similarly
the mean values given in Panels A, C, E, and F $tawnarket firms increasing leverage faster than
cold-market firms.

The results of Table 8 are consistent with tha tharacteristics shown in Table 2.
Comparing low and high firms in Table 2, it can be seen that high firms, who issue the
highest level of seasoned equity, subsequentiytlgnesduce their equity issuance level, reduce cash
levels, and increase tangible asset levels. Tielsaviors are consistent with an active return to a
target leverage level, thereby contradicting thegaction cost theory.

While consistent with the dynamic trade-off thedhe observed financing patterns might
also reflect pecking order choices. Under peckirtgr theory, there should be a positive
relationship between financial deficits and isswaoicdebt because firms have insufficient earnings
to finance investment. As well, the pecking ortheory implies a slow return to a target leverage
level because capital issuance is driven by reda@@@nings being too low to finance investment, and
so a target leverage level is of little importanétowever, the pecking order argument is
contradicted by there being no difference in egsiim the SEO issuing year and persistently lower
investment in all years (Table 4), and the rapiersion to a target leverage level (Table 6). Thus

the observed variation in capital structure car@ogéxplained by the pecking order theory.

4. 11-Year Data Window around the Time of Sortingon the Market-to-
Book Ratio

In the previous sections, the data sample wadatest to observations within the SEO event
windows, where dataset was organized in SEO tiftet dataset enabled a focus on the time
adjacent to the SEO issue event. The market dummy of Alti (2006) was used to represent
market timing events. Alti argues that the dummy is orthogonal to the traditional

market-to-book proxy for market timing. Alti (260examines IPO data, and the claim of
orthogonality is based upon there being little istpgon the dummy by the presence of
absence of the control variable in regression results. In thipgrawhich examines SEO data,
the variable has greater influence, as evidenced bylbiservable effect of the absence of the

control variable upon the  coefficient (see Table 6) and also by the markéérdinces

between coefficients in low and high portfolio sub samples.
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In this section, | examine the direct effect ad tharket-to-book ratio upon market timing by
organizing the data around the year of portfoliorfation sorted on the market-to-book ratio,
creating an 11-year window surrounding portfoliocnfiation that reflects changing expectations for
growth. This alternative dataset includes manyenolagions outside of the previous SEO event
window, thereby providing a broader perspectivéhefmarket and allowing comparison of hot-

market firms with non-issuers of seasoned equitypitical research in asset pricing shows that the

book-to-market equity ratio, , Is time varying and mean reverting. Furtherméokowing
portfolio formation upon the equity, the returns of low portfolios provide greater
returns than for high portfolios, a phenomenon known as the book-to-etaekfect (also

known as the value effect). Since the market-to-book firm valuation ratio used in corger
finance research is closely related to the equity ratio used in asset pricing research, fogmi
portfolios upon the ratio creates a natural experiment to examineeifetare portfolio
formation effects upon leverage and market timimgus, by organizing data around portfolio
formation on the market-to-book ratio, | am ablexamine the effects of cyclical variation in the

market-to-book ratio upon the market timing behawicfirms.

4.1 Sample and Summary Characteristics

| begin with the same Compustat dataset as bekitte annual observations for the period
from 1971 to 2005. Again, | exclude financial fsnobservations with asset value below $10
million, and observations with an  ratio greater than ten. The annual data obsenatiothe
sample are then segmented into three book-to-mgrkeps based on the breakpoints for the bottom
30 percent (Low), middle 40 percent (Medium), amypl 30 percent (High) of the ranked values of

at fiscal yearend. In order to compare applepfues, the dataset includes only those firms

for which Compustat provides debt values in alveteyears of the interval. The requirement for
data in all eleven years minimizes distortions @ul?O effects and delistings.

Table 9 shows the construction of the alternadaset using the exclusions and conditions
described above. The resultant dataset has 4)8n@t-to-book observations, and the associated

data window has 474,199 firm-year observations.
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This method of creating an 11-year data windowltesu data observations being used in
the dataset eleven times. The overlapping iatervave the potential to induce bias, lagged
correlation between the dependent and indepenc@eiatbles, and heteroskedasticity in the residuals.
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As a robustness check, | use a bootstrap methadkhsitmthat of Titman and Kayhan (2006) to
verify the values and statistical significancetad estimated coefficients. The bootstrapping result
are similar to those obtained by the OLS regressprasented in Tables 10 to 14. For brevity, the
bootstrapping results are omitted here.

The median characteristics for the dataset are suiped in plot form in Figure 2:
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Figure 2 confirms that the market-to-book ratioffoms is time varying and mean reverting. This
raises the question of how this variation influencapital structure. In response to this questhis,
section examines how market timing effects araugrited by variation in the market-to-book ratio.
Table 10 summarizes firm characteristics in SE@ti All variables except / B and SIZE

are shown in percentage terms. | define the tyaathe year in which the portfolio formation takes
place. Yeat + kis the kth fiscal year after portfolio formation. Table 10os¥s that the market-to-
book ratio is essentially constant for the ovesathple, but that the ratio increases (decreases)
before portfolio formation and decreases (increaassrwards for high (low) market-to-book

portfolios, in keeping with Figure 2.
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5. 11-Year Window on the Market-to-Book Cycle: Tte Impact of Market

Timing on Capital Structure

This section examines the effects of market timipgn capital structure using a dataset

organized in an 11-year window around the timeoofisg on the market-to-book ratio.

5.1 The Influence of Market-to-Book on Market Timon Effects
Forming portfolios on the market-to-book ratio yides several advantages for examining
the influence of market timing. First, sorting thhe market-to-book ratio controls for influences on
capital structure that are associated with the etatrkbook ratio but unrelated to market timing,
such as the influence of future growth opportusitiSecond, the alternative dataset includes

observations outside the SEO event window uselgeffitst dataset, thereby allowing a comparison
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between hot-market issuers of seasoned equityatlir firms who are non-issuers of seasoned
equity’. Third, the influence of dynamic variation of timarket-to-book ratio upon market timing
effects can be observed.

In order to examine how leverage varies in theggddr window surrounding portfolio

formation in fiscal year , from _ to , , | estimate the following regression:

(1.7)

where is the year in the window, and the regressionmnsimuthe cross-section of window years.
The dependent variable is the book leverage leved, . The explanatory variables are the same as
previously defined, except that the  market timing dummy now has a time subscript tootien

its time relative to the current cross section yesoss sections. to , ). The dummy refers

to the current cross section year, while _ and . refer to prior (or lagged) years.

Panel B of Table 11 gives the results for the aNeiataset, prior to sorting in to low,

medium, and high portfolios. The results of Pdhshow that the market timing dummy is

significant and negative in the years precedinginaldiding the year of portfolio formation, but the
lagged values of the market timing dummy becomiginificant in the years following the SEO

event. The lagged market timing dummies _ and . capture the leverage effects of hot-

market SEOs one and two years prior to the cumerss-sectional regression, and show that the
leverage level of hot-market firms becomes insigaiitly different from other firms within two

years after the SEO event.
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Panels C to H give the results for the sub paasotorted on . For the low and
medium portfolios, the : . ,and . dummies are generally insignificant in all years in
the data window. However, the  dummy for the high portfolio are highly significant in

years prior to and including the year of portfdbomation year, and then become insignificant

within one year thereafter. The results for ttghhmarket-to-book portfolio in Panel H are the

%2 The sample includes observations for cold-mariers of seasoned equity, but the influence ofismrers
is predominant due to larger numbers of observationnon-issuers. The inclusion of the cold-marke
observations produces conservative regressiontsesiuice statistical significance for hot-markenht must
overcome the opposing influence of cold-market plet@ns.
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source of the statistical significance seen forawerall dataset in Panel B. Again, the magnituafes

coefficients for the lagged . and . dummies are lower than for the current year

dummy, indicating that market timing effects fadpidly within a few years after the SEO.

Table 11 shows the effects of variation in thekatto-book ratio upon the market timing
behavior of firms. Figure 2 and Table 10 show that ratio of high market-to-book firms
rises before and falls after the year of portfétionation. Panel H of Table 11 shows that high

firms that issue an SEO in a hot-market displgpificant market timing effects in the form
of reduced book leverage levels, as evidenceddy th dummy, in the years up to and including
the year of portfolio formation on the basis of the ratio, with this market timing effect
becoming insignificant within one year thereaftéfhis pattern suggest that increases in
the ratio above the mean induce market timing by firing,the market timing effect
subsequently fades as the ratio reverts to the mean. The observed behav®ahasymmetric
characteristic, insofar as hot-market firms exHiliok leverage levels below the mean when the

ratio is increasing, but revert back to the meaemihe ratio is decreasing (but do not
cross below the mean). Under the common interjioetthat the ratio reflects growth
opportunities, this result suggests that markeingns a characteristic of firms with increasing

expectations of future cash flow growth.

5.2 The Influence of Market-to-Book on Investmenhd Earnings

This section examines the investment and profitataf the firm for the alternative dataset
with portfolios formed on the market-to-book ratiiocreate an 11-year window around portfolio
formation. Before proceeding, it is useful to q@taate the results from the earlier analysis gsin
the dataset formed on a window of SEO events.tH®BEO event dataset, it was found that hot-
market firms had lower investment in the SEO yeal tavo following years compared to cold-
market firms, and that hot-market earnings wereelow the two years following the SEO. These
SEO event dataset results of a prior section amsistent with the findings of Alti (2006) and otker
who use IPO event data. However, this sectidngube alternative dataset formed on market-to-
book, shows that the investment activity of hotkeaiissuers is persistently greater than that of no
issuers of seasoned equity.

For the investment level, | estimate the followiegression equation:

2 #% 2

‘o

(1.8)

where the dependent variable is capital investrdefiated by total assets.

22



Panel A of Table 12 shows that hot-market issadE&EOs in the overall sample have higher
investment levels for all time periods in the 12dy@indow around portfolio formation sorted on the

ratio. Panel B shows the ~,and . dummies are positive and significant in

all years in the data window. These positive doiefifits indicate that hot-market firms invest more
in the SEO year and that the high level of invesiinpersists in the two following years. Panel®C t

H shows this result generally holds for all of tbe, medium and high sub sample portfolios.
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The results of Table 12 indicate that, after aalhitrg for the market-to-book ratio, hot-
market firms invest more than non-issuers of sesdequity. As well, investment level is
persistently higher in the two years following BEO. These results suggest that the firm is dgtive

investing the proceeds of the SEO issue. Thdicmaft values of the dummy in Table 12 are
greatest in the year of portfolio formation and the following yearhen Figure 2 shows the

median market-to-book ratio at its peak, suggeshaghot-market firms are investing most when
the market valuation of the firm implies the highg®wth prospects. In addition, Table 12 shows

that the #&/ dummy is negative and strongly significant forgttfolios, suggesting that overall

investment per unit of book assets is lower inthatkets than in cold markets. The negative

coefficient on the#&/  dummy may be due to higher book value on totaltagsestrong markets

increasing the denominator in the variable, rather than a decrease in capital investmThe

#&  dummy is assigned a value of one when SEO issuawekis above the long-term median,

and increased merger and acquisition activity aasatwith high levels of SEO issuance may be
driving up the valuation of assets.

The results of the SEO event dataset shown ineT@bhnd the results from 11-year window
dataset shown in Table 12, offer complementarygsatives of the impact of market timing on
capital investment. The SEO event dataset reshitie/ that hot-market firms invest less than their
cold-market firms in the SEO year and three follogwears. In comparison, the alternative dataset
shows that hot-market firms persistently investentbian non-issuers of seasoned equity in all years

of the 11-year data window. Thus, hot-market fifm&st at a lower rate than their cold-market

*The organization of the data into an 11-year irtbavound the time of sorting on the market-to-bratio
results in overlapping of data intervals, so therharket dummy variable for a given firm may beresged
against observations for the same firm which ocwutside of the SEO year. As a robustness check,
regressions were run with restrictions on compatfiregfirm to itself, but the general results do cloange.
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counterparts, but at a significantly higher ratnthon-issuers, indicating that market timing is
nonetheless associated with higher than averagéslef/investment.

In unreported regressions, the  dummy in Table 12 was replaced witfd  dummy.

Those results show that cold-market firms investariban other firms, where other firms now
include hot-market firms and firm-year observationsside the SEO event window. This results
show that both hot-market and cold-market firmssitvmore than other firms who do not issue

equity. The positive coefficient on thez  dummy was larger in magnitude than for the
dummy, consistent with the previous analysis ofSE® dataset showing that hot-market

firms invest less than cold-market firms.
To examine profitability for the alternate datasetstimate the following regression
equation:
1 2 2 . 2 . 2 # 2

. . . (1.9)

0
where the dependent variable is earnings befoeedst, taxes, depreciation and amortization,
deflated by total book assets.

Panel A of Table 13 shows that hot-market issae&EOs in the overall sample
have lower profitability levels than non-issuers &l time periods in the 11-year window around

portfolio formation sorted on the ratio. Panel B shows the . ,and

dummies are negative and significant in all 11 géathe data interval. These negative coeffisient
indicate that hot-market firms have lower profitapiin the year of the SEO issue and that the lowe
profitability persists in the two following yeardloreover, Panels C to H shows this result holds fo

all of the low, medium and high sub sample portfolios.
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The results of Table 13 indicate that the opegapirofitability of hot-market SEO firms is
lower than non-issuers of seasoned equity, which reidect the higher investment activity of hot-
market firms shown in the previous section, asetlietypically a lag between capital investment and

profits. As well, Table 12 shows that th#¢/ dummy is negative and strongly significant for all

portfolios, suggesting that overall profitabilitempunit of existing assets is lower in strong meske
than in weak markets. As in the previous discussfdnvestment level, the negative coefficient on

the #&/ dummy may be due to higher book value on totaltassestrong markets, increasing the
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denominator in the variable, as rising markets are generally assatiatth increased

earnings levels but even faster increases in aaeition in conjunction with a high level of merge

and acquisition activity.

5.3 The Reversal of Market Timing Effects for Markéo-Book Portfolios

This section examines the reversal of market gnefiects in the 11-year window
surrounding portfolio formation on market-to-book.estimate the following regression equation for

the change in book leverage:

(1.10)

where the dependent variable is the change indgeer

kkkkkkkkkkkkkkkkkkkkkkkkkkhkhkkkkkkkkhkkkkkkkhkkkhkkkkkx kkkkkkkkkkkkkhkkkkkkkkkhkkkkkkkk

Insert Table 14

kkkkkkkkkkkhkkkkkkkkkkkkkkkkhkkkkkkkkkkkkkkkkhkkkhkkkkkx kkkkkkhkkkkkkkhkkkkkkkkkhkkkkkkkk

In Panel B of Table 14, for all portfolios, the  market timing dummies in the cross-
section year are negative, while the lagged dummies . and . are positive. All the
dummies are highly significant. These results sufihe results of the previous reversal analysis i
SEO event time, again showing that hot-market filsese equity in the SEO year and then actively
add debt in following years. Panel A supportsridgression results of Panel B, showing that hot-
market firms decrease their leverage, while otliersf show a slight increase. The results given in
Panels C to H of Table 14, for the sub portfoliodedd on the ratio, show that the current
period market timing dummy is negative and significantdtimportfolios, while the
and . dummies are positive and generally significanteSenresults indicate that market timing

effects are followed by active reversion to a tatgeerage level.

To summarize the results of the 11-year markdtetok window, firms issuing seasoned
equity in hot markets exhibit the effects of martketing, and that these effects fade in the years
following the SEO. But the 11-year market-to-bedkdow also shows that the market-to-book
ratio impacts the effect of market timing on lexggawith market timing being driven by increases in

the market-to-book ratio above the mean for high firms. Also, hot-market firms have
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persistently lower profitability but persistentligher investment than non-issuers of seasoned

equity.

Similar to the results for the SEO event datdbketresults of the 11-year market-to-book
window show that costly capitalization due to tiet®n costs is not the motive force behind market
timing. Hot-market firms actively increase tha@vérage levels in each year following the SEO year,
and this should not be the case if transactiorsagste an important factor in the raising of cdpita

While consistent with rebalancing toward levertaygets as predicted by the trade-off
theory, the displayed pattern of increasing levereauld also emanate from pecking order choices as
well, in reflection of the lower profitability ofdt-market firms compared to non-issuers. However,
this argument is contradicted by the persistend®tf lower earnings and lower investment while
the difference in leverage rapidly diminishes.

Overall, the evidence supports the existencevafrbge targets in a dynamic form of the
trade-off model of capital structure, where capstalicture may temporarily vary from the long-term
target leverage level to reflect current conditibns thereafter reverts to the target. Exhibited
market timing behavior during the cyclical variatim the market-to-book ratio is consistent with th
growth model of Berens and Cuny (1995).

6. Conclusion

This paper examines the impact of market timingrugapital structure in the context of
SEO issues. Consistent with the findings of A0@6) for IPO data, the results for SEO event data
show that hot-market firms issue more equity theairtcold-market counterparts, but the market
timing effects on leverage reverse themselves witiiee years of the SEO event year. The reversal
results show that hot-market firms actively incestieir leverage levels in the immediate years
following the SEO, which contradicts the transatost hypothesis, and supports a modified trade-
off model. Hot-market firms invest less than coldrket firms and have lower profitability, again
consistent with Alti (2006). Examining the resulis sub sample portfolios formed on the market-to-
book ratio shows that market timing effects argeéar driven by the high market-to-book firms, as
low and medium firms are largely unaffected by neatkning effects. These results for market-to-
book portfolios suggest that expected growth opmities play an important role in market timing
opportunities.

In the second part of the paper, the data is @gdro create an 11-year window around
portfolio formation on the market-to-book ratiosioow the influence of the market-to-book cycle
upon market timing. Most of the firm-year obseiwas in the alternative dataset are outside the
event window of the SEO dataset, and so the 11¢gatarwindow represents the perspective of the

overall market. The results for the alternativeadat are largely consistent with the SEO event
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window results, insofar as hot-market firms hawgdpleverage levels in the SEO year compared to
other firms in the overall market, followed by rdpeversal of market timing effects in the follogin
years. Similarly, market timing effects are driventhe sub sample of firms with high market-to-
book ratios. However, while results for the SE@re dataset which show hot-market firms
investing less than cold-market firms, hot-marlken$ in the 11-year window dataset invest more
than non-issuers of equity in the overall markgo. while hot-market firms time the market by
iISsuing more equity than non-issuers, they alsestmnore. Furthermore, the market timing effect is
significant in years when firm market-to-book ragancreasing but this effect becomes insignifican
as the market-to-book ratio subsequently revertk bmthe mean. Under the prevalent interpretation

that the ratio reflects growth opportunities, these ressiltggest that market timing is a

characteristic of firms with increasing expectedvgh in future cash flows.

