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ABSTRACT 

 

This paper studies the effect of market timing on the capital structure of firms for a sample of 

seasoned equity offerings (SEOs).  Organizing the sample by SEO event time, I use a “hot” market 

timing measure similar to Alti (2006) to show that hot-market firms initially issue more seasoned 

equity than their cold-market counterparts and have lower investment rates than their cold-market 

counterparts, but that these differences becomes insignificant within three years following the SEO 

issue.  The results of sub samples sorted on the market-to-book ratio show that market timing effects 

are caused by high market-to-book firms, as low and medium market-to-book firms show little 

evidence of market timing effects. Organizing the sample into a data window around sorting on the 

market-to-book ratio, shows an asymmetric characteristic where market timing decreases leverage 

while the market-to-book ratio is increasing, but then leverage rapidly reverts to the mean as the 

market-to-book ratio declines (but does not go above the mean).  Under the interpretation that the 

market-to-book ratio reflects expected growth opportunities, the results of the paper are consistent 

with the Berens and Cuny (1995) growth model of capital structure. 
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Introduction 

  

 Timing of equity offerings is an important factor in firms’ capital structure decisions.   

Empirical studies show that firms tend to issue equity when the cost of equity appears to be low 

relative to the mean.    Since their market valuation is high, these issues are followed by long-run 

underperformance.  Most direct tests of market timing are based upon the positive relation between 

firms’ market valuation, as proxied by the market-to-book ratio, and their equity issuance. This 

tendency toward timing markets is confirmed by direct surveys of financial managers [e.g. Graham 

and Harvey (2001), Bancel and Mittoo (2004)].   

 While it is generally accepted that managers try to time markets when issuing equity, an 

ongoing question is the long-term impact of market timing on capital structure.  Empirical studies of 

the speed of mean reversion toward a target leverage ratio vary widely in their predictions of the 

persistence of changes in capital structure.  The persistence of market timing effects has profound 

implications; a high persistence of market timing effects implies that leverage targets are not very 

important and, by extension, capital structure policy has little impact on the value of the firm.  Baker 

and Wurgler (2002) examine the persistence of IPO equity issues upon capital structure, using an 

external financing weighted average of the market-to-book ratio to measure market timing effects, 

asserting that the persistence of market timing extends beyond 10 years.  In contrast, Alti (2006) 

examines the persistence issue of IPO effects, using a “hot-market” dummy variable to measure the 

effect of market timing on the book leverage ratio, and finds that that IPOs have only short-term 

market timing effects that are completely reversed within two years after the IPO. 

 In this paper, I focus upon the financing of seasoned equity offerings (SEOs) to examine 

market timing and its effects upon capital structure, using a hot-market timing measure similar to Alti 

(2006).  While most research on market timing focuses upon the initial public offering (IPO) market, 

I examine the seasoned equity offering (SEO) market for several reasons.  First, much of the 

empirical literature that examines the persistence of capital structure specifically excludes IPO data 

because IPOs are one-time events, and so it is important to determine the contribution of SEO market 

timing towards the persistence of capital structure.  Second, the SEO market represents a view into 

the capital structure policy of ongoing firms, complementing studies of capital structure that examine 

the determinants and theories of capital structure.  Finally, secondary financial markets represent 

most of the financing activity of firms and so the influence of the SEO market is economically 

significant.  Hence, the examination of an SEO sample provides valuable insight into how market 

timing affects long-range financial policy. 

 I use a “hot-market” dummy variable in the manner of Alti (2006) to measure the effects of 

SEO market timing, characterized by whether the SEO takes place in a hot issue market.  The 

rationale for this market timing measure is that firms will tend to issue more equity in markets where 
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the cost of capital is perceived to be low.  As discussed in Alti (2006), this market timing measure 

has econometric advantages in that it does not pick up firm-level characteristics, being instead a 

function of market conditions.  The hot-market dummy variable avoids the confounding firm-level 

effects associated with the commonly used market-to-book ratio. 

 Examining the data sample organized in SEO event time, I find a substantial hot-market 

effect on the amount of equity issued by SEO firms.  The average SEO for cold-market firms 

amounts to 23.87% of pre-SEO book assets, compared to 38.88% for hot-market firms.  Consistent 

with the findings of Alti (2006), the hot-market effect is largely orthogonal to other factors known to 

affect equity issues, meaning that the size and significance of the hot-market dummy coefficient does 

not greatly change in the presence of control variables for industry and firm level effects.   Thus, 

focusing upon market conditions by means of a hot market dummy variable is effective in detecting 

market timing behavior.  However, in marked contrast to the Baker and Wurgler (2002) and Alti 

(2006) results for IPOs, I find that the weighted average market timing measure of Baker and 

Wurgler (2002) has negligible effects for SEOs. 

 Hot and cold-market firms do not differ greatly in pre-SEO book leverage levels, so avoiding 

financial distress does not appear to be the motivation for issuing more equity in hot markets.  The 

negative impact of market timing on book leverage declines in the years following SEO issuance.  