In summary, the results of this paper show thatditend to time the market for SEOs, but
that these market timing efforts are subsequertlgnsed within a few years. The evidence supports
a dynamic form of the trade-off theory of capitabisture, where the capital structure policy of the
firm may change in the short-term in response tnging expectations for future growth but reverts
toward a long-term target leverage level. The leitdd market timing behavior is consistent with the

growth model of capital structure.
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Figure 2. Summary of median characteristics for MB portfolios.
This figure shows changes in median financial satay the three M/B groups for the 11-year interval
surrounding the ranking year. The sample coneisidY SE, AMEX, and Nasdagq firms from 1971 to

2005, which are ranked according to their M/B ratidghe end of the fiscal year. The data sample
includes only those firms with Compustat reportg@dltasset values for all eleven years in the viater

31



Table 1
SEO Event Dataset

Data Filter

Firm-Year Observations

Compustat observations 1971 to 2005

Exclude financial firms (SIC codes 6000 to 6999)

Exclude observations with book assets < $10 million

Exclude outliers with M/B ratio > 10

Exclude distressed firms with book leverage ratio D/A > 1

Restrict sample to SEO events at t,

Require book leverage data in lags t.; and t.,

Observations in event window from ts to t.s

640,825

515,542

172,771

171,847

162,962

15,589

10,746

114,026
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Table 2

Summary Statistics of Firm Characteristics
This table reports the means and standard deveatibfirm characteristics in the period surround8tgO
issuance. All variables excep! Band SIZE are in percentage terms. Book leverage,A, is the ratio of

book debt to total book assets. Market-to-booloratt B , is book debt plus market value of equity dividsd
total book assets. Net debt issues,A, is the change in book debt. Net equity issees4, is the change in
book equity minus the earnings before interesgesaand depreciationSIZE is the logarithm of net sales in
millions of 2000 dollars. Tangible asseBRE A, is net plant, property and equipmerR. D A is research
and development expenséNV A is capital expendituresDIV E is common dividends divided by year-end
book equity. CASH A is cash and short-term equivalents. The variabllea, e A, R D A, INV A,

DIV E,andCASH A are normalized by fiscal year-end total book a&ss&he sample consists of SEOs

between 1971 and 2005. The sample excludes fialfirens, firms that have less than $10 millioreissets, and
firms with a debt ratio greater than one.

N D/A M/B d/A e/A RE/A  EBITDA/A  SIZE PPE/A  R&DI/A INV/A DIVIE  CASH/A
Panel A: Full Sample

SEO-5 6,487 47.76 1.82 4.63 8.34 -4.43 6.93 4.70 37.90 4.86 9.51 2.70 16.70
(23.41) (1.50) (20.06) (22.87) (25.78) (19.50) (2.11) (27.21) (11.93) (10.16) (30.52) (22.58)

SEO -4 7,560 47.40 1.89 4.20 9.25 -5.44 5.98 4.61 37.48 5.19 9.43 2.16 17.40
(23.68) (1.50) (25.37)  (26.71)  (29.93) (20.62) (2.15) (27.42) (11.97) (9.86) (7.93) (23.14)

SEO-3 8,852 47.54 1.92 4.39 9.57 -6.73 5.00 4.54 36.86 5.62 9.52 2.05 17.66
(23.91) (1.50) (24.32) (24.80) (30.32) (22.15) (2.13) (27.31) (12.75) (10.21) (9.67) (23.23)

SEO-2 10,746 48.29 2.00 5.02 11.32 -8.04 4.54 4.48 36.12 5.77 9.64 2.62 17.53
(24.19) (1.54) (22.38) (27.01) (32.02) (22.28) (2.11) (27.26) (12.27) (10.67) (32.14) (22.81)

SEO-1 10,746 48.69 2.13 5.14 11.47 -7.74 4.08 4.65 36.66 6.04 9.55 2.22 16.18
(23.36) (1.60) (77.40)  (57.70)  (50.56) (23.78) (2.06) (27.30) (13.48) (10.30) (27.42) (21.39)

SEO 10,746 44.63 2.15 1.88 22.91 -9.45 4.05 4.83 34.56 5.78 9.11 1.71 19.40
(22.94) (1.57) (97.91) (70.68) (52.03) (22.81) (2.05) (27.21) (13.26) (10.39) (12.50) (22.75)

SEO+1 8,158 43.88 211 2.48 9.17 -5.86 6.18 4.96 36.24 5.31 9.15 1.53 16.87
(22.19) (1.51) (94.22) (45.32) (41.36) (20.21) (2.00) (27.49) (12.33) (9.73) (9.32) (21.48)

SEO +2 7,129 44.70 1.86 5.32 7.90 -4.31 6.43 5.19 36.99 5.24 8.40 151 15.98
(21.99) (1.37) (44.29) (32.83) (31.36) (20.23) (1.97) (27.52) (12.41) (8.57) (4.15) (20.86)

SEO +3 6,847 45.57 1.72 4.23 6.57 -4.09 7.03 5.39 37.86 4.82 7.93 1.93 15.00
(21.63) (1.27) (24.84) (44.76) (31.53) (18.60) (1.93) (27.60) (11.76) (8.15) (23.53) (20.01)

SEO +4 6,322 46.19 1.67 1.76 5.92 -4.16 7.31 551 38.31 4.53 7.74 1.77 14.61
(21.34) (1.28) (90.00) (30.16)  (35.55) (18.09) (1.92) (27.68) (10.78) (7.90) (7.87) (19.78)

SEO +5 5,613 46.75 1.63 2.46 5.62 -3.28 7.96 5.63 38.67 4.32 7.41 1.72 14.14

(21.60) (1.24) (23.12) (26.89) (29.95) (16.46) (1.90) (27.51) (10.54) (7.59) (4.37) (19.22)
Panel B: Low market-to-book

SEO-5 953 51.52 1.29 5.06 5.92 -0.83 9.28 517  46.02 1.31 10.20 2.31 9.53
(21.62)  (0.88) (17.49) (16.50) (14.55) (10.63) (2.03) (28.48) (4.56) (11.34) (5.49) (14.83)
SEO-4 1,061 50.59 1.35 2.70 7.25 -2.67 7.93 504 4556 1.54 10.21 1.92 10.33
(22.20)  (0.99) (35.23) (17.95) (25.26) (13.28) (2.12) (28.35) (5.59) (10.82)  (4.35)  (16.03)
SEO-3 1,189 50.73 1.36 3.23 7.19 -3.50 6.76 498 4569 1.77 10.16 1.71 10.25
(22.54)  (1.09)  (23.44) (24.48) (26.08) (18.67) (2.09) (28.24) (7.20) (11.32) (3.71)  (15.83)
SEO-2 1,409 51.09 1.30 415 8.90 -4.47 6.17 488  44.05 2.02 9.81 2.14 10.18
(2256)  (0.93)  (20.89) (20.76) (22.48) (15.41) (2.07) (28.82) (6.77)  (12.01) (20.98) (15.41)
SEO-1 1,409 51.21 1.23 5.07 8.51 -4.09 5.85 503  44.57 1.87 9.67 1.32 8.52
(21.67)  (0.86) (23.16) (21.68) (22.29) (14.85) (1.96) (28.82) (6.95) (12.62) (3.04)  (13.14)
SEO 1,409 48.60 0.90 0.41 15.74  -6.93 401 513  43.87 1.83 8.89 1.23 9.62
(20.36)  (0.16) (57.25) (23.51) (23.84) (16.83) (1.95) (29.14) (7.19) (12.59) (5.16)  (14.05)
SEO +1 1,203 48.65 0.90 1.50 1.58 -4.94 5.42 522 4514 1.56 8.05 1.29 8.64
(19.98)  (0.15)  (42.30) (29.24) (20.94) (15.75)  (1.93) (28.80) (5.72)  (9.26)  (4.51)  (13.95)
SEO +2 983 50.78 0.99 2.67 2.16 -5.12 5.76 536  45.39 1.50 8.08 1.23 8.89
(19.95)  (0.44) (31.33) (20.55) (24.31) (19.95) (1.95) (28.61) (5.91)  (9.50)  (2.53)  (14.29)
SEO +3 856 51.21 1.04 1.83 1.80 -3.28 6.65 544 4548 1.46 7.63 1.28 9.54
(19.82)  (0.59) (33.71) (28.51) (21.33) (19.25) (1.99) (28.37) (6.14)  (8.95)  (2.33)  (14.90)
SEO + 4 756 52.33 1.10 -0.89 0.30 -1.53 7.34 549  46.87 1.31 7.89 1.83 9.43
(19.42)  (0.69) (56.15) (40.71) (29.60) (12.16) (2.00) (28.10) (6.80)  (8.70)  (10.26) (14.77)
SEO+5 669 53.22 1.12 0.83 2.14 -1.57 8.32 557  47.24 0.93 7.80 1.72 8.70

(19.87)  (0.63) (26.30) (20.66) (21.93) (11.48) (1.96) (27.97) (3.67)  (9.30)  (6.71)  (13.58)
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N D/IA M/B d/A elA RE/A  EBITDA/A  SIZE PPE/A R&D/A INV/A DIV/IE = CASH/A
Panel C: Medium market-to-book

SEO -5 2,618 52.68 1.46 5.14 5.96 -1.63 10.26 5.22 42.76 2.54 9.84 3.67 11.19
(21.73)  (1.02) (20.91)  (19.76)  (22.56)  (14.15)  (1.91) (27.78)  (7.97)  (10.54) (45.42) (16.02)

SEO -4 2,986 52.84 1.50 5.38 5.69 -1.89 9.56 5.14 42.92 2.62 9.89 2.76 11.23
(21.85)  (1.06) (23.27)  (22.77) (24.31) (14.83) (1.97) (28.20) (7.51)  (10.64)  (9.00)  (15.97)

SEO -3 3,409 53.19 1.48 4.87 6.43 -2.76 8.88 5.08 42.01 2.80 9.76 2.58 11.16
(22.00)  (0.95) (28.39)  (19.50) (23.24)  (14.68)  (1.93) (28.16)  (7.98)  (10.61) (11.76)  (16.29)

SEO -2 4,050 54.07 1.51 5.75 7.64 -3.52 7.82 4.98 41.13 2.99 9.93 3.19 11.30
(22.52) (1.01) (25.26) (20.06) (22.40) (15.52) (1.98) (28.30) (7.89) (11.12) (42.44) (16.87)

SEO-1 4,050 55.14 1.53 4,72 6.50 -3.11 7.22 5.13 41.50 2.97 9.67 3.11 10.01
(21.57) (0.92) (120.41) (79.89) (63.75) (16.66) (1.90) (28.37) (8.15) (10.53) (42.83) (15.26)

SEO 4,050 51.94 1.32 3.88 17.64 -5.98 6.81 5.29 39.87 2.93 9.32 2.24 11.90
(21.70) (0.29) (63.05) (39.82) (43.80) (15.61) (1.90) (28.30) (8.47) (10.35) (17.76) (16.27)

SEO +1 3,509 51.12 1.31 4.68 4.80 -2.64 8.51 5.42 41.35 2.61 9.16 212 10.03
(20.80) (0.29) (33.18) (57.96) (36.89) (12.48) (1.84) (28.49) (7.53) (10.07) (14.12) (14.88)

SEO +2 3,083 52.35 1.29 451 4.69 -2.51 8.62 5.63 41.91 2.47 8.37 1.93 9.59
(19.87)  (0.58) (67.07)  (31.04) (18.56)  (12.66)  (1.80) (28.55)  (7.66) (8.55) (4.13)  (14.76)

SEO +3 2,743 52.80 1.29 4.19 2.76 -1.80 9.28 5.80 42.71 2.16 8.20 2.06 8.98
(19.56)  (0.67) (22.82)  (61.84) (18.72)  (11.67) (1.81) (28.62)  (6.57) (8.40) 4.27)  (14.15)

SEO +4 2,434 53.40 1.29 0.91 3.51 -0.76 9.29 5.90 43.20 2.09 7.94 2.08 8.86
(18.97)  (0.73) (138.47)  (18.29) (30.90)  (14.22)  (1.81) (28.66)  (6.12) (8.28) (3.97) (14.11)

SEO +5 2,164 53.73 1.26 2.11 3.48 -1.22 9.80 5.99 43.66 2.06 7.46 2.12 8.76
(19.46)  (0.71) (24.22)  (22.90) (17.51) (12.04) (1.78) (28.50)  (6.45) (7.26) (3.62)  (13.88)

Panel D: High market-toObook

SEO -5 2,629 40.96 2.38 3.84 12.30 -8.94 251 3.92 28.61 8.81 8.96 1.75 25.78
(23.93) (1.87) (18.91) (28.07) (32.15) (25.40) (2.08) (22.81) (15.84) (9.45) (14.22) (27.54)

SEO -4 3,165 40.57 2.44 3.63 13.91 -10.32 1.65 3.88 28.18 9.22 8.74 1.53 26.49
(24.07) (1.79) (22.84) (32.94) (36.45) (26.22) (2.09) (22.97)  (15.68) (8.82) (8.03) (27.92)

SEO -3 3,842 41.04 2.48 4.32 13.72 -11.84 0.95 3.85 28.32 9.69 9.12 151 26.56
(24.24) (1.78) (20.12) (29.31) (37.00) (27.65) (2.09) (23.19) (16.41) (9.57) (8.93) (27.53)

SEO -2 4,907 42.18 2.61 491 15.93 -13.19 1.26 3.88 28.35 9.55 9.36 2.24 25.77
(24.50) (1.81) (19.99) (33.40) (40.28) (27.79) (2.07) (23.25) (15.43) (9.98) (25.55) (26.53)

SEO-1 4,907 42.00 2.88 5.84 17.29 -12.81 0.86 4.07 28.92 10.29 9.39 1.58 24.51
(23.28) (1.85) (29.43) (38.37) (42.16) (30.01) (2.05) (23.26) (17.28) (9.43) (9.90) (25.14)

SEO 4,907 36.79 3.19 1.79 30.87 -13.18 1.60 4.31 26.48 9.53 8.98 1.27 29.13
(22.05) (1.74) (104.77) (89.20) (60.63) (28.80) (2.05) (22.78) (16.45) (9.69) (8.36) (25.69)

SEO+1 4,298 35.99 3.10 2.15 14.91 -9.09 4.33 4.44 28.46 8.87 9.44 0.96 25.37
(21.17) (1.68) (106.41) (37.38) (46.12) (25.95) (2.02) (23.58) (15.85) (9.64) (4.08) (24.78)

SEO +2 3,751 36.45 2.55 6.76 12.16 -5.71 4.60 4.72 29.52 8.80 8.44 1.04 23.65
(21.14) (1.63) (15.62) (37.25) (40.79) (25.20) (2.01) (23.82)  (15.75) (8.31) (3.90) (24.11)

SEO +3 3,248 37.60 2.27 4.85 11.13 -6.14 4.99 4.98 30.60 8.23 7.71 1.84 22.16
(21.02) (1.53) (24.39) (30.15) (39.94) (22.95) (1.94) (24.25)  (15.24) (7.74) (34.57) (23.35)

SEO +4 2,878 38.12 2.15 3.09 9.59 -7.84 5.37 5.14 30.72 7.73 7.46 1.33 21.49
(20.92) (1.57) (27.13) (35.32) (41.03) (22.08) (1.92) (24.31)  (13.79) (7.40) (9.60) (23.15)

SEO +5 2,546 38.84 2.08 3.17 8.40 -5.50 6.06 5.29 30.94 7.38 7.15 1.19 20.78
(21.18) (1.53) (21.87) (31.56) (37.27) (20.44) (1.92) (24.01)  (13.55) (7.32) (3.89) (22.56)
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Table 3
Market Timing Effects on Issuance Activity
For each variable , Panel A shows the mean value for hot- and coldkeatdirms and thé-value of their difference. The time

subscriptt denotes the SEO year. Panel B reports the régness

= o+ + + o+ 4+ o+ o+ o+ . +e

All regressions are estimated with industry fixé@ets proxied by the three-digit SIC codes. Thastant and industry dummies
are suppressed. Robttatistics are reported in parentheses. The depéndriable is the total SEO issuance divided by year-
end assets, SEO issuance divided by prior yearassets, net debt issuance divided by year-endsafisaincial deficit divided by

year-end assets, and dividends divided by markgtyeip columns 1-6 respectively. All variablegaxpressed in percentage
terms.

Yi elA elAi1 d/A (e+d)/A DIV/E;
Panel A: Mean Values for Full Sample
Hot 21.70 38.88 0.47 22.25 1.20
Cold 15.85 23.87 1.99 17.81 2.74
t-value (difference) (16.73) (13.09) (5.37) (10.36) (5.84)
Panel B: Regression Analysis for Full Sample

HOT 2.12 12.33 -3.07 0.73 -0.63
(6.28) (2.20) (-1.65) (1.78) (-2.34)

M/B; 2.03 221 -2.09 1.49 0.13
(16.92) (1.11) (-3.18) (10.18) (1.42)

EBITDA/A.1 -8.42 -46.03 6.50 -13.85 1.53
(-8.51) (-2.82) (1.20) (-11.49) (1.95)

SIZE1 -2.56 -7.08 -1.32 -2.59 0.55
(-24.23) (-4.06) (-2.28) (-19.94) (6.58)

PPE/A 1 -0.56 -8.58 17.25 -0.76 0.94
(-0.57) (-0.52) (3.18) (-0.63) (1.19)

R&D/A 4 22.34 13.41 10.03 25.77 1.25
(12.64) (0.46) (1.04) (11.93) (0.89)

RDD (.1 0.41 18.78 -2.12 1.37 -0.13
(0.90) (2.44) (-0.83) (2.42) (-0.35)

D/A 1 0.47 20.58 -44.64 -5.01 -0.23
(6.03) (1.57) (-10.25) (-5.14) (-0.37)
R? 0.33 0.02 0.02 0.29 0.06
N 10,128 10,128 10,128 10,128 10,107
Panel C: Mean Values for Low M/B Portfolio
Hot 14.61 23.34 1.54 15.95 1.10
Cold 14.15 18.56 1.35 15.63 1.65
t-value (difference) (0.62) (2.38) (0.22) (0.29) (1.81)
Panel D: Regression Analysis for Low M/B Portfolio

HOT 0.67 2.23 -6.23 -0.73 -0.27
(0.83) (0.56) (-1.63) (-0.58) (-1.30)

M/B, -0.54 17.83 62.53 10.85 0.79
(-0.21) (1.42) (5.24) (2.74) (1.19)

EBITDA/A.1 6.15 10.39 26.40 12.94 0.67
(1.87) (0.64) (1.70) (2.46) (.78)

SIZE1 -1.90 -4.34 0.83 -2.15 0.20
(-8.05) (-3.71) (0.75) (-5.83) (3.34)

PPE/A 1 -5.07 -14.92 13.35 -0.99 0.46
(-2.54) (-1.51) (1.42) (-0.32) (0.88)

R&D/A 14 65.23 148.72 12.54 85.55 0.38
8.72) (4.01) (0.36) (6.99) (0.20)

RDD .1 0.54 2.42 -3.85 1.63 0.28
(0.53) (0.47) (-0.79) (1.02) (1.03)

D/A 1 7.90 -14.22 -81.39 -7.11 -1.96
(4.04) (-1.47) (-8.86) (-2.35) (-3.82)

R? 0.28 0.39 0.19 0.27 0.69
N 1,372 1,372 1,372 1,372 1,370
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Y, elA; elAi1 d/A (e+d)/A; DIV/E;
Panel E: Mean Values for Medium M/B Portfolio
Hot 17.62 29.18 1.00 18.72 1.62
Cold 12.76 18.99 2.99 15.66 3.48
t-value (difference) (11.94) (6.79) (4.21) (5.30) (3.06)
Panel F: Regression Analysis for Medium M/B Portfolio

HOT 0.88 24.16 2.08 -0.18 -1.36
(1.86) (1.53) (0.85) (-0.28) (-1.99)

M/B; 7.27 -32.22 -3.12 4.45 2.39
(8.63) (-1.15) (-0.72) 3.77) (1.97)

EBITDA/A:.1 -0.64 -116.60 6.81 -4.84 3.51
(-0.41) (-3.15) (0.83) (-2.20) (1.54)

SIZE, -2.27 -8.86 -0.25 -2.31 0.98
(-17.03) (-1.99) (-0.37) (-12.28) (5.08)

PPE/A 1 0.76 8.58 22.75 -1.98 1.01
(0.61) (0.21) (3.53) (-1.12) (0.56)

R&D/A 4 27.83 -109.77 7.57 27.55 4.28
(8.31) (-0.98) (0.44) (5.91) (0.89)

RDD (.1 -0.13 35.41 1.17 1.07 -0.74
(-0.23) (1.85) (0.40) (1.34) (-0.90)

D/A 1 1.80 47.27 -46.12 -10.26 -1.26
(1.73) (1.36) (-8.59) (-7.03) (-0.84)
R? 0.28 0.02 0.06 0.22 0.09
N 3,990 3,990 3,990 3,990 3,976
Panel G: Mean Values for High M/B Portfolio
Hot 27.92 52.90 -0.33 27.62 0.75
Cold 19.36 30.32 1.29 20.62 2.20
t-value (difference) (13.88) (11.33) (4.29) (10.01) (6.19)
Panel H: Regression Analysis for High M/B Portfolio

HOT 3.80 14.47 -10.89 2.16 -0.55
(6.19) (4.69) (-3.08) (3.16) (-2.15)

M/B; 1.34 3.48 -2.19 1.00 -0.12
(7.32) (3.78) (-2.08) (4.92) (1.67)

EBITDA/A:.1 -11.68 -7.79 8.38 -18.60 1.30
(7.86) (-1.05) (0.98) (-11.36) (2.07)

SIZE1 -2.99 -5.70 -3.38 -2.91 0.32
(-15.57) (-5.92) (-3.06) (-13.66) (4.02)

PPE/A 1 -0.24 -11.04 14.17 -0.13 0.85
(-0.14) (-1.20) (1.34) (-0.06) (1.10)

R&D/A 4 17.93 57.41 8.50 20.61 0.29
(7.44) (4.75) (0.61) (7.70) (0.29)

RDD (.1 1.36 6.54 -4.84 1.74 0.53
(1.57) (1.50) (-0.97) (1.80) (1.45)

D/A 1 7.39 8.04 -41.89 -0.43 0.77
(5.45) (1.18) (-5.36) (-0.29) (1.35)

R? 0.32 0.33 0.03 0.33 0.15
N 4,766 4,766 4,766 4,766 4,761
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Table 4
Comparison of Hot and Cold Market Firms
For each variable , Panel A shows the mean value for hot- and coldkatdirms and thé-value of their difference. The

time subscript denotes the SEO year. Panel B reports the régness
= + + + o+ o+ o+ o+ . + i +e

The dependent variableis the leverage ratio prior to SEO issuance, chipit@stment divided by year-end assets, and

earnings before interest, taxes, depreciationaamaitization divided by year-end assets, in colufns 3-6, and 7-10
respectively. Constant and SIC dummies are suppdesRobudtstatistics are shown in brackets.

Y D/Apgre-seo INV/A EBITDA/A
t SEO-2 SEO-1 SEO SEO+1 SEO+2 SEO+3 SEO SEO+1 SEO+2 SEO+3
Panel A: Mean Values for Full Sample
Hot 46.00 46.21 8.49 8.75 7.99 7.47 3.80 4.29 4.85 5.70
Cold 49.97  50.86 10.64  10.15 9.26 8.68 7.40 8.93 9.09 9.08
t-value (difference)  (8.00)  (9.81) (9.75) (6.32) (6.20) (5.89) (7.81) (10.09) (9.33) (7.29)
Panel B: Regression Analysis for Full Sample
HOT -0.50 -0.77 -1.58 -0.74 -0.51 -0.43 0.22 -1.12 -0.87 0.03
(-1.04) (-1.77) (-8.27) (-3.93) (-2.97) (-2.41) (0.70) (-3.44) (-2.66) (0.11)
M/Bseo -0.98 -0.97 0.17 0.87 0.14 -0.02 1.04 0.60 -0.49 -0.34
(-5.14) (-5.52) (2.14) (11.66) (1.75) (-0.37) (7.63) (4.68) (-3.16) (-2.17)
M/Bi.1 -2.26 -2.24 0.82 - 0.84 0.79 -0.87 - 1.18 1.13
(-11.60) (-12.73) (10.47) - 9.36) (8.71) (-6.55) - (6.88)  (6.24)
EBITDA/A 11 -17.56  -22.12 6.28 9.15 7.90 7.72 60.81 59.18 50.04 51.95
(-11.05) (-14.93) (10.43) (13.18) (12.75) (11.27) (60.18) (49.37) (42.20) (37.81)
SIZE 14 2.38 2.57 -0.54 -0.47 -0.26 -0.25 1.49 1.78 1.57 1.46
(16.15) (19.08) (-9.03) (-7.75) (-4.71) (-4.26) (14.76) (16.92) (14.55) (12.39)
PPE/A 1 9.25 9.88 16.43 16.86 15.77 14.91 4.93 7.33 5.88 6.65
(6.39) (7.45) (28.33) (28.71) (28.86) (24.82) (5.09) (7.26) (5.65) (5.83)
R&D/A 14 -9.62 -13.25 -0.35 2.15 2.31 3.19 -5.37 -5.33 -21.85 -19.42
(-3.55) (-5.07) (-0.33) (1.75) (1.95) (2.61) (-3.00) (-2.51) (-9.64) (-7.92)
RDD .1 2.27 2.33 -0.33 -0.19 -0.36 -0.27 0.41 1.14 -0.04 0.35
(3.44) (3.83) (-1.27) (-0.75) (-1.50) (-1.09) (0.92) (2.48) (-0.10) (0.70)
R? 0.35 0.33 0.38 0.39 0.43 0.50 0.60 0.54 0.53 0.50
N 6,702 8,007 8482 7,960 6,831 6,101 8572 8,068 6912 6,101
Panel C: Mean Values for Low M/B Portfolio
Hot 51.42 51.44 9.06 8.53 8.52 8.11 5.03 4.97 6.07 6.96
Cold 48.14  49.15 8.93 7.35 7.53 6.74 3.85 5.32 6.47 7.59
t-value (difference)  (2.60)  (1.90) (0.17)  (2.06) (1.54) (2.23) (1.31) (0.28) (0.31) (0.66)
Panel D: Regression Analysis for Low M/B Portfolio
HOT 0.03 -1.95 -1.93 0.02 -0.10 0.90 0.11 -1.32 -0.59 0.53
0.02) (-1.56) (-2.37)  (0.04) (-0.15) (1.39) (0.15) (-1.02) (-0.36) (0.53)
M/Bseo 14.29 21.11 5.34 4.98 3.77 0.80 7.65 16.47 0.23 1.84
(3.21) (5.47) (2.11) (2.67) (1.57) (0.35) (3.23) (3.80) (0.04) 051
M/B 1 -1.59 -2.56 1.58 -- 1.74 2.52 1.30 -- 8.18 -2.69
(-2.28) (-3.69) (3.29) - (2.15)  (4.97) (-2.91) - (4.17)  (-3.39)
EBITDA/A 11 -8.44 -10.64 12.74 11.63 1.68 1.18 50.10 45.62 9.35 10.83
(-2.10)  (-2.35) (3.63) (4.47) (1.03) (0.81) (15.37) (7.73) (2.11) (4.76)
SIZE 4 2.83 2.81 -0.43 -0.44 -0.39 -0.32 6.77 0.86 1.51 1.28
(7.39) (8.16) (-1.79) (-2.66) (-1.98) (-1.75) (3.08) (2.35) (3.17) (4.45)
PPE/A 1 2.80 5.28 12,92 1366 1238 12.12 2.83 7.56 6.32 1.54
(0.74)  (1.63) (6.09) (9.57) (6.71) (6.97) (1.44) (2.35) (1.44) (0.57)
R&D/A 4 -21.47 -27.08 0.99 8.00 -11.58 -16.74 -8.44 -0.10  -96.99 -73.02
(-1.48) (-2.09) (1.26) (1.18) (-1.42) (-2.31) (-1.15) (-0.01) (-4.99) (-6.54)
RDD (.1 4.16 5.22 1.14 1.57 0.84 1.12 1.17 0.85 -2.95 -1.18
(2.19) (3.20) (1.07)  (2.05) (0.90) (1.22) (1.19) (0.49) (-1.30) (-0.82)
R? 0.41 0.43 0.33 0.48 0.46 0.50 0.54 0.26 0.22 0.42
N 982 1,125 1,177 1,095 870 778 1,193 1,115 887 783
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Y D/Apgre.seo INV/A EBITDA/A
t SEO-2 SEO-2 SEO SEO+1 SEO+2 SEO+3 SEO SEO+1 SEO+2 SEO+3
Panel E: Mean Values for Medium M/B Portfolio
Hot 51.99 53.06 8.97 9.14 8.43 8.00 6.83 7.42 8.09 8.55
Cold 55.53 56.96 10.07 9.34 8.35 8.38 7.88 8.74 9.56 9.60
t-value (difference) (4.83) (5.60) (3.22) (0.56) (0.23) (1.13) (2.07) (2.66) (3.05) (1.82)
Panel F: Regression Analysis for Medium Portfolio
HOT 0.32 0.49 -0.89 -0.31 0.72 0.29 0.49 -0.11 -0.34 0.70
(0.39) (0.65) (-2.70) (-0.86) (2.34) (0.92) (1.14) (-0.28) (-0.85) (1.17)
M/Bseo -4.12 -5.16 0.78 2.86 -1.02 -0.70 0.41 0.75 -0.77 -1.76
(-2.75) (-3.68) (1.27) (4.30) (-1.67) (-1.09) (5.18) (0.98) (-0.95) (-1.48)
M/Bi.1 -2.34 -2.43 1.04 -- 2.05 1.12 -1.38 - -0.02 1.19
(-5.37) (-6.43) (5.71) - (7.81) (4.81) (-5.77) - (-0.05) (2.77)
EBITDA/A 11 -26.97 -26.43 7.96 13.85 13.27 15.08 47.82 60.53 60.55 62.93
(-8.35) (-9.26) (6.79) (8.89) (9.54) (9.80) (30.99) (33.40) (32.53) (22.05)
SIZE 14 2.32 241 -0.73 -0.56 -0.46 -0.45 0.95 0.96 0.78 0.98
(1.24) (11.49) (-7.81) (-5.33) (-5.06) (-4.74) (7.67) (7.89) (6.44) (5.53)
PPE/A 1 6.71 6.46 1593 14.67 13.75 11.85 5.81 6.24 4.18 3.42
(3.01) (3.13) (17.71) (14.56) (15.80) (12.76) (4.92) (5.33) (3.62) (1.99)
R&D/ 1A -21.54 -27.91 0.79 6.18 6.13  10.54 -30.67 -26.19 -17.54 -12.85
(-3.91) (-4.54) (0.31) (2.26) (2.35) (3.61) (-9.06) (-8.22) (-5.02) (-2.37)
RDD (.1 0.97 1.47 -0.26 -0.24 -041 -0.07 -0.21 1.00 0.00 -0.03
(0.98) (1.59) (-0.65) (2.26) (-1.11) (-0.19) (-0.40) (1.93) (0.00) (-0.04)
R? 0.33 0.31 0.42 0.38 0.46 0.45 0.52 0.55 0.57 0.39
N 2,815 3,274 3,428 3,214 2,794 2481 3,468 3,262 2,830 2,510
Panel G: Mean Values for High M/B Portfolio
Hot 38.82 38.31 7.87 8.47 7.45 6.80 0.68 1.30 1.64 2.77
Cold 45.71 46.10 11.62 11.63 10.47 9.42 8.00 10.10 9.35 9.01
t-value (difference) (9.42) (11.38) (12.41) (9.87) (10.49) (9.24) (8.60) (10.83) (9.70) (7.68)
Panel H: Regression Analysis for High M/B Portfolio
HOT -1.24 -1.99 -1.59 -0.69 -0.80 -0.86 0.26 -1.47 -0.85 0.46
(-1.58) (-2.83) (-6.12) (-2.58) (-3.30) (-3.31) (0.43) (-2.53) (-1.60) (0.80)
M/Bseo -1.03 -0.83 -0.02 0.44 -0.01 -0.12 0.36 0.39 -0.51 -0.32
(-4.16) (-3.62) (-0.32) (5.08) (-0.09) (-1.36) (1.76) (2.11) (-2.66) (-1.59)
M/B (4 (-2.09) -1.93 0.57 - 0.60 0.54 -0.74 -- 1.01 0.92
(-8.73) (-8.96) (7.03) - (6.55) (5.49) (-3.91) -- (5.07) (4.18)
EBITDA/A 1 -17.47 -22.29 3.63 5.09 6.68 7.45 60.65 55.01 60.68 67.32
(-7.91) (-11.14) (5.36) (6.24) (8.26) (7.87) (38.53) (31.28) (34.33) (31.97)
SIZE 4 2.25 2.44 -0.38 -0.28 -0.13 -0.25 2.46 2.87 1.73 1.40
(9.12) (11.16) (-4.57) (-3.26) (-1.66) (-2.83) (12.70) (15.26) (9.67) (6.92)
PPE/A 1 16.99 14.76 17.70 2099 18.81 16.87 5.48 8.24 7.37 9.82
(7.25) (6.94) (22.20) (24.38) (23.86) (19.88) (2.97) (4.47) (4.30) (5.25)
R&D/A 4 -7.42 -10.63 -1.81  -0.97 2.27 2.96 -095 -131 -854 -3.86
(-2.23) (-3.37) (-1.69) (-0.73) (1.73) (2.14) (-0.38) (-0.46) (-2.97) (-1.25)
RDD (.1 3.10 1.84 -054 -0.36 -0.54 -0.57 0.33 0.85 0.31 1.09
(2.80) (1.82) (-1.45) (-0.94) (-1.58) (-1.55) (0.39) (1.04) (0.42) (1.32)
R? 0.34 0.31 0.48 0.49 0.49 0.44 0.64 0.61 0.64 0.62
N 2,905 3,608 3,877 3,651 3,167 2,776 3,911 3,691 3,195 2,808
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Table 5
Short-Term Impact of Market Timing
For each variable , Panel A shows the mean value for hot- and coldkatdirms and thé-value of their difference.

The time subscrigtdenotes the SEO year. Panel B reports the régness

= + + o+ o+ o+ o+ o+ o+ +e

The dependent variableis the change in leverage ratio, SEO issuance elivity year-end assets, change in cash
divided by ear-end assets, change in other ass#ded by year-end assets, change in retainedregsrivided by
year-end assets, and the leverage ratio, in colurtheespectively. Constant and SIC dummies gpprassed. Robust
t-statistics are shown in brackets.