Within three years after the SEO event, the effects of market timing become insignificant, suggesting 

that market timing has only a temporary impact on the capital structure policy of the firm.  Similarly, 

hot-market firms make lower investments and have lower profitability than cold-market firms, but 

these differences again become insignificant within three years of the SEO. 

 In addition to looking at market timing in the overall SEO event time sample, I examine sub 

samples of firm portfolios formed on the market-to-book ratio to show how the financial strength of 

the firm influences the impact of market timing and the determinants of capital structure.  Leary and 

Roberts (2005) examine market timing for an IPO sample and find that the market timing effects are 

generally similar for high, medium and low book-to-market, but that that the effects are greatest for 

high market-to-book.  Kayhan and Titman (2007) examine a sample that excludes IPOs and find that 

the speed of reversion to target leverage varies significantly among portfolios formed on the market-

to-book ratio.  Thus, under the interpretation that the market-to-book ratio reflects expected growth 

opportunities, the persistence of capital structure seems to vary with the expected growth for the firm. 

 I find that the impact of market timing is very different for high and low market-to-book 

portfolios formed on the �� � ratio.  I test both the full sample, and sub samples sorted on the 

�� � ratio.  The results from sorts on the�� � ratio show that the results for the overall datasets are 

dominated by the results of the high �� � sub sample.  So while most of the previous research uses 

overall samples, such results may not represent the majority of firms.  That is to say, low and 

medium �� � firms do not exhibit strong marketing timing effects.  This is an issue explored 
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throughout this paper.  The amount of equity issued by low and medium �� � firms is mostly 

influenced by general market conditions and firm specific determinants, with little difference 

between firms in hot or cold markets, whereas the level of equity issued by high �� � firms is 

strongly affected by market timing. 

  

 In order to test the effects of cyclical changes in the market-to-book ratio and the associated 

implications for expected growth, I also organize the dataset into an 11-year data window (from time 

� �-  to � �+ ) around the time of sorting into portfolios on the basis of the market-to-book ratio (at � � ), 

as shown in Figure 2. This 11-year data window includes many observations outside of the SEO 

event window previously examined, thereby reflecting non-issuers of SEOs and so providing a 

perspective of the broader market.  The 11-year window results are generally consistent with the 

results from the SEO event time interval; hot-market firms exhibits strong market timing effects as 

evidenced by a decrease in book leverage in the SEO issue year, followed by increases in book 

leverage in the years after the SEO, and hot-market firms also exhibit persistently lower earnings.  

However, a noteworthy difference is that hot-market firm exhibit persistently higher investment 

levels than non-issuers of equity. 

 Examination of the 11-year data window shows the effects of cyclical variation in the 

market-to-book ratio upon the market timing behavior of firms. 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 corporate finance research is closely related to 

the ��� ��  equity ratio used in asset pricing research, forming portfolios upon the �� � ratio 

creates a natural experiment to examine if there are cyclical market-to-book effects between leverage 

and market timing.  This data window shows that the sub sample of hot-market firms with a high 

�� �  ratio have significantly lower book leverage levels during the interval when the market-to-

book ratio is increasing (� �-  to � � ), with this difference becoming insignificant thereafter as the 

�� � ratio reverts to the mean.   Hot-market firms in the sub samples of low and medium 

�� � firms show no significant difference in book leverage level.  These results show an asymmetric 

characteristic where increases in the�� � ratio are associated with market timing that reduces book 

leverage levels below the long-term mean, and then leverage rapidly reverts to the mean when the 

�� � ratio is declining (but does not go above the mean).  Under the common interpretation that the 

�� � ratio reflects growth opportunities, these results suggest that market timing is a characteristic 

of firms with increasing growth opportunities, consistent with the Berens and Cuny (1995) growth 

model of capital structure that predicts that high-growth firms will have a lower target leverage level 

than low-growth firms because growth increases the value of equity relative to debt. 
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 The results of this paper indicate that neither transaction cost theory nor pecking order theory 

can explain the observed persistence of market timing. Similar to the Alti (2006) results for IPOs, the 

results of this paper for SEOs show that hot-market firms more actively increase their book leverage 

levels in each year following SEO issuance than do cold-market firms; as argued by Alti, this implies 

that high capitalization transaction costs are not the reason that hot-market firms choose to decrease 

leverage by means of the SEO.  Furthermore, the evidence of an active increase of leverage level 

following SEO issuance is also contrary to the pecking order theory because hot-market firms exhibit 

persistently lower investment than cold-market firms, inferring that need for investment capital does 

not drive the observed market timing behavior. Market timing plays a significant role in secondary 

equity financing activity, but these effects reverse rapidly in the period following the SEO.  The 

results do not support the view of Baker and Wurgler (2002) that capital structure is the cumulative 

outcome of past market timing activities. 