Y, D/A; - DIA., elA; Cash/A, Other Assets/A RE/A D/IA
Panel A: Mean Values for Full Sample
Hot -4.85 21.70 7.16 -11.66 -6.70 41.56
Cold -2.39 15.85 3.53 -8.99 -4.97 48.73
t-value (difference) (7.32) 16.73 (9.35) (3.00) (2.54) (15.70)
Panel B: Regression Analysis for Full Sample
HOT -2.80 212 2.45 -1.32 3.24 -2.93
(-8.51) (6.28) (4.81) (-1.26) (3.17) (-7.05)
M/B ¢ -1.20 2.03 0.91 0.05 -1.35 -2.11
(-10.28) (16.92) (5.03) (0.15) (-3.73) (-14.39)
EBITDA/A 1 -18.88 -8.42 18.58 -28.15 66.99 -29.88
(-19.58) (-8.51) (12.46) (-9.21) (22.43) (-24.88)
SIZE 4 1.37 -2.56 -0.91 1.56 2.32 3.15
(13.32) (-24.23) (-5.76) (4.80) (7.26) (24.98)
PPE/A 1 -0.61 -0.56 4.83 -3.61 0.55 5.00
(-0.64) (-0.57) (3.23) (-1.18) (0.18) (4.13)
R&D/A 4 -9.87 22.34 27.42 -20.38 2.59 -15.59
(-5.73) (12.64) (10.29) (-3.73) (0.49) (-7.13)
RDD .1 0.17 0.41 0.44 -0.60 -0.10 2.34
(0.38) (0.90) (0.63) (-0.42) (-0.07) (4.12)
D/A 1 -41.05 0.47 1.01 24.14 4.39 --
(-52.98) (6.03) (0.85) (9.83) (1.83) -
R? 0.26 0.33 0.05 0.03 0.16 0.30
N 10,128 10,128 10,096 10,128 10,001 10,128

Panel C: Mean Values for Low M/B Portfolio

Hot -2.76 14.61 2.68 -1.74 -5.42 48.68
Cold -1.25 14.15 0.99 -5.24 -7.41 47.90
t-value (difference) (1.65) 0.62 (2.42) (2.45) (1.62) (0.68)
Panel D: Regression Analysis for Low M/B Portfolio
HOT -2.71 0.67 1.40 1.03 -0.46 -3.33
(-2.95) (0.83) (1.73) (0.80) (-0.33) (-3.03)
M/B ¢ 18.36 -0.54 1.02 -24.70 11.87 29.10
(6.39) (-0.21) (0.40) (-6.07) (2.70) (8.61)
EBITDA/A 1.1 -5.56 6.15 8.58 -24.49 44.89 -9.84
(-1.49) (1.87) (2.61) (-4.63) (7.75) (-2.20)
SIZE 11 1.48 -1.90 -0.47 0.42 0.79 2.95
(5.56) (-8.05) (-2.03) (1.13) (1.94) (9.51)
PPE/A 1 4.43 -5.07 -0.12 5.17 1.21 5.94
(1.96) (-2.54) (-0.06) (1.62) (0.35) (2.20)
R&D/A 1 -27.98 65.23 28.15 -35.19 -12.41 -44.03
(-3.31) (8.72) (3.78) (-2.94) (-0.96) (-4.36)
RDD .1 0.64 0.54 0.03 -1.50 1.73 2.88
(0.55) (0.53) (0.03) (-0.90) (0.96) (2.05)
D/A 1 -50.32 7.90 1.96 29.03 8.69 --
(-22.75) (4.04) (1.01) (9.28) (2.57) -
R? 0.41 0.28 0.15 0.23 0.30 0.43
N 1,372 1,372 1,372 1,372 1,359 1,372
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Y D/A; - D/A:1 elA; Cash/A Other Assets/A RE/A; D/A

Panel E: Mean Values for Medium M/B Portfolio

Hot -4.30 17.62 4.67 -10.32 -4.64 48.76
Cold -0.95 12.76 2.09 -7.10 -4.42 56.01
t-value (difference) (6.41) 11.94 (6.38) (5.46) (0.26) (10.33)

Panel F: Regression Analysis for Medium M/B Portfolio

HOT -2.36 0.88 1.66 -2.66 4.00 -2.06
(-4.09) (1.86) (3.22) (-2.80) (2.32) (-2.79)
M/B, -8.44 7.27 5.33 -3.33 3.88 -11.36
(-8.22) (8.63) (5.79) (-1.97) (0.13) (-8.66)
EBITDA/A 1 -21.94 -0.64 14.14 -28.68 53.55 (-14.94)
(-11.38) (-0.41) (8.18) (-9.02) (9.29) (15.54)
SIZE 1 1.48 2.27 -0.76 1.25 1.03 3.16
9.12) (-17.03) (-5.21) (4.69) (2.12) (0.37)
PPE/A 1 -2.39 0.76 5.33 -4.70 10.51 0.71
(-1.57) (0.61) (3.91) (-1.88) (2.30) (-6.29)
R&D/A 1 -10.32 27.83 19.93 -11.11 -16.83 -32.69
(-2.53) (8.31) (5.44) (-1.65) (-1.39) -6.29)
RDD (4 0.54 -0.13 0.85 -2.55 9.32 1.02
(0.78) (-0.23) (1.37) (-2.21) (0.45) (1.15)
D/A 11 -37.89 1.80 -1.00 25.79 3.81 -
(-29.91) (1.73) (-0.89) (12.34) (1.00) -
R? 0.26 0.28 0.10 0.12 0.09 0.29
N 3,990 3,990 3,964 3,990 3,920 3,990

Panel G: Mean Values for High M/B Portfolio

Hot -6.09 27.92 11.09 -14.57 -9.33 32.22
Cold -4.07 19.36 5.74 -12.16 -4.41 42.03
t-value (difference) (3.90) 13.88 (7.07) (1.26) (4.33) (15.44)

Panel H: Regression Analysis for High M/B Portfolio

HOT -3.80 3.80 2.70 1.58 5.43 -4.44
(-7.38) (6.19) (2.60) (0.73) (3.03) (-6.99)
M/B, -0.67 1.34 0.40 0.93 -2.50 -1.38
(-4.41) (7.32) (1.30) (1.43) (-4.68) (-7.34)
EBITDA/A -17.79 -11.68 20.77 -27.73 64.64 -27.62
(-14.26) (7.86) (8.24) (-5.25) (14.93) (-18.20)
SIZE 1.11 -2.99 -1.17 2.34 452 2.72
(6.93) (-15.57) (-3.60) (3.44) (8.04) (14.01)
PPE/A -1.65 -0.24 6.47 -4.42 731 7.59
(-1.07) (-0.14) (2.08) (-0.68) (-1.36) (4.03)
R&D/A 1 -8.54 17.93 28.30 -18.64 6.59 -10.44
(-4.22) (7.44) (6.92) (-2.18) (0.94) (-4.19)
RDD 1 -0.21 1.36 371 1.71 -2.24 2.54
(-0.29) (1.57) (-0.25) (0.55) (-0.88) (2.84)
DIA 1 -44.57 7.39 3.09 22.65 4.48 -
(-39.12) (5.45) (1.35) (4.70) (1.13) -
R? 0.32 0.32 0.05 0.04 0.23 0.26

N 4,766 4,766 4,760 4,766 4,722 4,766




Table 6
Persistence of Market Timing
For each variable , Panel A shows the mean value for hot- and coldckeatdirms and thé-value of their difference. The time

subscriptt denotes the SEO year. Panel B reports the régness
= + + + o+ o+ o+ o+ . + i +e

All regressions are estimated with industry fixé@ets proxied by the three-digit SIC codes. Thastant and industry dummies
are suppressed. Robutatistics are reported in parentheses. The depénrdriable is the cumulative change in the leverage

ratio and the leverage ratio, in columns 1-6 ari® fespectively. All variables are expressed it@atage terms.

Y, D/A; - D/ApRe-seo Book Leverage D/A
t SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3
Panel A: Mean Values for Full Sample
Hot -3.46 -2.42 -1.49 - - - 42,94  44.08 45.26 -- -- --
Cold -2.13 -2.47 -2.53 - - - 48.59 48.20 47.98 -- -- --
t-value (difference)  (3.17) (0.11) (2.00) - - - (11.39) (7.91) (5.00) - - -
Panel B: Regression Analysis for Full Sample
HOT -1.08 -0.59 0.02 -1.80 -0.89 -0.13 -0.92 -0.76 -0.28 -2.01 -1.23 -0.47
(-2.94) (-1.46) (0.07) (-4.88) (-2.18) (-0.31) (-2.10) (-1.65) (-0.58) (-4.55) (-2.62) (-0.98)
M/Bt.1 -2.03 -2.21 -2.21 -- -- -- -3.06 -2.95 -2.78 - - -
(-13.87) (-12.46) (-10.87) - - - (-17.69) (-14.65) (-12.43) - - -
EBITDA/A 11 -31.59 -27.45 -28.22 -34.27 -30.52 -31.61 -32.31 -26.84 -27.00 -36.43 -31.00 -31.28
(-23.38) (-18.96) (-16.93) (-25.31) (-21.14) (-19.06) (-20.14) (16.24) (-14.73) (-22.51) (-18.76) (-17.10)
SIZE 14 1.65 1.90 1.94 1.80 2.06 2.09 2.74 2.80 2.65 3.01 3.02 2.86
(13.76) (14.04) (13.05) (14.88) (15.07) (14.01) (19.39) (18.28) (16.37) (21.08) (19.53) (17.52)
PPE/A 1 7.82 8.12 7.29 9.29 8.99 0.22 10.97 8.96 6.49 13.35 10.33 7.64
(6.86) (6.25) (5.10) (8.08) (6.88) (5.72) (8.11) (6.04) (4.12) (9.73) (6.90) (4.82)
R&D/A 4 -4.80 1.21 -3.38 -11.12 -6.39 -10.26 -10.55  -1.77 -7.56  -20.46 -12.32 -16.48
(-2.00) (0.45) (-1.19) (-4.67) (-2.39) (-3.67) (-3.71) (-0.57) (-2.43) (-7.20) (-4.02) (-5.36)
RDD (.1 1.12 1.01 1.09 1.35 1.14 1.19 242 2.67 2.34 2.83 2.85 2.53
(2.18) (1.76) (1.74) (259) (1.97) (1.88) (3.96) (4.08) (3.39) (454) (4.28) (3.64)
D/Apre-seo -47.99  -53.17 -59.53 -46.41 -52.17 -58.62 - -- -- -- -- --
(-52.04) (-51.32) (-51.94) (-50.11) (-49.99) (-50.83) - -- -- -- -- --
R? 0.34 0.36 0.39 0.33 0.34 0.37 0.35 0.33 0.34 0.32 0.31 0.32
N 8,018 6,968 6,134 8,018 7,031 6,202 8,018 6,968 6,134 8,018 7,031 6,202
Panel C: Mean Values for Low M/B Portfolio
Hot 0.16 1.29 2.69 -- -- -- 52.29 53.19 54.31 - - -
Cold 1.12 1.12 -1.02 -- -- -- 50.38 50.04 48.27 - - -
t-value (difference)  (0.85) (0.13) (2.56) -- -- -- (1.47) (2.29) (4.26) - - -
Panel D: Regression Analysis for Low M/B Portfolio
HOT -1.34 1.88 4.13 0.19 1.45 4.50 -2.06 2.40 4.19 0.84 1.88 4.64
(-1.12) (1.46) (2.98) (0.17) (1.14) (3.29) (-1.52) (1.72) (2.88) (0.65) (1.37) (3.24)
M/Bi.1 13.93 0.73 1.60 - - - 25.97 1.28 2.05 -- -- --
3.49 (46.00)  (1.39) - - - (5.81) (0.75) (1.71) -- -- --
EBITDA/A 1 -30.16 -4.89 -5.79 -27.22 -4.34 -5.74 -22.14 0.15 -2.22  -15.88 0.94 -2.16
(-5.49) (-1.47) (-1.72) (-4.99) (-1.30) (-1.69) (-3.56) (0.04) (-0.64) (-2.54) (0.26) (-0.62)
SIZE 4 1.74 1.97 2.27 1.83 2.04 2.35 2.79 2.87 291 3.05 2.97 2.99
(5.02) (4.84) (5.18) (5.27) (5.01) (5.35) (7.19) (6.68) (6.45) (7.76) (6.94)  (6.62)
PPE/A 1 5.40 1.80 10.81 5.44 1.15 10.71 6.63 4.06 10.33 6.81 3.38 10.22
(1.79) (0.49) (2.71) (1.80) (0.32) (2.67) (1.93) (1.03) (2.47) (1.95) (0.39) (2.44)
R&D/A 4 -19.96 491 -32.26  -15.92 4.58 -25.46 -29.72  -431 -3576 -22.67 -3.69 -27.13
(-1.40) (0.30) (-1.94) (-1.12) (0.30) (-1.56) (-1.84) (-0.25) (-2.05) (-1.38) (-0.22) (-1.59)
RDD .1 0.47 2.74 2.08 0.38 2.32 1.85 2.56 5.48 3.35 2.56 4.75 3.15
(0.29) (1.41) (0.98) (0.24) (1.20) (0.88) (1.39) (2.64) (1.51) (1.37) (2.30) (1.44)
D/Apgre-seo -50.08 -62.03 -70.20 -48.14 -61.94 -70.52 -- - - - - -
(16.49) (-17.58) (-18.18) (-16.02) (-17.96) (-18.36) - - - - - -
R? 0.38 0.44 0.49 0.37 0.44 0.49 0.38 0.41 0.43 0.36 0.40 0.43
N 1,101 885 786 1,101 903 802 1,101 885 786 1,101 903 802
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Yi

D/A; - D/Apge.seo

Book Leverage D/A

t SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3 SEO+1 SEO+2 SEO+3
Panel E: Mean Values for Med M/B Portfolio
Hot -2.87 -2.12 -1.73 -- -- -- 50.40 51.41 52.26 - - -
Cold -0.82 -1.57 -1.62 -- -- -- 55.68 54.94 54.77 - - -
t-value (difference) (3.22) (0.78) (0.14) -- -- -- (7.30) (4.70) (3.27) - - -
Panel F: Regression Analysis for Med M/B Portfolio
HOT -0.52 -1.08 -0.43 -2.42 -1.50 -0.81 0.07 -0.92 -0.21 -2.34 -1.48 -0.61
(-0.81) (-1.64) (-0.63) (-4.10) (-2.30) (-1.19) (0.10) (-1.23) (-0.28) (-3.32) (-2.00) (-0.82)
M/Bi.1 -8.65 -2.88 -2.25 -- -- -- -10.98 -3.34 -2.28 - - -
-7.32  (-4.92) (-4.21) - - - (-7.80) (-5.00) (-3.91) - - -
EBITDA/A 1 -45.61 -43.28 -36.51 -46.65 -44.94 -38.44 -44.67 -41.60 -34.84 -4599 -43.56 -36.93
(-16.54) (-13.38) (-10.20) (-16.80) (-13.91) (-10.87) (-13.57) (-11.31) (-8.93) (-13.85) (-11.87) (-9.60)
SIZE 4 1.70 212 211 1.78 2.18 2.16 2.77 3.01 2.81 2.88 3.07 2.83
(8.98) (9.87) (9.35) (9.33) (10.16) (9.63) (12.39) (12.46) (11.56) (12.80) (12.69) (11.75)
PPE/A 1 4.64 5.83 3.61 6.16 6.34 4.45 6.03 5.16 1.70 7.99 5.68 2.51
(2.60) (2.89) (1.66) (3.40) (3.14) (2.05) (2.83) (2.25) (0.72) (3.73) (2.48) (1.07)
R&D/A 4 -11.89 -15.08 -22.84 -14.38 -20.57 -28.83 -25.27 -29.95 -37.59 -28.63 -36.54 -44.21
(-2.45) (-2.48) (-3.31) (-2.94) (-3.42) (-4.34) (-4.37) (-4.35) (-5.03) (-4.92) (-5.37) (-6.14)
RDD (.1 1.85 1.27 1.29 1.77 1.14 111 2.38 2.61 2.49 2.28 2.43 2.25
(2.35) (1.44) (1.38) (2.23) (1.30) (1.20) (2.54) (2.61) (2.45) (2.41) (2.42) (2.23)
D/Apre-seo -46.59 -52.57 -61.23 -4599 -52.61 -61.57 - -- -- -- -- --
(-31.22) (-30.83) (-32.95) (-30.60) (-30.86) (-33.26) - - - - - -
R? 0.36 0.37 0.41 0.35 0.37 0.41 0.31 0.30 0.32 0.30 0.29 0.31
N 3,241 2,846 2,519 3,241 2,873 2,551 3,241 2,846 2,519 3,241 2,873 2,551
Panel G: Mean Values for High M/B Portfolio
Hot -5.14 -3.81 -2.57 -- -- -- 33.31 34.84 36.13 - - -
Cold -4.12 -4.15 -3.69 -- -- -- 42.08 41.95 42.04 - - -
t-value (difference)  (1.61) (0.47) (1.41) -- -- -- (12.89) (9.78) (7.55) - - -
Panel H: Regression Analysis for High M/B Portfolio
HOT -1.43 -1.24 -0.62 -2.34 -1.39 -0.74 -1.93 -0.86 -0.41 -3.35 -2.56 -1.85
(-2.50) (-2.03) (-0.93) (-4.18) (-2.26) (-1.10) (-2.89) (-0.96) (-0.54) (-5.09) (-3.67) (-2.49)
M/Bi.1 -1.27 -1.50 -1.66 - - - -1.94 -1.98 -2.26 - - --
(-6.88) (-7.27) (-6.88) - - - (-8.99) (-8.59) (-8.75) -- -- --
EBITDA/A 1 -26.79 -28.97 -33.59 -27.60 -31.26 -37.03 -27.78 -31.11 -38.81 -29.06 -32.21 -37.65
(-15.47) (-14.38) (-13.98) (-15.87) (-15.61) (-15.54) (-13.69) (-13.34) (-14.32) (-14.19) (-14.19) (-14.44)
SIZE 4 1.56 1.96 2.09 1.65 2.16 2.34 2.36 2.70 2.90 2.52 2.89 2.98
(8.42) (9.26) (8.60) (8.85) (10.19) (9.59) (10.93) (11.32) (10.92) (11.57) (12.10) (11.24)
PPE/A 1 -12.41 12.81 12.71 13.68 13.46 13.76 17.90 13.73 13.06 20.02 16.18 15.28
(6.82) (6.30) (5.61) (7.51) (6.60) (6.03) (8.43) (6.00) (5.27) (9.37) (7.00) (6.13)
R&D/A 14 -0.94 0.36 -4.63 -3.69 -4.27 -9.56 -5.38 -5.79 -13.47 -9.74 -7.25 -13.98
(-0.33) (0.11) (-1.38) (-1.30) (-1.33) (-2.91) (-1.61) (-1.54) (-3.39) (-2.92) (-2.00) (-3.85)
RDD .1 0.42 -0.07 0.38 0.60 0.11 0.53 1.85 0.89 0.89 2.16 1.38 1.48
(0.53) (-0.09) (0.39) (0.75) (0.13) (0.53) (1.96) (0.89) (0.82) 2,27  (1.36) (1.35)
D/Apgre-seo -51.96 -56.23 -61.83 -51.04 -55.60 -60.99 -- - - - - -
(-38.88) (-37.62) (-36.63) (-38.13) (-36.96) (-35.73) - - - - - -
R? 0.40 0.42 0.44 0.40 0.37 0.43 0.32 0.32 0.33 0.30 0.30 0.31
N 3676 3,237 2,829 3,676 3,255 2,849 3,676 3,196 2,794 3,676 3,255 2,849
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Table 7
Hot-Market and Historical Market-to-Book Effects on Leverage
For each variable |, this table reports the regression:

= + + + . te

0% " -

The time subscrigtdenotes the SEO event year. All regressionsstmm&ed with industry fixed effects proxied by theee-digit
SIC codes. The constant and industry dummiesugeressed. Robusstatistics are reported in parentheses. The depénd
variable is the cumulative change in the leverage ratiothedeverage ratio, in columns 1-4 and 5-8 respelsti All variables

are expressed in percentage terms.

D/At - D/ApRre-seo Book Leverage D/A

t SEO SEO+1 SEO+2 SEO+3 SEO SEO+1 SEO+2 SEO+3
Panel A: Regression Analysis for Full Sample
HOT -1.96 -0.21 0.68 1.49 -3.28 -0.91 -0.70 -0.21
(-5.28) (-0.46) (1.32) (2.59) (-7.08) (-1.84) (-1.34) (-0.38)
M/Bewa,t-1 -0.01 0.00 0.00 -0.02 -0.01 -0.01 0.00 -0.01
(-2.20) (-0.23) (-0.42) (-1.32) (-1.49) (-0.72) (-0.20) (-1.32)
M/Bi.1 -0.03 -1.23 -1.43 -1.34 -3.36 -3.62 -3.29 -3.14
(-0.23)  (-7.09)  (-6.73)  (-5.36) (-20.46)  (-19.38) (-15.43) (-13.30)
R? 0.05 0.05 0.05 0.06 0.28 0.29 0.28 0.29
N 7,902 6,901 6,044 5,301 7,902 6,901 6,044 5,301
Panel B: Regression Analysis for Low M/B Portfolio
HOT -0.54 -0.31 2.29 4.94 -0.15 -3.59 2.65 4.47
(-0.50) (-0.21) (1.31) (2.52) (-0.13) (-2.29) (1.62) (2.66)
M/Bewa,t-1 -0.01 -0.01 0.00 -0.01 0.01 -0.02 0.01 0.01
(-0.41)  (-0.18)  (-0.08)  (-0.29) (0.34) (-0.51) (0.46) (0.28)
M/Bi.1 -1.31 -1.37 -1.02 0.27 -3.21 30.93 1.61 0.31
(-2.14)  (-0.30)  (-0.56) (0.20) (-4.64) (6.39) (0.95) (0.26)
R? 0.20 0.20 0.18 0.18 0.38 0.38 0.38 0.39
N 1,064 907 738 654 1,064 907 738 654
Panel C: Regression Analysis for Med M/B Portfolio
HOT -3.54 -1.32 -1.13 -0.11 -4.28 0.17 -0.84 -0.04
(-5.84) (-1.62) (-1.33) (-0.11) (-5.43) (0.20) (-0.99) (-0.04)
M/Befwa,t-1 -0.01 -0.01 0.00 -0.01 -0.01 0.00 0.00 -0.02
(-0.58)  (-0.30)  (-0.04)  (-0.45) (-0.54)  (-0.80)  (-0.12)  (-1.01)
M/Bi.1 -0.06 -5.05 -1.64 -1.67 -3.95 -12.79 -3.73 -2.94
(-0.17) (-3.39) (-2.24) (-2.49) (-9.05) (-7.96) (-5.08) (-4.68)
R? 0.09 0.09 0.09 0.11 0.24 0.25 0.24 0.28
N 3,136 2,735 2,422 2,128 3,136 2,735 2,422 2,128
Panel D: Regression Analysis for High M/B Portfolio
HOT -1.93 0.33 1.20 1.72 -4.77 -2.13 -2.62 -2.49
(-3.41) (0.46) (1.52) (1.96) (-6.95)  (-2.83)  (-3.37)  (-3.05)
M/Befwa,t-1 0.00 0.01 -0.01 0.00 0.01 0.00 0.00 0.00
(0.16) (0.52) (-0.40)  (-1.05) (0.69) (0.29) (-0.17)  (-0.82)
M/Bi.1 0.59 -0.48 -1.01 -1.15 -2.24 -2.22 -2.17 -2.48
(3.61) (-2.08) (-3.93) (-3.80) (-11.29)  (-9.45) (-8.62) (-8.82)
R? 0.08 0.08 0.08 0.1 0.24 0.25 0.25 0.27
N 3,702 3,259 2,884 2,519 3,702 3,259 2,884 2,519
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Table 8
Reversal of Market Timing Effects

For each variable , Panel A shows the mean value for hot- and coldkatdirms and thé-value of their difference.
time subscript denotes the SEO year. Panel B reports the régness

#&/ +

= 4+ +

+ + + +

Constant and SIC dummies are suppressed. Robtatstics are shown in brackets.

+

Book Leverage Net Debt Issues Net Equity Issues

Financial Deficit

D/At - D/At-1 d/At e/At (e+d)/At
t SEO+1 SEO+2 SEO+1 SEO+2 SEO+1 SEO+2 SEO+1 SEO+2
Panel A: Mean Values for Full Sample

Hot 2.34 1.93 0.22 341 21.63 5.75 21.91 9.26

Cold 0.92 0.20 2.07 3.26 15.47 4.93 17.49 8.23
t-value (difference) (5.11) (6.12) (6.43) (0.55) (16.96) (2.44) (10.13) (2.40)

Panel B: Regression Analysis for Full Sample

HOT 1.66 1.26 -1.45 0.34 2.32 -1.55 0.86 -1.04
(5.54) (4.27) (-4.7) (1.16) (7.03) (-5.22) (2.08) (-2.57)

Markett -1.30 -0.89 -0.36 -0.73 -1.39 -0.45 -1.62 -1.12
(-4.48) (-3.06) (-1.2) (-2.58) (-4.34) (-1.52) (-4.02) (-2.81)

M/Bt-1 -0.56 -0.47 -0.16 -0.26 2.07 3.21 1.83 291
(-4.89) (-3.63) (-1.39) (-2.11) (16.35) (24.62) (11.57) (16.39)

EBITDA/At-1 -3.97 -3.84 -10.35 -3.80 -17.44 -22.58 -28.19 -26.36
(-3.72) (-3.65) (-9.5) (-3.73) (-14.84)  (-21.43) (-19.21)  (-18.35)

SIZEt-1 -0.54 -0.16 0.22 0.04 -1.98 -0.72 -1.75 -0.71
(-5.68) (-1.66) (2.28) (0.39) (-18.88) (-7.23) (-13.26) (-5.26)

PPE/At-1 -0.94 -1.91 -0.22 4.05 -9.37 -0.60 -10.03 3.47
(-1.04) (-2.02) (-0.24) (4.39) (-9.48) (-0.64) (-8.03) (2.67)

R&D/At-1 -5.36 -7.07 -5.12 -6.79 -13.26 3.42 -18.13 -2.59
(-2.84) (-3.59) (-2.69) (-3.57) (-6.44) (1.72) (-7.06) (-0.96)

RDDt-1 0.09 -0.85 0.49 0.47 -0.01 0.13 0.61 0.66
(0.22) (-2.03) (1.17) (1.15) (-0.02) (0.30) (1.09) (1.16)

dhigh -9.17 -8.89 6.63 152 -2.99 -1.69 3.72 0.45
(-13.37) (-12.74) (9.44) (2.25) (-3.97) (-2.40) (3.94) (0.47)

dlow 3.80 3.93 -1.80 -0.01 10.03 291 0.94 2.96
(5.51) (5.39) (-2.24) (-0.01) (13.17) (3.88) (9.94) (2.91)

R2 0.07 0.07 0.09 0.07 0.35 0.29 0.28 0.22
N 8,018 6,968 7,693 6,655 8,106 6,751 7,693 6,397

Panel C: Mean Values for Low M/B Portfolio

Hot 3.57 2.06 1.43 2.34 14.51 217 15.64 4.46

Cold 241 0.27 1.67 0.59 13.55 1.48 15.30 2.10
t-value (difference) (1.67) (2.23) (0.27) (2.24) (1.25) (1.52) (0.31) (2.66)

Panel D: Regression Analysis for Low M/B Portfolio

HOT 1.60 1.73 -0.87 1.96 1.52 0.36 0.27 247
(1.87)  (1.80) (-0.81) (2.25) (1.94) (0.72) (0.23) (2.50)

Markett -2.10 -1.41 0.38 -0.63 -2.01 -0.18 -1.62 -0.85
(-2.67) (-1.53) (0.38) (-0.74) (-2.75) (-0.37) (-1.43) (-0.89)

M/Bt-1 -1.86 -3.31 6.84 -1.58 3.39 3.03 10.24 154
(-0.66) (-2.82) (1.86) (-1.52) (1.28) (4.92) (2.47) (1.31)

EBITDA/At-1 -6.87 1.08 -8.55 -0.94 -9.56 -0.72 -18.11 -1.71
(-1.77)  (0.45) (-1.7) (-0.44) (-2.65) (-0.57) (-3.19) (-2.34)

SIZEt-1 -0.11 -0.11 -0.35 -0.05 -1.16 -0.61 -1.49 -0.71
(-0.46) (-0.37) (-1.12) (-0.18) (-5.07) (-3.93) (-4.22) (-2.34)

PPE/At-1 -3.13 -4.41 2.74 2.57 -7.81 5.35 -4.43 8.27
(-1.46) (-1.65) (1.00) (1.05) (-3.95) (3.81) (-1.43) (2.98)

R&D/At-1 -1.79 16.81 -6.06 -0.18 29.94 12.04 25.61 14.24
(-0.18) (1.42) (-0.48) (-0.02) (3.17) (1.92) (1.79) (1.19)

RDDt-1 -1.57 -1.06 0.17 0.74 -1.05 0.67 -0.76 2.23
(-1.37) (-0.76) (0.12) (0.58) (-0.98) (0.90) (-0.47) (1.52)

dhigh -6.72 -7.49 15.79 0.38 -2.99 -0.39 13.18 -0.43
(-3.45) (-3.38) (6.27) (0.19) (-1.64) (-0.32) (4.63) (-0.18)

dlow 1.79 8.43 1.88 0.10 9.10 2.03 8.48 1.65
(0.65)  (2.50) (0.53) (0.03) (3.56) (1.11) (2.11) (0.45)

R2 0.34 0.23 0.26 0.25 0.33 0.25 0.34 0.26

N 1,101 885 1,045 841 1,119 865 1,045 815

* og,06"
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Book Leverage Net Debt Issues NetSEO Issues

DJ/At - D/At-1 d/At elAt (e+d)/At
t SEO+1 SEO+2 SEO+1 SEO+2 SEO+1 SEO+2 SEO+1 SEO+2
Panel E: Mean Values for Med M/B Portfolio

Hot 2.34 1.49 0.84 4.05 17.31 3.28 18.23 7.39

Cold 0.78 -0.12 3.05 2.48 12.42 3.40 15.40 5.94
t-value (difference) (3.72) (4.00) (4.62) (3.61) (11.75)  (0.36) (4.81) (2.70)

Panel F: Regression Analysis for Med M/B Portfolio

HOT 1.44 1.00 -1.52 2.06 0.97 -1.04 -0.47 1.05
(2.85) (2.19) (-2.69) (4.20) (2.20) (-3.05) (-0.71) (1.81)

Markett -0.57 -0.36 -0.44 -0.07 -1.14 0.09 -1.63 -0.10
(-1.26)  (-0.81) (-0.87)  (-0.14) (-2.83)  (0.26) (-2.69)  (-0.18)

M/Bt-1 -0.90 -1.45 -0.96 -0.15 8.40 4.61 7.42 417
(-0.95)  (-3.55) (-0.91)  (-0.33) (10.18)  (14.97) (5.98) (7.85)

EBITDA/At-1 -1.59 -7.57 -11.64 -8.03 -6.73 -16.96 -18.67 -25.17
(-0.73)  (-3.40) (-4.81)  (-3.32) (-352) (-10.12) (-6.55)  (-8.62)

SIZEt-1 -0.69 -0.14 0.29 0.04 -1.89 -0.36 -1.59 -0.33
(-4.66)  (-0.92) 1.75) (0.23) (-14.48)  (-3.27) (-8.12)  (-1.72)

PPE/At-1 -2.12 -1.35 -1.53 4.46 -4.69 -0.76 -6.51 3.82
(-1.51)  (-0.97) (-0.97)  (2.97) (-3.81) (-0.72) (-351)  (2.11)

R&D/At-1 0.42 -9.02 -6.00 -13.16 -3.25 2.13 -8.56 -11.09
0.11)  (-2.17) (-1.43)  (-2.97) (-0.97)  (0.67) (-1.73)  (-2.08)

RDDt-1 0.49 -1.03 0.73 0.22 -0.66 0.24 0.09 0.19
(0.79) (-1.70) (1.05) (0.33) (-1.22) (0.52) (0.11) (0.24)

dhigh -6.73 -5.51 5.42 2.14 -1.44 -0.91 3.67 1.78
(-7.67) (-6.29) (5.55) (2.30) (-1.88) (-1.36) (3.20) (1.56)

dlow 6.25 0.92 0.63 -1.22 12.24 1.76 12.99 0.63
(4.55) (0.62) (0.41) (-0.77) (10.15) (1.57) (7.14) (0.34)

R2 0.10 0.1 0.16 0.12 0.33 0.26 0.23 0.18
N 3,241 2,846 3,096 2,714 3,271 2,768 3,096 2,618

Panel G: Mean Values for High M/B Portfolio
Hot 1.95 2.27 -0.69 3.17 27.71 9.06 27.06 12.39
Cold 0.63 0.46 1.36 4.59 18.60 7.12 19.87 11.74
t-value (difference) (3.04) (4.10) (5.41) (3.53) (14.72) (3.07) (10.35) (0.88)
Panel H: Regression Analysis for High M/B Portfolio

HOT 1.87 1.62 -1.56 -0.32 341 -2.92 1.97 -2.98
(3.8) (3.40) (-3.66)  (-0.75) (5.56)  (-5.10) (2.89)  (-4.29)

Markett -2.09 -0.82 -0.33 -0.26 -1.83 -1.29 -1.89 -1.36
(-4.4) (-1.77) (-0.79)  (-0.61) (-3.08)  (-2.30) (-2.86)  (-2.01)

M/Bt-1 -0.36 -0.45 -0.06 -0.76 1.20 3.00 1.05 2.22
(-2.32)  (-2.82) (-0.43)  (-5.25) (6.18)  (15.40) (4.91) (9.51)

EBITDA/At-1 -4.80 -5.20 -12.19 -6.70 -22.12 -32.88 -35.02 -39.83
(-3.29)  (-3.33) (-9.75)  (-4.77) (-12.16) (-17.52) (-17.45)  (-17.60)

SIZEt-1 -0.52 -0.17 0.44 0.21 -2.33 -0.96 -1.83 -0.80
(-3.28) (-1.01) (3.24) (1.40) (-11.77)  (-4.79) (-8.34) (-3.28)

PPE/At-1 0.22 -2.16 0.04 511 -14.91 -3.64 -15.60 1.11
(0.15) (-1.37) (0.03) (3.59) (-7.81) (-1.92) (-7.34) (0.49)

R&D/At-1 -6.92 -8.61 -6.42 -8.98 -20.67 -6.86 -27.07 -15.29
(-2.9) (-3.43) (-3.16) (-3.99) (-7.02) (-2.26) (-8.31) (-4.21)

RDDt-1 0.15 -0.73 0.09 0.28 1.25 0.09 1.63 0.69
(0.23) (-1.05) (0.16) (0.44) (1.48) (0.11) (1.74) (0.70)

dhigh -17.13 -15.45 2.86 1.64 -3.55 -4.04 0.02 -1.18
(-11.81) (-10.81) (2.30) (1.28) (-1.97) (-2.38) (0.01) (-0.58)

dlow 2.76 3.61 -0.98 0.12 8.46 2.77 7.65 3.07
(3.13) (3.91) (-1.28) (0.15) (7.62) (2.43) (6.26) (2.24)

R2 0.11 0.11 0.12 0.14 0.35 0.35 0.34 0.30
N 3,676 3,237 3,552 3,100 3,716 3,118 3,552 2,964
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Table 9
Alternative M/B Portfolio Dataset

Data Filter

Firm-Year Observations

Compustat observations 1971 to 2005

Exclude financial firms (SIC codes 6000 to 6999)

Exclude observations with book assets < $10 million

Exclude outliers with M/B ratio > 10

Exclude distressed firms with book leverage ratio D/A > 1

Restrict sample to SEO events at t,

Require book leverage data in lags t.; and t.,

Observations in event window from ts to tis

640,825

515,542

172,771

171,847

162,962

138,450

49,973

474,199
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Tangible assetsPPE A, is net plant, property and equipmerR. D A is research and development expense.

Table 10
Summary Statistics of Firm Characteristics for Alternative Dataset
This table reports the means and standard deviatibfirm characteristics in the period surroundoagtfolio formation
on the market-to-ratio. All variables except Band SIZE are in percentage terms. Book leverage,A, is the ratio
of book debt to total book assets. Market-to-braglo, M B , is book debt plus market value of equity dividgdotal
book assets. Net debt issués, A, is the change in book debt. Net equity isseesa, is the change in book equity

minus the earnings before interest, taxes, andedegiron. SIZE is the logarithm of net sales in millions of 20@dllars.

INV A is capital expendituresDIV E is common dividends divided by year-end book gqu€tASH A is cash and

short-term equivalents. The variabléesA, e A, R D A, INV A, DIV E,andCASH Aare normalized by
fiscal year-end total book assets. The sampleistsnsf firm-year observations between 1971 ancb20the sample

excludes financial firms, firms that have less tBa0 million in assets, and firms with a debt raffeater than one.