 In conclusion, the results of this paper have two main implications.  First, the results support 

the existence of a target leverage level in keeping with a dynamic form of the trade-off theory of 

capital structure, for capital structure may temporarily vary from the long-term target leverage level 

to reflect current conditions but thereafter reverts to the target.  Second, observed market timing 

behavior is consistent with the growth model form of the trade-off theory, as market timing by firms 

is confluent with increasing growth opportunities.   

 

 The remainder of the paper is organized as follows.  Section 1 provides an overview of 

previous research on market timing and the related implications of capital structure theories.  Section 

2 describes the dataset organized in SEO event time.  Section 3 examines the SEO event time data 

and presents the empirical analysis of market timing and its impact on capital structure.  Section 4 

describes the dataset organized into an 11-year window around the time of sorting on the market-to-

book ratio.  Section 5 examines the 11-year data window to show the cyclical effect of variation in 

market-to-book ratio upon market timing.  Section 6 concludes. 

 

1. Overview of Market Timing Literature and Capital  Structure Models 

There is considerable empirical evidence of market timing.  Taggart (1977), Marsh (1982), 

Jalilvand and Harris (1984), and Asquith and Mullins (1986) examine market timing from the 

perspective of past stock returns.  More recent studies such as Rajan and Zingales (1995), Jung, Kim, 

and Stulz (1996), Pagano, Panetta, and Zingales (1998), Hovakimian , Opler, and Titman  (2001), 

and Leary and Roberts (2005)  focus on the market-to-book ratio to capture market timing.  These 

studies show that firms tend to issue equity when their market valuation is high relative to book 

values. 
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 Interpreting the results of such studies is difficult because of the confounding effects of other 

determinants of financing policy.  A related thread of research examines the effects of overvalued 

equity sales by analyzing stock returns subsequent to equity issuance.  Ritter (1991) and Loughran 

and Ritter (1995) show that IPOs and SEOs under perform in the long run.  Ritter (1991) shows that 

this under performance is more pronounced for hot-market IPOs, while Rajan and Servaes (1997) 

shows more pronounced under performance where analysts previously forecast high growth.  These 

results support the use of hot and cold markets as a measure of market timing.  Survey evidence by 

Graham and Harvey (2001) for American financial managers and Bancel and Mittoo (2004) for 

European financial managers demonstrates that market timing is an important factor in corporate 

financing decisions. 

 The influential study of Baker and Wurgler (2002) represents market timing as a weighted 

average of a firm’s past market-to-book ratio, where the weighting is a function of external equity 

versus debt financing.  If firms issue more equity when the market-to-book ratio is high, then this 

external finance weighted average is negatively related to leverage.  The Baker and Wurgler measure 

of timing suggests that the influence of market timing extends past 10 years.  However, an 

econometric criticism of the weighted average measure is that it confounded by the many other 

factors that influence the market-to-book ratio, such as macroeconomic conditions and the firm’s 

technology and growth prospects.  Technology firms, for example, may tend to issue equity when 

their market-to-book ratio is high regardless of market timing issues, or keep leverage levels low 

even if immediate growth prospects are low in order to maintain future financial flexibility. 

 In a recent study, Kayhan and Titman (2007) decompose the external finance weighted 

average of Baker and Wurgler (2002) to show that its persistence effect is due to the covariance 

between the past mean of the firm’s market-to-book ratio and the firm’s external financing.  Thus, 

the Baker and Wurgler measure likely reflects the persistence of the market-to-book ratio more than 

market timing efforts.  Kayhan and Titman examine a sample that excludes IPOs to show that the 

past history of the firm is related to the current leverage level, but that leverage levels tend to revert 

to a target value over the long-term.  Similarly, Leary and Roberts (2005) present empirical evidence 

that firms tend to rebalance leverage back to previous levels following IPOs.  Leary and Roberts find 

similar results among portfolios sorted on the market-to-book ratio, though high market-to-book 

firms tend to issue more equity initially.  These more recent results argue against long-term 

persistence of market timing influence upon capital structure. 

 There are two main classes of theoretical models of market timing.  In the first, mispricing of 

equity by the market, either real or simply perceived by the issuer, provides an opportunity for the 

firm to issue more equity at overvalued prices.  Under this model, hot markets are times of high 

valuation relative to fundamentals, and this leads to a high incidence of equity issues from both IPOs 

and SEOs.   A second type of theoretical model is based upon the adverse selection scenario of 

Myers and Majluf (1984).  In such models, investors and managers are both rational, but market 
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timing opportunities reflect the degree of asymmetric information.  Under this model, hot markets 

reflect periods of low information asymmetry and therefore low adverse selection costs for issuers of 

equity.   

 Empirical research generally supports the view that market timing effects are eventually 

reversed as the firm’s leverage level reverts to a target level.   Theory suggests that the reversal of 

market timing effects could be implemented by firms in two ways.  The first way is that firms 

actively increase their leverage levels to return to their target leverage level, consistent with a 

dynamic form of the trade-off theory where leverage may deviate from the optimal target in the 

short-term to reflect transient conditions but reverts to the target over the long-term.  The second way 

is that firm characteristics change in a manner so that the firm’s target leverage shifts to realign with 

the actual leverage level, consistent with the transaction cost theory. 

 Transaction cost theory says that issuing capital is a costly process with high fixed costs that 

discourage continuous adjustment of leverage levels.  Such models imply that firms will tend to issue 

capital in discrete amounts that will cause firms to oscillate over or under their long-term target 

leverage level.  Under this scenario, firms that issue a large SEO may appear to be under-leveraged 

according to standard control variables, but this under-leverage position may actually be an optimal 

strategy when transaction costs are considered.  Firms may issue a large SEO and then wait for 

changing conditions to effect mean reversion to the target leverage level. 

 The two main competing models of capital structure are the pecking order theory and the 

trade-off theory; these two models imply some degree of market timing effects because firms will 

issue more equity when it has a low cost relative to debt, but they make differing predictions as to 

how capital structure changes following market timing.  The pecking order theory postulates that 

firms normally raise capital for new investment by first using retained earnings in order to minimize 

asymmetric information costs and then, if the firm is in a financial deficit situation such that retained 

earnings are insufficient to implement investment policy, it will usually issue debt before equity.  

Thus, following market timing by the firm to take advantage of low information asymmetry costs, the 

pecking order theory implies that the firms will change its capital structure in a manner that reflects 

its financial deficit for investment.  In contrast, the trade-off theory implies that the firm will revert to 

an optimal, or target leverage level following market timing by actively issuing debt to revert to the 

target in reflection of the long-term costs and benefits of debt versus equity. 

 The trade-off theory of capital structure may be thought of as a class of general equilibrium 

models that balance the benefits and costs of debt, with various forms that produce generally 

consistent predictions.  The most often discussed form is the static trade-off model, which examines 

the benefits of the tax shield of debt interest versus the probable costs of financial distress.  However, 

a short-coming of standard trade-off models is that the probability of financial distress is simply not 

great enough to explain the observed low levels of corporate debt.  But the growth model presented 

by Berens and Cuny (1995) shows that growth of future cash flows has a major impact upon the 
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optimal or target leverage ratio, since firm value reflects the benefit of future cash flow growth while 

the tax shield benefit of current debt does not.  The growth model implies that market timing effects 

should be seen for firms with increasing growth opportunities because their optimal leverage level is 

decreasing, but that such effects should fade as the firms’ growth rates revert to the mean. 

 The hot markets measure of market timing may be influenced by general market conditions.  

That is to say, market conditions may be important for both hot and cold market SEOs.  To control 

for this, this paper uses a market dummy variable which equals one when the issuance of SEOs is 

above the long-term median in the current year.  I find that general market conditions are indeed an 

important influence, but this control variable does not alter the general results showing the presence 

of market timing effects as represented by the significance of the hot-market SEO dummy at the firm 

level.  Similarly, results are robust to the inclusion of 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 equity offerings (SEOs) from the Compustat  

database for the period 1971 to 2005.  I require firms to have financial statement data in the SEO 

issue year and in the two preceding years.   Firms in the financial sector are excluded from the 

sample because their capital structure is typically different from other firms in the sample. I also 

exclude firms with book values of assets below $10 million.  Firm-year observations that are outliers 

are dropped, as described below. 

 Secondary equity issues (SEO) are identified from the statement of change in cash flows as 

reported in Computstat, following the method of Hovakimian, Opler, and Titiman (2001)1 to define 

an SEO event as the annual net of sale of stock less the purchase of stock.  Table 1 shows the 

construction of the SEO dataset using the exclusions and conditions described above.  The resultant 

dataset has 10,746 SEO events, and a data window from time � �-  to � �+  has 114,026 firm-year 

observations. 

 

*************************************************** ****************************** 
 

Insert Table 1 
 

*************************************************** ****************************** 
 

                                                 
1 A firm is defined as issuing an SEO when net equity issued for cash divided by the book value of assets 
exceeds 5% (i.e. equity issued when (Compustat Annual Item 108 – Compustat Item 115) / Compustat Item 6 > 
5%). 
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 Variable definitions are as follows.  Book debt, D , is defined as total liabilities (Compustat 

Annual Item 181) and preferred stock (Item 10, replaced by the value of preferred stock (Item 56) 

when missing, minus deferred taxes (Item 35) and convertible debt (Item 79).  Book equity, E , is 

defined as total book assets A (Item 6) minus book debt.  Book leverage, /D A , is defined as book 

debt divided by total assets.  Firm-year observations where book leverage exceeds 100% are dropped 

to eliminate negative equity conditions and bankruptcy conditions.  Market-to-book ratio, /M B , is 

book debt plus market equity (common shares (Item 25) times share price (Item 199) divided by total 

book assets.  I drop observations for which /M B exceeds 10.0. 