N D/A M/B d/A el/A RE/A EBITDA/A SIZE PPE/A R&D/A INV/A DIV/IE  CASH/A
Panel A: Full Sample

t-5 49,973 48.47 1.39 2.46 2.66 2.33 14.51 5.99 42.22 1.72 8.14 3.65 9.62
(18.86) (0.93) (142.87) (9.43) (10.03) (9.93) (1.85) (25.76) (4.11) (6.93) (17.48)  (12.94)

t-4 49,973 48.15 1.37 2.57 2.82 2.34 14.38 6.05 42.16 1.74 8.02 3.57 9.48
(18.62) (0.89) (134.74)  (10.34)  (10.41) (9.70) (1.83) (25.59) (4.15) (6.59) (15.69) (12.70)

t-3 49,973 48.22 1.35 2.57 2.28 2.22 14.27 6.10 42.07 1.76 7.91 3.49 9.29
(18.50) (0.86) (133.79) (9.84) (10.65) (9.79) (1.82) (25.43) (4.20) (6.44) (11.30) (12.48)

t-2 49,973 48.31 1.35 2.33 2.12 2.10 14.16 6.15 41.95 1.78 7.80 3.47 9.21
(18.41) (0.84) (133.79)  (10.59)  (10.98) (9.64) (1.81) (25.30) (4.33) (6.37) (7.94) (12.42)

t-1 49,973 48.34 1.36 2.04 2.04 2.04 14.08 6.19 41.76 1.77 7.66 3.50 9.18
(18.27) (0.86) (133.97) (10.72)  (10.93) (9.48) (1.81) (25.19) (4.28) (6.27) (8.25) (12.42)

t 49,973 48.47 1.37 2.13 2.06 1.93 14.01 6.23 41.46 1.80 7.58 3.53 9.12
(18.17) (0.86) (134.04) (11.75) (12.33) (9.44) (1.81) (25.12) (4.38) (6.23) (8.92) (12.48)

t+1 49,973 48.47 1.37 2.13 1.84 1.93 14.01 6.23 41.32 1.82 7.49 3.56 9.03
(18.17) (0.86) (134.04) (9.30) (12.33) (9.44) (1.81) (25.04) (4.48) (6.15) (9.20) (12.47)

t+2 49,973 48.65 1.37 2.32 1.76 1.80 13.74 6.27 41.14 1.85 7.33 3.57 9.01
(18.13) (0.84) (133.12) (9.76) (11.27) (9.33) (1.81) (24.99) (4.64) (6.04) (9.72) (12.54)

t+3 49,973 48.88 1.37 2.14 1.76 1.49 13.43 6.31 40.90 1.85 7.15 3.62 9.02
(18.22) (0.83) (133.12) (9.50) (12.20) (9.41) (1.81) (24.94) (4.53) (5.94) (15.02) (12.61)

t+4 49,973 49.09 1.38 1.79 1.75 1.26 13.13 6.33 40.60 1.87 6.94 3.72 9.06
(18.39) (0.83) (133.22) (9.56) (11.76) (9.38) (1.81) (24.91) (4.64) (5.83) (30.32) (12.67)

t+5 49,973 49.32 1.39 1.70 1.63 0.95 12.82 6.36 40.19 1.89 6.72 3.80 9.13
(18.63) (0.83) (124.97) (9.55) (12.23) (9.57) (1.82) (24.90) (4.79) (5.66) (32.13) (12.77)

Panel B: Low market-to-book

t-5 14,588 49.11 1.07 -0.39 2.53 171 12.25 5.79 43.15 1.08 7.74 2.88 8.40
(18.58) (0.56) (258.24) (8.59) (9.59) (8.18) (1.79)  (26.55) (2.90) (6.94) (16.10) (11.81)

t-4 14,588 48.62 1.03 -0.21 2.72 1.75 11.94 5.84 43.00 1.08 7.52 2.56 8.30
(18.15) (0.49) (246.30) (9.53) (9.87) (7.83) (1.78)  (26.36) (2.86) (6.48) (4.26) (11.72)

t-3 14,588 48.54 0.99 0.44 2.08 1.58 11.65 5.87 42.85 1.08 7.27 2.55 8.07
(17.85) (0.42) (230.32) (9.16) (10.28) (7.60) (1.78)  (26.19) (2.91) (6.08) (6.89) (11.50)

t-2 14,588 48.39 0.95 -0.17 1.75 1.35 11.16 5.89 42.73 1.10 7.02 243 7.94
(17.58) (0.34) (230.08) (8.34) (9.71) (7.46) (1.78)  (25.99) (2.96) (5.85) (4.51) (11.36)

t-1 14,588 48.31 0.91 -1.50 1.35 0.94 10.51 5.89 42.60 1.10 6.74 231 7.84
(17.38) (0.27) (245.86) (8.76) (9.73) (8.15) (1.79) (25.81) (3.00) (5.70) (3.62) (11.32)

t 14,588 48.47 0.85 -2.04 0.84 0.29 9.87 5.88 42.44 1.13 6.40 2.23 7.79
(17.21) (0.14) (246.25) (12.02) (14.09) (8.49) (1.80) (25.68) (3.06) (5.49) (5.68) (11.38)

t+1 14,588 48.47 0.85 -2.04 0.49 0.29 9.87 5.88 42.10 1.15 6.17 2.25 7.85
(17.21) (0.14) (246.25) (8.38) (14.09) (8.49) (1.80) (25.58) (3.12) (5.35) (5.04) (11.43)

t+2 14,588 49.28 0.91 -0.38 0.80 -0.19 10.00 5.88 41.67 1.17 6.25 2.28 8.04
(17.39) (0.26) (229.67) (10.84)  (13.59) (7.96) (1.81) (25.50) (3.20) (5.49) (5.68) (11.58)

t+3 14,588 49.80 0.96 -1.16 1.06 0.21 10.35 5.90 41.30 1.18 6.32 2.34 8.16
(17.60) (0.34) (245.35)  (10.34) (15.12) (8.06) (1.81) (25.43) (3.21) (5.65) (8.45) (11.81)

t+4 14,588 50.18 1.01 -1.19 1.13 0.28 10.45 5.91 40.94 1.21 6.29 2.36 8.23
(17.90) (0.38) (245.34) (10.41) (14.60) (8.18) (1.81) (25.32) (3.49) (5.61) (9.49) (12.00)

t+5 14,588 50.54 1.05 -0.68 1.26 0.25 10.41 5.92 40.58 1.22 6.17 2.43 8.35
(18.27) (0.43) (229.97) (10.69) (14.83) (8.38) (1.81) (25.29) (3.59) (5.46) (10.07)  (12.20)
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N D/A M/B d/A e/A RE/A EBITDA/A  SIZE PPE/A  R&D/A INV/A DIV/IE  CASH/A
Panel C: Medium market-to-book

t-5 19,416 50.54 1.28 3.54 2.42 2.29 14.38 6.10 41.13 1.60 8.17 351 8.84
(18.79)  (0.70)  (40.16)  (8.76) (9.41) (8.80) (1.83) (24.82) (3.53) (6.92)  (18.33)  (11.46)

t-4 19,416 50.39 1.27 3.69 2.54 2.28 14.20 6.16 41.09 1.62 8.08 3.48 8.67
(18.64)  (0.64)  (30.49)  (9.93)  (9.82)  (8.47)  (1.81) (24.69) (3.73)  (6.61)  (19.14)  (11.28)

t-3 19,416 50.63 1.25 3.77 2.07 2.16 14.05 6.22 41.00 1.63 8.01 3.29 8.49
(18.55)  (0.59) (20.54)  (8.87) (9.14) 8.72) (1.80) (24.56)  (3.67) (6.59) 9.13)  (11.12)

t-2 19,416 50.98 1.24 3.83 1.92 2.04 13.96 6.27 40.88 1.64 7.93 3.33 8.37
(18.49)  (0.52)  (20.94) (11.24) (10.31)  (8.42) (1.79) (24.48) (3.61) (6.63) (9.08)  (11.14)

t-1 19,416 51.28 1.23 3.79 1.90 2.08 13.95 6.32 40.73 1.62 7.82 3.33 8.30
(18.27) (0.44) (19.14) (10.62) (9.45) (7.40) (1.79) (24.43) (3.49) (6.55) (7.43) (11.11)

t 19,416 51.76 1.20 3.92 1.82 1.92 13.82 6.37 40.47 1.65 7.78 3.32 8.12
(18.08) (0.26) (21.37) (9.61) (9.73) (7.17) (1.78)  (24.40) (3.70) (6.39) (6.94) (10.96)

t+1 19,416 51.76 1.20 3.92 1.78 1.92 13.82 6.37 40.32 1.67 7.67 3.34 8.05
(18.08) (0.26) (21.37) (7.85) (9.73) (7.17) (1.78)  (24.33) (3.77) (6.21) (7.81) (11.04)

t+2 19,416 51.71 1.24 2.65 1.85 1.93 13.60 6.42 40.15 1.68 7.47 3.38 8.08
(17.86) (0.43) (76.57) (7.76) (9.06) (7.55) (1.78)  (24.31) (3.88) (6.13) (10.62)  (11.29)

t+3 19,416 51.76 1.26 3.16 1.79 1.61 13.35 6.45 39.91 1.69 7.30 3.41 8.13
(17.86)  (0.51)  (16.33)  (7.79) (8.64) (7.79) (1.78) (24.26)  (3.89) (6.06)  (20.03) (11.41)

t+4 19,416 51.85 1.28 2.75 1.84 1.31 13.00 6.48 39.60 1.71 7.04 3.62 8.23
(17.95)  (0.56)  (17.40)  (8.57) (8.71) (8.08) (1.79) (24.26)  (4.04) (5.97)  (46.50) (11.48)

t+5 19,416 51.91 1.30 2.31 1.69 0.93 12.70 6.50 39.16 1.73 6.78 3.71 8.34
(18.20) (0.58) (17.81) (8.14) (10.38) (8.52) (1.80) (24.26) (4.43) (5.81) (49.35) (11.62)

Panel D: High market-toObook

t-5 11,173 41.38 2.01 4.30 3.72 3.70 17.92 5.72 32.87 3.36 8.57 3.90 15.11
(18.91) (1.32) (14.78)  (12.70) (12.91) (13.50) (1.92)  (19.08) (6.18) (7.23) (11.78)  (16.58)

t-4 11,173 41.01 2.01 431 3.96 3.70 18.03 5.82 33.02 3.42 8.55 3.97 14.97
(18.56) (1.28) (14.50) (13.29) (13.25)  (13.23) (1.88)  (19.00) (6.13) (6.91) (11.60)  (16.08)

t-3 11,173 41.06 2.02 4.28 3.29 3.70 18.21 5.92 33.12 3.49 8.55 3.86 14.81
(18.51) (1.24) (15.08) (13.28) (14.34) (13.24) (1.87)  (19.02) (6.29) (6.80) (7.34) (15.74)

t-2 11,173 40.98 2.07 4.05 3.29 3.77 18.53 6.01 33.14 3.55 8.55 4.02 14.84
(18.40) (1.22) (15.79) (13.41) (14.49) (12.93) (1.86)  (19.04) (6.68) (6.71) (9.59) (15.58)

t-1 11,173 40.63 2.20 3.74 3.55 3.98 19.00 6.10 33.03 3.54 8.55 4.26 14.95
(18.16) (1.25) (21.00) (14.21) (15.14) (12.54) (1.85) (19.08) (6.62) (6.57) (12.96) (15.58)

t 11,173 40.16 2.35 4.64 4.42 4.59 19.70 6.22 32.75 3.56 8.74 4.43 15.06
(17.88) (1.21) (15.58) (15.58) (14.83) (11.80) (1.82) (19.21) (6.66) (6.83) (14.10) (15.77)

t+1 11,173 40.16 2.35 4.64 4.01 4.59 19.70 6.22 33.01 3.62 8.90 4.44 14.68
(17.88) (1.21) (15.58) (12.80) (14.83) (11.80) (1.82) (19.46) (6.83) (6.93) (14.20) (15.74)

t+2 11,173 40.06 2.20 5.50 3.16 4.53 18.67 6.31 33.28 3.69 8.45 441 14.24
(17.86)  (1.21)  (11.68) (12.19) (12.56) (11.97) (1.81) (19.68)  (7.16) (6.60)  (12.16)  (15.66)

t+3 11,173 40.41 2.09 4.82 2.93 3.20 17.29 6.38 33.30 3.67 7.89 4.47 14.07
(18.14) (1.18) (11.65) (11.91) (14.81) (12.49) (1.81)  (19.90) (6.81) (6.26) (13.51) (15.63)

t+4 11,173 40.69 2.04 3.95 2.72 2.58 16.43 6.44 33.17 3.67 7.48 4.46 13.99
(18.40) (1.19) (13.94) (11.19) (13.86) (12.19) (1.81) (20.08) (6.81) (6.03) (13.85)  (15.56)

t+5 11,173 41.13 2.00 3.58 2.28 191 15.68 6.49 32.85 3.69 7.12 451 13.96
(18.72) (1.17) (14.09) (11.41) (13.38) (12.32) (1.82) (20.21) (6.78) (5.86) (14.06)  (15.56)
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For the leverage ratio

The time subscrigtdenotes the year relative to portfolio formatid®anel B reports the regression:

1

2

2

2

Table 11

Persistence of Market Timing Effects for M/B Portfdios

, Panel A shows the mean value for hot-market d@herdirms and thévalue of their difference.

0 2 &, 2 2 i 0o 2 02 2,
Constant and SIC dummies are suppressed. Robtatstics are shown in brackets.
Book Leverage D/A;
t-5 t-3 t-1 t0 t+1 t+3 t+5
Panel A: Mean Values for Full Sample
Hot 41.19 40.70 42.74 43.04 43.88 46.09 47.65
Other 47.61 47.36 47.54 47.79 48.06 48.57 49.28
t-value (difference) (14.66) (14.70) (10.14) (10.14) (8.58) (4.98) (3.23)
Panel B: Regression Analysis for Full Sample
HOT; -1.52 -1.93 -1.23 -0.96 -0.61 0.28 0.55
(-3.26) (-4.83) (-2.99) (-2.35) (-1.45) (0.66)  (1.26)
HOT1 0.15 -0.61 -0.73 -0.24 -0.45 0.59 0.86
(0.36) (-1.71) (-1.77) (0.59) (-1.12) (1.36)  (1.97)
HOT:, -0.11 -0.63 -1.30 -0.55 -0.55 -0.15 0.69
(-0.26) (-1.74) (-3.36) (-1.35) (-1.36) (-0.35)  (1.55)
Market; 0.04 -0.03 0.11 -0.48 -0.35 -0.37 -0.70
(0.29) (-0.23) (0.75) (-3.14) (-2.32) (-2.41) (-4.30)
M/By.1 -2.04 -2.12 -2.02 -2.01 -2.04 -1.90 -1.88
(-16.27) (-19.34) (-17.52) (-17.74) (-18.07) (-16.13) (-15.22)
EBITDA/A 1.1 -51.30 -48.63 -46.16 -45.38 -44.64 -46.89 -50.92
(-47.29) (-50.60) (-48.41) (-47.14) (-46.40) (-46.07) (-48.57)
SIZE 11 2.58 271 3.01 3.11 3.20 3.38 3.38
(47.02) (54.98) (61.15) (63.40) (64.90) (66.59) (63.71)
PPE/A 1 0.81 1.89 1.44 1.10 0.55 0.30 0.78
(1.36) (3.50) (2.65) (2.02) (1.01) (0.54) (1.33)
R&D/A 1 -52.44 4761 -4450 -44.65 -40.93 -38.02 -34.05
(-17.54) (-19.21) (-18.27) (-18.06) (-16.39) (-16.44) (-14.01)
RDD .1 0.99 1.10 0.98 0.84 0.85 0.65 0.34
(450) (5.58) (4.93) (4.22) (4.18) (3.12) (1.55)
R? 0.34 0.33 0.31 0.31 0.30 0.30 0.28
N 33,604 41,868 42,502 42,370 42,290 42,524 42,131
Firms 3,715 4,639 4,681 4,699 4,692 4,678 4,656
Panel C: Mean Values for Low M/B Portfolio
Hot 43.72 42.74 46.00 49.74 50.33 48.51 48.42
Other 48.87 48.35 48.18 48.37 49.20 50.16 51.13
t-value (difference) (6.69) (7.17) (2.34) (1.24) (1.05) (1.80) (3.13)
Panel D: Regression Analysis for Low M/B Portfolio
HOT; -1.29 -1.55 -0.47 0.29 0.77 -0.82 -0.79
(-1.60) (-2.22) (-0.58)  (0.31) (0.85)  (-1.03) (-1.03)
HOT1 0.39 -0.65 -1.21 -0.12 -1.12 -0.68 -0.78
(0.52) (-1.05) (-1.58) (-0.16) (-1.21) (-0.84) (-0.96)
HOT., -0.46 0.35 -0.17 0.08 -0.31 2.61 0.54
(-0.61) (0.56) (-0.26) (0.11) (-0.41) (2.74) (0.64)
Market; 0.41 0.60 1.12 0.91 -0.98 0.50 -0.67
(1.42) (2.32) (4.42) (3.58) (-3.83) (1.91) (-2.37)
M/By.1 -0.58 -0.89 1.69 4.03 28.81 3.90 0.76
(-1.64) (-2.87) (3.86) (7.62) (29.31) (9.07)  (2.05)
EBITDA/A 11 -51.22 -41.61 -42.08 -29.08 -32.10 -45.06 -52.45
(-24.55) (-22.20) (-21.68) (-17.15) (-19.36) (-24.25) (-27.06)
SIZE 14 2.68 2.98 3.31 3.32 3.00 3.57 3.60
(26.98) (33.41) (37.69) (38.00) (34.30) (38.86) (36.57)
PPE/A 1 -1.14 -1.92 0.13 -0.07 -0.82 -2.06 -2.15
(-1.13) (-2.12) (0.15)  (-0.09) (-0.92) (-2.17) (-2.14)
R&D/A 14 -51.88 -53.81 -65.10 -64.11 -57.85 -46.58 -44.64
(-7.49) (-8.71) (-10.98) (-11.10) (-9.91) (-7.99) (-7.44)
RDD 1 2.15 224 1.71 1.50 1.15 1.24 0.76
(5.49) (-2.09) (5.01) (4.40) (3.37) (3.37) (1.93)
R? 0.36 0.34 0.33 0.32 0.34 0.30 0.30
N 11,183 13,558 13,806 13,894 13,970 13,749 13,550
Firms 2,276 2,822 2,864 2,872 2,863 2,839 2,813
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Book Leverage D/A