 Net equity issues, /e A, is sales of stock less repurchase divided by total assets ( (Item 108 – 

Item 115) / Item 6), taken to be an SEO event when this value exceeds 5%.  Net debt issues, /d A , is 

the change in book debt.  New retained earnings, /RE AD , is the change in retained earnings.  

Profitability is proxied by /EBITDA A, which is earnings before interest, taxes, and depreciation 

(Item 13).  SIZE is the logarithm of net sales (Item 12) in millions of 2000 dollars. Tangible assets, 

/PPE A, is defined as plant property, and equipment (Item 8).  Research and development expense 

(Item 46), & /R D A, is replaced with zero when missing; dummy variable RDD is assigned a value 

of one when Item 46 is missing.  /INV A is capital investment expenditures (Item 128).  /DIV E is 

common dividends (Item 21) divided by book equity.  /CASH Ais cash and short-term investments 

(Item 1).  The variables /d A , /e A, /RE AD , /EBITDA A, /PPE A, & /R D A, /INV A, and 

/CASH A are normalized by total assets. 

 Table 2 summarizes firm characteristics in SEO time.  All variables except /M B and SIZE 

are shown in percentage terms.  I define the SEO year as the year in which the SEO takes place.  

Year SEO + k is the thk fiscal year after the SEO.  The characteristics shown in Table 2 are 

consistent with the results of previous studies.  Book leverage declines in the SEO year, and 

increases thereafter.  Cash balance increases with the infusion of new capital in the SEO, and 

declines thereafter. 

 

*************************************************** ****************************** 
 

Insert Table 2 
 

*************************************************** ****************************** 
 

2.2 Definition of Hot and Cold Markets 

 I define hot and cold markets similar to the method of Alti (2006), on the basis of annual 

SEO volume.  I use the Compustat data to determine the number of SEOs for each year in the period 

1971 to 2005.  Since the number of firms in the Compustat database has varied over time, I detrend 

the annual SEO volume by the number of firms in the database.  Hot (cold) years are then defined as 

those above (below) the median of the distribution of SEOs across all years in the sample.  For each 
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SEO in the sample, the dummy variable tHOT is assigned a value of one if the firm makes a 

secondary equity offering in a year where issuance level is above the median. 

 Figure 1 plots the detrended SEO volume from 1971 to 2005.  The horizontal line is the 

median.  As the figure illustrates, there is considerable variation between hot and cold years in terms 

of SEOs. 

 

*************************************************** ****************************** 
 

Insert Figure 1 
 

*************************************************** ****************************** 
 

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

SEO market timing captures different information than the market-to-book ratio. 

 

 

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

Structure 

 This section examines the issue of market timing using a dataset sorted and organized around 

SEO issue events.  The effects of market timing are explored in SEO time.  This dataset has the 

advantage of focusing on the SEO event proper, but such a dataset excludes data observations that 

are distant from the time of an equity issue.  In a later section, I will also examine an alternative, 

broader dataset that includes observations outside the SEO event window. 

 

3.1 The Influence of Hot Markets 

 In the context of SEOs, market timing has two main implications.  First, firms are more 

likely to issue equity when managers perceive market conditions to be favourable.  That is to say, 

when equity prices in the market are relatively high, as proxied by a high �� � ratio.  Second, firms 

are likely to issue more equity in favourable markets versus unfavourble markets.  I use the 

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

implication. This section examines the evidence for the second implication by examining the relative 

amounts of equity issued by hot- and cold-market issuers of SEOs. 

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

Panel A.  Two measures of the amount of equity are shown.  The first, � �� � , gives the amount of 

equity issued divided by assets at the fiscal year-end of the issuing year. The second, 
� �� � - , gives 

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

21.70% versus 15.85% for hot- and cold-market firms respectively.   

 

*************************************************** ****************************** 
 

Insert Table 3 
 

*************************************************** ****************************** 
 

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

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

column shows that hot-market firms have lower financial deficits than cold-market firms, at 22.25% 

versus 17.81%.  The fifth column shows that the dividend yield, ���� � , is again lower for the hot-

market firm at 1.20% versus 2.74% for cold-market firms.  These timing effects are statistically 

highly significant. 

 Panel B of Table 3 reports the results of the regression analysis.  The observed differences 

between hot- and cold-market firms might be due to firm characteristics rather than market timing.  