t t-5 t-3 t-1 t0 t+1 t+3 t+5
Panel E: Mean Values for Med M/B Portfolio
Hot 44.45 32.97 47.77 49.19 48.54 49.32 50.67
Other 50.25 40.82 50.93 51.45 51.51 51.73 52.05
t-value (difference) (8.59) (9.18) (4.56) (3.35) (4.29) (3.39) (1.88)
Panel F: Regression Analysis for Med M/B Portfolio
HOT, -1.08 -2.29 -0.48 -0.30 -1.03 0.37 0.27
(-1.49) (-3.78) (-0.79) (-0.51) (-1.71) (0.61) (0.42)
HOT, 0.41 0.28 -0.31 0.35 0.40 0.77 1.42
(0.63) (0.50) (-0.51)  (0.60) (0.71) (1.26) (2.22)
HOT,, 0.54 0.03 -0.74 -0.29 0.42 -0.32 0.64
(0.81) (0.07) (-1.25) (-0.49) (0.71) (-0.54)  (1.00)
Market; -0.71 -0.67 -0.54 -1.71 -1.06 -1.25 -0.72
(-2.75)  (-2.85) (-2.33) (-7.12) (-4.37) (-5.41) (-3.01)
M/Bi.1 -1.99 -2.52 -3.30 -3.30 -5.23 -1.88 -1.93
(-2.75) (-11.72) (-12.97) (-10.79) (-10.42) (-7.28) (-7.93)
EBITDA/A 4 -56.52 -58.50 -48.85 -63.09 -63.19 -49.21 -51.49
(-30.92) (-36.46) (-31.98) (-36.08) (-35.95) (-28.43) (-3.36)
SIZE 14 2.19 2.26 2.46 2.55 2.68 291 3.08
(25.78) (29.79) (32.34) (33.87) (35.85) (38.02) (38.57)
PPE/A 1 0.22 1.67 0.16 -0.26 -0.05 -0.65 1.24
(0.23) (1.96) (0.19) (-0.31) (-0.06) (-0.76)  (1.36)
R&D/A 14 -67.42 -61.74 -60.99 -64.41 -62.46 -54.38 -36.32
(-12.32) (-14.68) (-13.81) (-14.04) (-14.62) (-13.17) (-8.84)
RDD .1 0.51 0.50 0.57 0.44 0.34 0.14 0.10
(1.50) (1.65)  (1.86) (1.45) (2.60) (0.45)  (0.31)
R? 0.32 0.32 0.30 0.32 0.32 0.29 0.28
N 14,368 18,070 18,355 18,349 18,518 18,378 18,205
Firms 2,869 3,545 3,587 3,600 3,597 3,574 3,562
Panel G: Mean Values for High M/B Portfolio
Hot 33.80 33.80 32.85 32.18 34.08 38.06 40.90
Other 41.18 41.18 40.58 40.39 40.28 40.80 41.88
t-value (difference) (9.15) (9.15) (9.39) (10.98) (7.68) (2.88) (0.95)
Panel H: Regression Analysis for High M/B Portfolio
HOT; -3.05 -2.51 -4.10 -3.94 -2.12 0.18 1.57
(-350) (-3.23) (-5.62) (-5.77) (-2.91) (0.22) (1.74)
HOT1 -1.46 -2.58 -2.22 -2.88 -2.67 -0.31 1.08
(-1.50) (-3.88) (-2.88) (-3.95) (-3.91) (-0.37) (1.28)
HOT:, -1.58 -2.78 -4.12 -2.85 -3.64 -0.46 0.65
(-2.00) (-4.15) (-5.55) (-3.76) (-4.99) (-0.63)  (0.76)
Market; 0.27 0.37 -0.18 -0.80 -0.03 -0.75 -1.03
0.79) (1.21) (-0.60) (-2.53) (0.10) (-2.42) (-3.14)
M/By.1 -1.99 -1.99 -1.65 -1.45 -1.65 -1.00 -96.00
(-11.83) (-13.29) (-10.43) (-9.76) (-10.86) (-6.31) (-5.67)
EBITDA/A 11 -42.39 -42.75 -44.56 -42.71 -38.39 -38.34 -41.46
(-23.22) (-26.49) (-26.95) (-25.60) (-22.43) (-21.80) (-22.50)
SIZE 4 2.70 2.68 3.01 3.12 3.23 3.80 3.90
(24.09) (27.10) (30.32) (31.43) (31.72) (35.64) (34.99)
PPE/A 1 6.51 8.77 6.45 7.00 6.16 6.43 6.29
(5.15) (7.87) (5.75) (6.15) (5.23) (5.36) (5.04)
R&D/A 4 -34.21  -33.88 -28.32 -27.13 -19.08 -18.01 -18.25
(-8.19) (-9.43) (-8.27) (-7.86) (-5.29) (-5.55) (-5.20)
RDD (.1 -0.77 -0.48 -0.55 -0.72 -0.29 -0.11 -0.01
(-1.69) (-1.18) (-1.34) (-1.74) (-0.68) (-0.25) (-0.03)
R? 0.38 0.35 0.33 0.33 0.31 0.31 0.30
N 7,783 10,240 10,361 10,397 10,432 10,397 10,376
Firms 1,754 2,297 2,315 2,325 2,322 2,312 2,308
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For capital investments
difference. The time subscriptlenotes the year relative to portfolio formatidtanel B reports the regression:

3

1 2

2

2

Table 12

Comparison of Hot and Cold Market Firms
, Panel A shows the mean value for hot-market dhérdirms and thé-value of their

o 2 #& 2 2 0 2 s 2, 2 02
Constant and SIC dummies are suppressed. Robtattstics are shown in brackets.
INV/A
t t-5 t-3 t-1 t0 t+1 t+3 t+5
Panel A: Mean Values for Full Sample
Hot 9.53 9.22 8.62 8.53 8.62 8.01 7.61
Other 8.08 7.87 7.65 7.58 7.49 7.13 6.66
t-value (difference) (8.79) (8.28) (5.86) (5.80) (6.76) (5.47) (6.33)
Panel B: Regression Analysis for Full Sample
HOT; 0.40 0.36 0.33 0.76 0.80 0.65 0.62
(251) (2.62) (2.43) (5.69) (5.96) (5.05) (5.12)
HOT:.1 1.29 1.50 1.16 1.10 0.92 1.23 1.18
(8.89) (12.25) (8.51) (8.31) (7.13) (9.52) (9.83)
HOT., 0.85 1.00 1.06 0.95 0.66 0.60 0.77
(5.84) (8.04) (8.33) (7.13) (5.14) (4.70) (6.33)
Market; -0.46 -0.50 -0.80 -1.23 -1.15 -0.95 -0.71
(-8.05) (-9.59) (-16.14) (-24.91) (-23.95) (-20.73) (-15.89)
M/B .1 0.77 0.80 0.76 0.71 0.66 0.50 0.53
(18.23) (21.42) (19.76) (19.38) (18.59) (14.37) (15.83)
EBITDA/A 1.1 13.09 12.87 13.12 13.03 12.82 13.86 12.10
(35.56) (39.19) (41.89) (42.01) (42.18) (45.81) (42.41)
SIZE 11 -0.15 -0.17 -0.12 -0.11 -0.12 -0.12 -0.10
(-7.85) (-9.99) (-7.33) (-7.22) (-7.49) (-8.19) (-7.07)
PPE/A 1 13.95 13.87 13.30 13.09 12.87 12.05 11.71
(68.03) (74.74) (74.11) (74.11) (73.95) (71.61) (72.29)
R&D/A 4 11.25 8.56 7.63 7.62 8.63 9.30 8.08
(11.09) (10.10) (9.52)  (9.55) (10.93) (13.53) (12.19)
RDD .1 -0.06 -0.10 0.04 0.09 0.14 0.14 0.14
(-0.79) (-1.45) (0.66)  (1.46) (2.22) (2.25)  (2.30)
R? 0.39 0.39 0.40 0.41 0.41 0.41 0.41
N 33,252 41,396 41,960 42,176 42,360 41,973 41,584
Firms 3,705 4,639 4,681 4,699 4,692 4,678 4,656
Panel C: Mean Values for Low M/B Portfolio
Hot 9.44 8.67 8.29 8.38 7.58 7.30 7.97
Other 7.67 7.23 6.72 6.39 6.18 6.31 6.15
t-value (difference) (6.06) (5.30) (5.10) (5.63) (4.17) (3.47) (7.23)
Panel D: Regression Analysis for Low M/B Portfolio
HOT; 0.29 0.01 0.36 1.20 0.53 0.42 0.65
(1.05) (0.03) (1.37) (4.03) (1.89) (1.79) (3.09)
HOT.1 0.86 0.88 0.84 0.92 0.28 1.20 1.09
(3.30) (4.15) (3.41) (3.60) (0.98) (4.92)  (4.86)
HOT:.» 0.40 0.84 1.28 1.45 0.57 0.62 0.66
(1.53) (3.92) (6.01) (6.12) (2.33) (2.18) (2.84)
Market; -0.50 -0.43 -0.51 -0.97 -1.01 -0.72 -0.60
(-4.97) (-4.97) (-6.20) (-12.08) (-12.79) (-9.14) (-7.68)
M/B 1 2.08 1.72 1.62 1.52 1.83 1.41 1.44
(17.10) (16.19) (11.46) (9.08)  (6.07) (11.00) (13.98)
EBITDA/A 11 13.92 15.23 16.50 11.73 11.01 14.48 12.90
(19.30) (24.02) (26.40) (22.00) (21.70) (26.18) (24.16)
SIZE 14 -0.01 -0.03 0.00 0.02 -0.07 -0.09 -0.06
(-0.36) (-0.86) (-0.03) (-0.87) (-2.58) (-3.28) (-2.25)
PPE/A 1 11.50 11.19 10.15 9.43 8.83 8.87 9.17
(32.92) (36.22) (34.93) (33.04) (32.03) (31.19) (32.92)
R&D/A 1 9.76 8.27 9.77 8.09 10.14 8.28 10.00
(4.12) (3.98) (5.13) (4.42) (5.65) (4.76) (6.06)
RDD 4 -0.03 0.01 0.09 0.17 0.03 0.13 0.21
(-0.22) (0.11) (0.80) (1.56) 0.33) (1.16) (1.89)
R? 0.39 0.38 0.37 0.36 0.35 0.37 0.38
N 11,057 13,386 13,611 13,705 13,791 13,577 13,398
Firms 2,271 2,822 2,864 2,872 2,863 2,839 2,813
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INV/A;

t-5 t-3 t-1 to t+1 t+3 t+5
Panel E: Mean Values for Med M/B Portfolio
Hot 9.75 9.93 9.11 8.51 8.66 8.57 7.63
Other 8.12 7.96 7.81 7.79 7.67 7.27 6.77
t-value (difference) (6.36) (7.88) (5.16) (2.96) (4.09) (5.40) (3.74)
Panel F: Regression Analysis for Med M/B Portfolio
HOT, 0.44 0.51 0.44 0.55 0.47 0.70 0.50
(1.80) (2.45) (2.12) (2.88) (2.46) (3.75) (2.75)
HOT, 0.77 1.23 0.98 0.88 0.82 0.85 0.89
(3.49) (6.34) (4.69) (4.57) (4.48) (4.59)  (4.98)
HOT:.» 0.45 1.08 0.92 0.87 0.76 0.65 1.13
(2.00) (5.55) (4.59) (4.42) (4.07) (3.58)  (6.31)
Market; -0.48 -0.46 -0.99 -1.23 -0.89 -0.83 -0.65
(-5.54) (-5.68) (-12.41) (-15.81) (-11.48) (-11.87) (-9.59)
M/B 1 1.03 1.08 1.35 1.11 0.51 0.68 0.76
(12.94) (14.76) (15.74) (11.19) (3.21) (8.76) (11.26)
EBITDA/A 11 14.63 14.59 13.69 16.23 15.81 17.55 13.75
(23.84) (26.50) (26.64) (28.71) (28.34) (33.66) (29.17)
SIZE 14 -0.24 -0.23 -0.18 -0.21 -0.18 -0.15 -0.12
(-8.34) (-9.04) (-7.01) (-8.74) (-7.58) (-6.35) (-5.57)
PPE/A 1 13.75 13.28 13.41 13.23 12.74 12.00 12.27
(42.96) (45.46) (46.27) (48.29) (47.92) (45.91) (48.08)
R&D/A 4 14.19 6.89 6.78 9.03 10.58 11.73 10.19
(7.74) (4.77) (4.54) (6.08) (7.80) (9.44) (8.91)
RDD (.1 0.04 -0.18 0.20 0.10 0.18 0.28 0.24
(0.34) (-1.75)  (1.90) (1.05) (1.81) (2.97) (2.59)
R? 0.41 0.41 0.41 0.44 0.43 0.44 0.44
N 14,482 17,872 18,114 18,206 18,270 18,130 17,940
Firms 2,861 3,545 3,587 3,600 3,597 3,574 3,562
Panel G: Mean Values for High M/B Portfolio
Hot 9.32 8.70 8.13 8.61 9.13 7.78 7.08
Other 8.57 8.60 8.63 8.84 8.98 7.98 7.17
t-value (difference) (2.35) (0.30) (-1.59) (-0.77) (0.48) (-0.62) (-0.28)
Panel H: Regression Analysis for High M/B Portfolio
HOT; -0.12 -0.20 -0.27 0.45 1.11 0.36 0.33
(-0.40) (-0.71) (-1.08) (1.91) (4.47) (1.39)  (1.33)
HOT:.1 1.70 1.82 1.29 1.43 1.17 1.74 1.36
(5.87) (7.64) (4.93) (5.68) (5.01) (6.61) (5.90)
HOT, 1.45 0.73 0.71 0.48 0.61 0.38 -0.13
(5.14) (3.04) (2.82) (1.86) (2.47) (1.69)  (-0.56)
Market; -0.53 -0.58 -0.82 -1.28 -1.24 -1.29 -0.92
(-4.40) (-5.35) (-7.92) (-11.67) (-11.54) (-13.54) (-10.37)
M/B (1 0.51 0.59 0.51 0.44 0.33 0.43 0.44
(8.48) (11.08)  (9.55) (8.62) (6.48) (8.84) (9.44)
EBITDA/A 1 10.40 8.87 8.72 8.28 7.99 8.77 8.59
(16.00) (15.37) (15.66) (14.43) (13.77) (16.40) (17.20)
SIZE 4 -0.19 -0.24 -0.20 -0.19 -0.20 -0.12 -0.08
(-4.80) (-6.83) (-5.94) (-5.62) (-5.68) (-3.71) (-2.62)
PPE/A 1 17.78 18.57 17.74 18.48 19.52 16.46 14.05
(39.33) (46.43) (46.86) (47.22) (48.96) (45.09) (41.56)
R&D/A 4 9.30 7.62 4.67 4.16 5.32 5.56 4.58
(6.22) (5.91) (4.05) (3.51) (4.36) (5.63)  (4.80)
RDD .1 -0.33 -0.16 -0.46 -0.11 0.18 -0.23 -0.14
(-2.02) (-1.11) (-3.28) (-0.77) (1.21) (-1.68) (-1.07)
R? 0.45 0.45 0.47 0.49 0.49 0.47 0.45
N 7,713 10,138 10,235 10,265 10,299 10,266 10,246
Firms 1,748 2,297 2,315 2,325 2,322 2,312 2,308
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Table 13
Comparison of Hot and Cold Market Firms
For profitability , Panel A shows the mean value for hot-market d@herdirms and thé-value of their difference.

The time subscripgtdenotes the year relative to portfolio formatid®anel B reports the regression:
1 2 2 . 2 . 2 # 2 2 . 0 2 2 2., 2.,

Constant and SIC dummies are suppressed. Robtattstics are shown in brackets.

EBITDA/A
t t-5 t-3 t-1 t0 t+1 t+3 t+5
Panel A: Mean Values for Full Sample
Hot 12.81 10.76 10.70 10.61 10.46 10.02 8.80
Other 15.07 14.77 14.38 14.22 13.91 13.25 12.63
t-value (difference) (10.08) (17.11) (15.29) (14.93) (13.91) (12.87) (14.56)
Panel B: Regression Analysis for Full Sample
HOT; -4.02 -3.91 -2.62 -1.99 -1.64 -1.55 -2.06
(-16.75) (-18.13) (-12.26) (-9.14) (-7.53) (-7.17) (-9.06)
HOTw.1 -3.01 -3.43 -3.88 -3.61 -3.58 -2.54 -2.72
(-13.69) (-17.82) (-18.02) (-16.76) (-17.19) (-11.70) (-12.09)
HOT ¢, -1.80 -2.34 -3.16 -3.34 -3.36 -2.79 -2.57
(-8.12) (-11.96) (-15.71) (-15.43) (-16.10) (-13.13) (-11.26)
Market -1.80 -1.71 -2.48 -1.96 -1.44 -0.84 -0.12
(-20.77) (-20.95) (-31.81) (-24.48) (-18.55) (-10.92) (-1.44)
M/B (4 4.49 4.36 4.64 4.32 4.22 4.45 4.47
(77.39) (81.64) (83.53) (78.95) (79.65) (83.12) (77.64)
SIZE 4 0.61 0.71 0.66 0.70 0.72 0.80 1.05
(21.80) (26.78) (25.86) (27.45) (28.95) (32.18) (39.35)
PPE/A 1 7.01 7.71 8.53 8.81 9.29 10.10 10.62
(22.59) (26.52) (30.33) (30.90) (33.36) (36.23) (35.43)
R&D/A 4y -4255 -46.89 -4559 -49.62 -52.77 -50.81 -65.22
(-28.07) (-35.88) (-36.88) (-39.20) (-42.43) (-45.95) (-55.02)
RDD .1 -0.50 -0.48 -0.49 -0.51 -0.49 -0.37 -0.62
(-4.38) (-4.45) (-4.71) (-4.83) (-4.66) (-3.54) (-5.38)
R? 0.28 0.27 0.28 0.27 0.28 0.30 0.31
N 33,584 41,843 42,471 42,691 42,881 42,492 42,083
Firms 3,705 4,639 4,681 4,699 4,692 4,678 4,656
Panel C: Mean Values for Low M/B Portfolio
Hot 12.59 10.79 9.02 8.18 8.53 9.50 8.88
Other 12.50 11.87 10.65 9.97 10.08 10.54 10.32
t-value (difference) (-0.27)  (3.29) (3.74) (3.38) (3.19) (2.51) (3.45)
Panel D: Regression Analysis for Low M/B Portfolio
HOT, -2.32 -1.88 -1.27 -1.16 -0.94 -1.05 -1.31
(-6.19) (-5.82) (-3.06) (-2.32) (-2.10) (-2.70) (-3.32)
HOT, -1.41 -1.98 -3.32 -2.69 -1.42 -1.63 -2.15
(-4.03) (-6.89) (-8.40) (-6.33) (-3.12) (-4.10) (-5.17)
HOT ¢, -0.87 -1.29 -2.45 -2.63 -2.03 -1.72 -1.49
(-2.45) (-4.42) (-7.15) (-6.65) (-5.26) (-3.70) (-3.47)
Market ¢ -1.47 -1.33 -1.90 -1.34 -1.23 -0.62 0.01
(-10.85) (-11.19) (-14.55) (-10.08) (-9.81) (-4.84)  (0.04)
M/B 1 4.75 3.72 4.65 3.16 7.02 5.65 4.57
(30.93) (27.19) (21.45) (11.52) (14.68) (27.90) (25.14)
SIZE 14 0.29 0.34 0.39 0.45 0.35 0.54 0.98
(6.34) (8.41) (8.65)  (9.84) (8.28) (12.11) (19.77)
PPE/A 11 7.47 7.83 8.23 8.61 8.84 9.40 9.16
(15.94) (18.92) (17.94) (18.33) (20.45) (20.59) (18.03)
R&D/A 4 -22.97 -20.17 -26.90 -29.62 -24.26 -34.52 -54.64
(-7.16) (-7.12) (-8.80) (-9.78) (-8.53) (-12.28) (-18.17)
RDD .1 -0.70 -0.38 -0.49 -0.22 -0.08 -0.25 -0.47
(-3.83) (-2.40) (-2.77) (-1.24) (-0.47) (-1.41) (-2.30)
R? 0.21 0.18 0.18 0.18 0.20 0.20 0.21
N 11,172 13,546 13,790 13,882 13,960 13,732 13,529
Firms 2,271 2,822 2,864 2,872 2,863 2,839 2,813
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EBITDA/A

t-5 t-3 t1 t0 t+1 t+3 t+5
Panel E: Mean Values for Med M/B Portfolio
Hot 13.30 12.42 12.15 11.62 11.33 11.17 9.58
Other 14.78 14.38 14.14 14.00 13.77 13.15 12.63
t-value (difference) (4.83) (6.14) (7.17) (8.91) (8.39) (6.24) (8.67)
Panel F: Regression Analysis for Med M/B Portfolio