To test for this, I run the following regression for the determinants of issue levels: 

 

 
� 
 � � 
 � 
 � 


� 
 � 
 � 


� � �

� � �
� � � � �

� � � �

� � � �	
 � � � � ���
�� � � ���� � ��� �

� � � � � ��� � � � e
- - -

- - -

= + + + + +

+ + + +
 (1.1) 

 
where � is the SEO year, and the regression is run in the cross-section of SEOs.  The dependent 

variable, �� , is the issuance variables described above; each column in Table 3 represents a 

regression where �� represents one of the dependent variables � �� � ,  
� �� � -  ,  � �� �  , 

�  � �� � �+ , or ���� � .  The dummy variable,�	
 , proxies the market timing effect.  The control 

variables are the market-to-book ratio, profitability, size, tangibility of assets, research and 

development expense, and lagged book leverage.  These control variables are the main determinants 

identified in previous research such as Titman and Wessels (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 except for the market-to-book ratio, which is observed in 

the SEO year to represent market effects. 

  The results confirm that hot-market firms tend to have significantly different issuance 

patterns than cold-market firms.  The �	
 market timing variable remains robust in the face of the 

control variables. The hot-market firms exhibit issuance 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, present results for sub sample portfolios sorted on the 

the �� � ratio.  The low, medium and high portfolios are sorted on 30% /40% / 30% proportions for 

the entire Compustat sample, prior to a second sort for SEO activity.  As shown in Table I, the result 

is that the high �� � portfolio contains 4,907 SEOs compared to 1,409 and 4,050 for the low and 

medium portfolios respectively.  For the low�� �  portfolio, panels C and D show that there is little 

statistically significant difference between hot- and cold-market firms.  For the medium 

�� � portfolio, Panel E shows a significant difference between hot- and cold market firms, but the 

regression results in Panel F show the �	
  timing variable is generally not significant.  However, 

for the high portfolio, the difference between hot- and cold-market firms is highly significant in both 

Panels G and H.  The results from panels C to H suggest that 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 explanatory variables 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 represent the characteristics of the general market.   

 An alternative explanation for the equity issue activity of hot-market firms is they are 

growing faster, and so they raise a part of investment funding requirements through equity issues. 

Table 4 examines the growth characteristics of hot- and cold-market firms. Contradicting the growth 

explanation, Panel B of Table 4 for the full sample shows that hot-market firms invest less than their 

cold-market counterparts in the SEO issue year, and that the difference remains significant until three 

years after the SEO.   

  

*************************************************** ****************************** 
 

Insert Table 4 
 

*************************************************** ****************************** 
 

 While Alti (2006) finds hot-market IPO issuers invest significantly less only in the IPO year, 

Panel B of Table 4 shows that hot-market firms issuing SEOs also invest less than cold-market 

issuers in the two years following the SEO year.  Panels 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 SEO year, whereas it remains 

highly significant for two more years following the SEO in Panel G for the high �� � firms.    

 Table 4 also show that there is no significant difference in return on assets for hot- and cold-

market firms in the SEO year, as proxied by earnings before interest, taxes, depreciation and 

amortization per unit of assets, ����
�� � .   This holds true for all of the low, medium and high 
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�� � firms.  However, Panel B shows that hot-market firms are significantly less profitable in the 

two years following the SEO issue. 

 Another possible explanation for market timing is that hot-market firms are over-leveraged 

compared to cold-market firms.  However, this is not the case as the second column of Panel B of 

Table 4 shows that hot-market firms have marginally less book leverage than cold-market firms in 

the year prior to the SEO.  However, once again, the significance 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-market firms with high �� � have significantly lower 

leverage.  Thus, the evidence from Table 4 does not support the over-leverage argument.   

 Most prior literature interprets the positive relation between the �� � ratio and the level of 

equity issuance as evidence of market timing effects.  However, the results of Table 3 shows that the 

�� � ratio and the �	
 market timing dummy have comparable explanatory power for the size of 

SEO issues.  The coefficient of the � �� � market-to-book variable in Panel B of Table 3 is 2.03%.  

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, such as growth prospects, the market timing effect 

captured by the �� � ratio is likely considerably less than this 3.18%.  This compares to a 2.12% 

effect from the �	
 market timing dummy variable shown in Table 3.  Thus, the �	
 dummy 

variable provides explanatory power by reflecting market conditions, while avoiding the confounding 

effects of firm characteristics associated with the �� � ratio. 

 In summary, the SEO market volume is a highly significant indicator of market timing 

effects.  Firms that issue equity in hot markets issue more equity than those issuing equity in cold 

markets.  This market timing behavior does not seem to be motivated by differences in leverage prior 

to the SEO, or investment financing needs subsequent to the SEO.  

 

  3.2 The Short-Term Influence of Hot Markets  

 The previous results show that market timing affects the amount of equity issued by firms.  

These results imply that the effect of market timing will be to reduce book leverage in the SEO year.  

This section quantifies the effect and relates it to other performance measures. 

 Table 5 examines the change in book leverage, where the change in book leverage can be 

decomposed as follows: 

 

 
 
� � � � �  �  � �� � � � � �� � � � � � � � ! "#$% 	�%�& �$$��$ � �� �- -- = - + D + D - D  (1.2) 

 
 Here �� � 
� �  -  is total book equity normalized by assets.  To determine the market timing effect 

upon changes in book leverage, Table 5 shows the following regression: 
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where the dependent variable �� is assigned the values of the components of the change in book 

leverage. Each column of Table 5 shows the results of regression where the dependent variable �� is 

set to be one of 
� �� �� � � � -- , � �� � , � �"#$% �D , � �	�%�& �$$��$ �D ,  � ��� �D , or 
� �� �� � � � -- . 