HOT, -2.97 -2.46 -1.71 -1.74 -1.34 -1.18 -1.97
(-8.71) (-7.91) (-6.54) (-6.84) (-4.90) (-4.10) (-6.30)

HOT, -1.88 -2.79 -2.04 -1.61 -2.24 -1.80 -2.12
(-6.10) (-9.65) (-7.66) (-6.31) (-8.56) (-6.37) (-6.84)

HOT ¢, -1.06 -1.60 -2.03 -2.39 -2.66 -1.84 -2.66
(-3.38) (-5.54) (-7.93) (-9.23) (-9.97) (-6.59) (-8.60)

Market ¢ -1.51 -1.48 -1.73 -0.78 -0.94 -0.73 0.01
(-12.44) (-12.41) (-17.09) (-7.65) (-8.55) (-6.91) (0.12)

M/B 1 4.29 4.04 3.14 2.00 3.93 4.54 4.82
(42.50) (39.55) (29.83) (15.97) (17.50) (40.43) (44.64)

SIZE 14 0.51 0.52 0.38 0.34 0.31 0.50 0.72
(12.76) (13.50) (11.68) (10.58) (9.23) (14.20) (18.91)

PPE/A 1 6.93 7.45 7.87 8.58 9.20 9.93 10.99
(15.65) (17.22) (21.52) (24.08) (24.65) (25.33) (25.29)

R&D/A 4 -27.88 -35.99 -21.43 -29.87 -34.33 -47.38 -66.01
(-10.92) (-16.93) (-11.34) (-15.36) (-17.99) (-25.75) (-34.77)

RDD .1 -0.39 -0.50 -0.05 -0.26 -0.33 -0.42 -0.46
(-2.43) (-3.21) (-0.38) (-1.97) (-2.39) (-2.88) (-2.85)

R? 0.23 0.19 0.20 0.2 0.19 0.24 0.28
N 14,633 18,063 18,325 18,422 18,500 18,367 18,183
Firms 2,861 3,545 3,587 3,600 3,597 3,574 3,562

Panel G: Mean Values for High M/B Portfolio
Hot 12.33 8.10 9.79 10.37 10.29 8.60 7.22
Other 19.07 19.37 19.94 20.52 19.44 17.10 15.71
t-value (difference) (12.74) (20.12) (19.37) (21.91) (18.02) (14.25) (12.99)
Panel H: Regression Analysis for High M/B Portfolio

HOT; -6.51 -6.71 -4.43 -4.39 -3.08 -2.58 -2.92
(-11.68) (-13.29) (-9.83) (-10.45) (-6.87) (-5.17) (-5.55)

HOT:.1 -5.36 -4.12 -5.25 -5.08 -5.85 -4.18 -3.93
(-10.33) (-9.49) (-11.05) (-11.40) (-14.10) (-8.27) (-8.04)

HOT 2 -2.91 -3.64 -3.56 -3.80 -4.67 -4.52 -3.18
(-5.75) (-8.31) (-7.78) (-8.18) (-10.48) (-10.45) (-6.37)

Market ¢ -2.25 -1.82 -2.58 -1.48 -1.18 -1.01 -0.56
(-10.32) (-9.12) (-1359) (-7.61) (-6.06) (-5.49) (-2.92)

M/B (4 3.58 3.36 3.06 212 212 3.36 3.62
(36.80) (37.76) (34.05) (24.57) (23.55) (38.93) (40.25)

SIZE 4 0.89 1.09 0.90 0.86 1.07 1.30 1.50
(12.58) (17.20) (14.81) (14.36) (17.35) (21.19) (23.93)

PPE/A 1 5.09 6.68 8.55 8.00 9.05 10.28 11.05
(6.25) (9.17) (12.35) (11.50) (12.61) (14.65) (15.42)

R&D/A 4 -54.78 -58.76  -61.99 -61.02 -63.22 -53.03 -66.10
(-21.38) (-26.26) (-31.34) (-31.19) (-30.63) (-30.19) (-35.02)

RDD (.1 0.28 0.23 -0.25 -0.18 -0.19 0.07 -0.84
(-0.94) (-0.86) (-0.98) (-0.70) (-0.71) (-0.27)  (-2.99)

R? 0.38 0.37 0.38 0.35 0.34 0.38 0.40
N 7,779 10,234 10,356 10,387 10,421 10,393 10,371
Firms 1,748 2,297 2,315 2,325 2,322 2,312 2,308
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For the change in leverage -

Table 14
Reversal of Market Timing Effects for M/B Portfolios

_, Panel A shows the mean value for hot-market dnérdirms and thé-value of their

difference. The time subscriptlenotes the year relative to portfolio formatidtanel B reports the regression:

- 1 2 2 . 2 .,2 #/, 2 2 ) , 2 2 2, 2
Constant and SIC dummies are suppressed. Rbbtadistics are shown in brackets.
Change in Book Leverage D/A; - D/A.1
t t-5 t-3 t-1 to t+1 t+3 t+5
Panel A: Mean Values for Full Sample
Hot -11.06 -6.28 -5.76 -5.59 -5.32 -5.13 -4.33
Other 0.19 0.38 0.32 0.47 0.48 0.43 0.63
t-value (difference) (53.70) (34.24) (30.17) (30.02) (27.57) (25.88) (22.48)
Panel B: Regression Analysis for Full Sample

HOT; -6.72 -6.59 -6.30 -6.23 -6.09 -5.83 -5.35
(-28.31) (-32.40) (-30.36) (-29.81) (-28.35) (-26.74) (-24.11)

HOT.1 1.78 1.76 1.26 1.08 1.01 0.79 0.7
(8.20) (9.70)  (6.05) (5.24) (4.92) (3.65) (3.18)

HOT 2 0.6 0.60 0.93 1.09 0.76 1.05 0.51
(2.98) (3.31) (4.78) (5.24) (3.68) (4.92) (2.31)

Market; -0.12 0.07 0.12 -0.02 0.02 0.09 -0.09
(-1.49) (0.93) (1.67) (-0.30) (0.28) (1.26) (-1.17)

M/B 11 0.06 0.07 0.06 -0.09 -0.16 -0.32 -0.09
(1.07)  (1.36)  (1.03) (-1.56) (-2.83) (-5.49) (-1.55)

EBITDA/A 1 -3.68 -4.56 -1.67 -1.44 -1.92 -0.58 -4.03
(-6.62) (-9.28) (-3.45) (-2.93) (-3.92) (-1.14) (-7.63)

SIZE 11 -0.02 -0.08 -0.03 -0.05 -0.07 -0.07 -0.13
(-0.87) (-3.41) (-1.51) (-2.10) (-2.77) (-2.99) (-4.90)

PPE/A 1 0.62 0.58 0.53 0.62 0.88 1.12 1.51
(2.05) (2.12) (1.93) (2.24) (3.16) (3.95) (5.07)

R&D/A 4 4.20 5.25 -1.63 1.02 3.60 0.35 1.60
(2.76) (4.17)  (-1.33) (0.81) (2.85) (0.31) (1.32)

RDD 4 -0.24 -0.15 -0.22 -0.23 -0.20 -0.37 -0.29
(-2.13)  (-1.53) (-2.21) (-2.30) (-1.96) (-3.55) (-2.61)

dhigh 5.76 5.28 5.39 591 6.18 6.87 7.83
(23.00) (23.14) (24.25) (27.01) (29.10) (34.88) (43.67)

diow -3.43 -3.54 -3.28 -3.13 -3.43 -3.08 -3.21
(-10.21) (-12.02) (-10.89) (-10.12) (-10.94) (-9.68) (-9.55)

R? 0.05 0.05 0.05 0.05 0.05 0.05 0.07
N 33,604 41,868 42,502 42,730 42,920 42,524 42,131
Firms 3,705 4,639 4,681 4,699 4,692 4,678 4,656

Panel C: Mean Values for Low M/B Portfolio
Hot -11.67 -7.47 -6.23 -3.47 -2.64 -4.90 -4.11
Other -0.03 0.24 0.16 0.33 0.89 0.52 0.70
t-value (difference) (31.70) (21.96) (15.90) (8.26) (7.54) (12.99) (11.97)
Panel D: Regression Analysis for Low M/B Portfolio

HOT; -7.58 -6.80 -6.62 -3.67 -3.50 -5.28 -4.87
(-18.06) (-18.24) (-15.85) (-7.81) (-7.52) (-12.60) (-12.07)

HOT.1 2.22 2.20 1.48 1.70 0.75 1.26 0.92
(5.68) (6.65) (3.76) (4.28) (1.60) (2.94) (2.16)

HOT 1.32 1.05 1.82 1.81 1.29 1.44 1.45
(3.35) (3.14) (5.32) (4.85) (3.10) (2.89) (3.30)

Market; 0.07 0.24 0.31 0.16 -0.04 -0.03 -0.05
(0.52) (1.75) (2.38) (1.31) (-0.35) (-0.28) (-0.37)

M/B 11 -0.59 -0.60 -0.86 -1.56 -4.95 -1.79 -1.08
(-3.26) (-3.61) (-3.82) (-5.95) (-9.78) (-7.92) (-5.55)

EBITDA/A 1 -1.63 -2.93 -0.02 1.02 -1.50 -2.23 -5.16
(-1.50) (-2.93) (-0.02) (1.21) (-1.77) (-2.27) (-5.04)

SIZE 11 -0.02 -0.17 -0.08 -0.08 -0.07 -0.25 -0.25
(-0.56) (-3.55) (-1.81) (-1.83) (-1.57) (-5.19) (-4.96)

PPE/A 1 0.48 0.19 1.31 0.57 0.07 0.97 1.36
(0.92) (0.40) (2.82) (1.29) (0.16) (1.95) (2.58)

R&D/A 11 -2.63 1.30 491 4.59 13.13 8.11 -2.97
(-0.73)  (0.40) (1.60)  (1.61)  (4.29) (2.65) (-0.96)

RDD .1 -0.37 -0.21 -0.15 -0.10 0.02 -0.50 -0.58
(-1.81) (-1.20) (-0.86) (-0.63) (0.11) (-2.62) (-2.79)

dhigh 5.97 451 5.05 4,92 7.85 7.21 8.46
(13.53) (10.10) (11.52) (11.86) (20.91) (20.55) (26.99)

diow -3.44 -3.90 -2.71 -3.09 -3.71 -4.73 -4.59
(-6.15) (-7.87) (-5.55) (-6.50) (-7.25) (-8.19) (-7.19)

R? 0.07 0.06 0.06 0.04 0.07 0.07 0.09
N 11,183 13,558 13,806 13,894 13,970 13,749 13,550
Firms 2,271 2,822 2,864 2,872 2,863 2,839 2,813
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Change in Book Leverage D/A; - D/A.1

t-5 t-3 t-1 t0 t+1 t+3 t+5
Panel E: Mean Values for Med M/B Portfolio

Hot -10.13 -5.99 -5.62 -5.33 -5.72 -5.64 -5.08

Other 0.32 0.51 0.63 0.79 0.25 0.32 0.46
t-value (difference) (32.52) (22.22) (21.28) (20.60) (19.90) (19.40) (17.28)

Panel F: Regression Analysis for Med M/B Portfolio

HOT; -5.57 -6.74 -6.59 -6.36 -6.14 -6.06 -5.82
(-15.14) (-22.14) (-21.91) (-20.62) (-19.89) (-19.42) (-17.85)

HOT.1 1.46 2.20 1.25 0.82 1.01 0.65 1.13
(4.42) (7.79) (4.10) (2.65) (3.43) (2.13) (3.51)

HOT 0.52 0.60 0.94 1.10 0.94 0.82 0.44
(1.56) (2.13) (3.23) (3.51) (3.13) (2.71) (1.40)

Market; -0.23 0.03 0.20 -0.22 -0.09 0.11 -0.25
(-1.77) (0.33) 1.77) (-1.84) (-0.78)  (1.02) (-2.12)

M/B 11 -0.16 -0.13 0.24 0.35 0.80 -0.82 -0.30
(-1.37)  (-1.28)  (1.97) (2.24) (3.15)  (-6.37) (-2.52)

EBITDA/A 11 -3.48 -3.69 -0.45 -2.15 1.58 1.63 -5.05
(-4.13) (-4.56) (-0.60) (-2.35) (1.75) (1.86) (-5.92)

SIZE 11 -0.07 -0.09 -0.10 -0.08 -0.02 0.00 -0.05
(-1.66) (-2.36) (-2.65)  (-2.20) (-0.46)  (-0.10)  (-1.29)

PPE/A 4 1.28 0.81 0.34 0.34 1.41 1.50 1.93
(2.68) (1.92) (0.80) (0.79) (3.31) (3.46) (4.19)

R&DI/A 4 9.76 7.06 1.20 6.00 7.92 5.26 8.11
(353) (3.35) (0.55) (6.96) (3.63) (2.53) (3.94)

RDD .1 0.03 -0.05 0.01 -0.07 -0.32 -0.15 -0.17
(0.19) (-0.35) (0.06) (-0.49) (-2.09) (-0.97) (-1.02)

high 5.54 4.97 4.85 5.53 5.34 6.36 6.91
(15.81) (16.34) (16.85) (19.12) (18.75) (23.78) (27.42)

diow -3.88 -3.93 -3.93 -3.37 -3.29 -2.50 -2.91
(-6.71) (-7.44) (-7.13) (-5.53) (-5.56) (-4.24) (-4.83)

R? 0.06 0.07 0.06 0.06 0.06 0.07 0.08
N 14,368 18,070 18,335 18,349 18,518 18,378 18,205
Firms 2,861 3,545 3,587 3,600 3,597 3,574 3,562

Panel G: Mean Values for High M/B Portfolio

Hot -11.79 -5.38 -5.62 -6.84 -6.20 -4.50 -3.25

Other 0.25 0.34 -0.02 0.08 0.34 0.51 0.83
t-value (difference) (28.57) (14.73) (14.42) (19.16) (16.69) (11.65)  (8.86)

Panel H: Regression Analysis for High M/B Portfolio

HOT, -7.48 -5.88 -5.37 -6.76 -6.79 -5.39 -4.73
(-15.64) (-14.14) (-13.16) (-17.45) (-16.39) (-12.09) (-10.12)

HOT.1 2.01 0.78 0.99 1.11 1.48 1.38 0.36
(451) (2.21) (231) (2.70) (3.84) (3.05)  (0.83)

HOT 0.08 0.18 0.04 0.37 0.39 1.05 -0.06
(0.20) (0.50) (0.10) (0.88)  (0.96)  (2.73)  (-0.15)

Market; -0.05 0.14 -0.37 -0.26 0.21 0.33 0.24
(-0.28) (0.86) (-2.15) (-1.45) (1.19)  (2.04)  (1.42)

M/B 11 0.28 0.31 0.23 0.16 0.01 -0.28 -0.13
(3.10) (3.88) (2.63) (1.89) (0.06) (-3.37) (-1.49)

EBITDA/A 1 -4.92 -6.27 -3.22 -1.75 -2.88 -1.60 -1.69
(-4.91) (-7.22) (-3.47) (-1.85) (-2.96) (-1.72) (-1.77)

SIZE 11 -0.03 -0.04 0.06 0.02 0.03 -0.01 -0.14
(-0.52) (-0.78)  (1.15) (0.32) (0.55)  (-0.16)  (-2.53)

PPE/A 4 -0.26 -0.15 -1.26 0.20 -0.47 -0.08 0.96
(-0.38) (-0.25) (-2.02) (0.32) (-0.71)  (-0.13) (1.50)

R&DI/A 4 2.55 3.42 -5.15 -1.65 -0.99 -4.71 0.24
(1.12) (1.78)  (-2.69) (-0.85) (-0.49) (-2.75) (0.13)

RDD 1 -0.51 -0.32 -0.47 -0.37 0.15 -0.35 -0.02
(-2.04) (-1.46) (-2.06) (-1.57) (0.65)  (-1.49)  (-0.09)

high 7.35 8.67 9.13 9.68 9.39 9.53 10.41
(10.75) (14.48) (14.73) (15.14) (15.03) (17.16) (21.94)

diow -3.11 -3.03 -3.25 -3.03 -3.61 -2.53 -2.79
(-4.91) (-5.68) (-5.86) (-5.40) (-6.47) (-4.83) (-5.09)

R? 0.05 0.07 0.07 0.08 0.08 0.08 0.08
N 7,783 10,240 10,361 10,397 10,432 10,397 10,376
Firms 1,748 2,297 2,315 2,325 2,322 2,312 2,308
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