The first column of Table 5 reports the change in book leverage, while columns two through five 

presents the components on the right hand side of the decomposition equation.  In keeping with the 

results of the previous section, the hot-market firms have higher cash balances and higher increases 

in retained earnings in the SEO year.  The change in long-term other assets shown in column four is 

not significant.  The increase in cash and retained earnings suggests that hot-market timers issue 

more equity than they require for investment purposes, consistent with the under-investment shown 

in the previous section. 

 

*************************************************** ****************************** 
 

Insert Table 5 
 

*************************************************** ****************************** 
 

 The sixth column of Table 5 estimates the leverage level in the SEO year, showing that it is 

significantly lower at the end of the issue year for hot-market firms.  Again, this is consistent with 

market timers issuing more equity than required for investment purposes.  The �	
 market timing 

dummy is negative and significant, showing that the book leverage level of hot-market firms is not 

explained by the other standard determinant variables in 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 market timing is significant for the change in leverage 

and the leverage level for all portfolios, but that the low portfolio shows no significant difference 

between hot- and cold- market firms for amount of equity 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 than required for immediate investment purposes. 

 

  3.3 The Persistence of Hot Markets  

 The previous sections present evidence that market timing affects capital structure in the 

short-term. The related question is how persistent are these effects over the long-term. The previous 

section showed that hot-market firms have similar or lower leverage ratios prior to their SEO but that 
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these firms reduce leverage in the SEO year compared to cold-market firms.  This section examines 

if these effects are reversed in subsequent years following the SEO. 

 To examine the question of persistence, I run the following regression in Table 6: 
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 (1.4) 

 
where the dependent variable �� is the cumulative change in book leverage from the level prior to the 
SEO, � �� ��� ��	� � � � -- , or the book leverage level, � �� � .   
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 If the effects of market timing upon leverage are permanent, then the cumulative change 

should remain significant in the years following the SEO.  As shown in the first three columns of 

Table 6, the significance of market timing fades within three years of the SEO year.  In the first year 

following the SEO, in column one of Panel B of Table 6, the hot-market dummy coefficient has a 

value of -1.08%, versus the value of -2.80% given in Panel B of Table 2.  This suggests that more 

than one-half of the market timing effects is gone in the first fiscal year following the SEO. Within 

three years following the SEO year, there is no hot-market effect remaining. 

 Columns three to six of Table 6 re-estimate the regression equation without the market-to-

book variable, to demonstrate that the fading of the market timing effect is not due to interaction 

between the hot-market dummy and the book-to-market ratio.  The hot-market dummy still becomes 

insignificant within three years of the SEO year, showing the robustness of the result. 

 While the first six columns examine the cumulative change in leverage, the last six columns 

in Table 6 estimate the results for the annual level of leverage.   This annual leverage level represents 

the short-term effects of market timing.  Once again, the influence of market timing becomes 

insignificant within three years in Panel B of Table 6. 

 Examining the results for the �� � sub portfolios shows a marked difference between low 

�� � portfolios versus medium and high portfolios.  In the years following SEO issuance, hot-

market firms in the low �� �  portfolio exhibit a positive increase in cumulative leverage, whereas 

medium and low firms show negative coefficients for the hot-market dummy.  This result is 

consistent with Korajczyk and Levy (2003), who find that constrained firms (low market-to-book) 

issue debt cyclically in the same direction as the business cycle, where the business cycle is proxied 

by equity market and interest rate indices, while other firms (medium and high market-to-book) issue 

debt counter cyclically. 
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 The results of this section, showing that market timing effects for SEOs fade within three 

years of seasoned equity issuance, are consistent with prior research done on IPOs [e.g. Leary and 

Roberts (2005), Alti (2006)].  However, the evidence that market timing is a short-term phenomenon 

contrasts with the results of Baker and Wurgler (2002), who use a external finance weighted average 

of the market-to-book ratio with an IPO dataset to argue that the effect of market timing persists for 

more than 10 years.  Table 7 reports regression results that include both the hot-market dummy, 

�	
 , and the external finance weighted average market-to-book ratio, ' 
� �()# �� � - , as defined in 

Baker and Wurgler (2002): 

 

 � 
 � 
' 
� �� � ��()# �� � � �	
 � � � � � e--= + + + +  (1.5) 

 
 where the dependent variable �� is the cumulative change in book leverage from the level prior to the 

SEO, � �� ��� ��	� � � � -- , or the book leverage level, � �� � .   
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The results of Table 7 show that the Baker and Wurgler measure is insignificant in explaining 

leverage levels and cumulative changes, while the hot-market dummy shows that market timing 

effects disappear within a few years of SEO issuance.  The insignificance of the Baker and Wurgler 

measure for SEO data contrasts with the results of Alti (2006) that use IPO data, for Alti shows that 

the Baker and Wurgler measure is highly significant in all years while the hot-market dummy 

becomes insignificant within two years of the IPO issue.  The results for SEOs in this paper support 

the view of Kayhan and Titman (2007) that the Baker and Wurgler results for IPOs reflect the 

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

 

  3.4 The Reversal of the Influence of Hot Markets 

 The previous section shows that market timing effects due to hot markets are reversed within 

three years of the SEO event.  This section examines the process by which the reversal is enacted.  

The reversal of market timing effects could be implemented by firms in two ways.  The first way is 

that firms actively increase their leverage levels to return to their target leverage level, consistent 

with a dynamic trade-off theory where leverage may deviate from the optimal target in the short-term 

to reflect transient conditions but reverts to the target over the long-term.  The second way is that 

firm characteristics change in a manner so that the firm’s target leverage shifts to realign with the 

actual leverage level, consistent with the transaction costs theory. 
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 Transaction cost theory says that issuing capital is a costly process with high fixed costs that 

discourage continuous adjustment of leverage levels.  Such models imply that firms will tend to issue 

capital in discrete amounts that will cause firms to oscillate over or under their long-term target 

leverage level.  Under this scenario, firms that issue a large SEO may appear to be under-leveraged 

according to standard control variables, but this under-leverage position may actually be an optimal 

strategy when transaction costs are considered.  Firms may issue a large SEO and then wait for 

changing conditions to effect mean reversion to the target leverage level. 

 Alti (2006) argues that the transaction cost hypothesis can be tested by examining how hot- 

and cold market firms change their leverage levels following the SEO event.  Alti suggests that hot-

market firms should issue debt at a slower rate than cold-market firms in the years following the SEO 

event if the transaction cost model is the motivation for the observed reversal of the difference 

between hot- and cold-market SEO issuers. 

 Following the method of Alti (2006), I estimate the following regression of changes in 

leverage following the SEO year: 
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where the dependent variable �� is assigned the value of financing variables, namely change in book 

leverage level, 
� �� �� � � � -- , net debt issues, � �� � , net SEO issues, � �� � , and the debt issuance 

to total issuance ratio, �� � �+ .   The �#&/�� variable is a dummy variable that is assigned a value 

of one if the volume of SEO issues is above the long-term median, controlling for general market 

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

and the dummy variable -.)� is assigned a value of one if the firm’s debt level is below 10%, thereby 

controlling for the bias of extreme leverage. 

 

*************************************************** ****************************** 
 

Insert Table 8 
 

*************************************************** ****************************** 
 

 The first two columns of Panel B in Table 8, where the dependent variable �� is the change in 

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

market firms are increasing their leverage levels faster than cold market firms.  Columns three and 

four the results show that hot-market firms moving to the same levels of debt issuance as cold-market 

firms, columns five and six show a move of hot-market firms to a lower level of equity issuance than 
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cold-market firms, and columns seven and eight show hot-market firms move to a lower financial 

deficit than cold market firms.  These results suggest that hot-market firms actively return to target 

leverage levels after making a large SEO issue.  The same general results hold for low, medium and 

high �� � firms, indicating an overall trend of an active return to the target leverage level.  The 

regression results of Panel B, D, F, and G offer no support for the transaction cost model.  Similarly, 

the mean values given in Panels A, C, E, and F show hot-market firms increasing leverage faster than 

cold-market firms. 

 The results of Table 8 are consistent with the firm characteristics 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, subsequently greatly reduce their equity issuance level, reduce cash 

levels, and increase tangible asset levels.  These behaviors are consistent with an active return to a 

target leverage level, thereby contradicting the transaction cost theory. 

 While consistent with the dynamic trade-off theory, the observed financing patterns might 

also reflect pecking order choices.  Under pecking order theory, there should be a positive 

relationship between financial deficits and issuance of debt because firms have insufficient earnings 

to finance investment.  As well, the pecking order theory implies a slow return to a target leverage 

level because capital issuance is driven by retained earnings being too low to finance investment, and 

so a target leverage level is of little importance.  However, the pecking order argument is 

contradicted by there being no difference in earnings in the SEO issuing year and persistently lower 

investment in all years (Table 4), and the rapid reversion to a target leverage level (Table 6).  Thus, 

the observed variation in capital structure cannot be explained by the pecking order theory. 

 

 

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

  

 In the previous sections, the data sample was restricted to observations within the SEO event 

windows, where dataset was organized in SEO time.  That 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 (2006) examines IPO data, and the claim of 

orthogonality is based upon there being little impact upon the �	
 dummy by the presence of 

absence of the �� � control variable in regression results.  In this paper, which examines SEO data, 

the �� � variable has greater influence, as evidenced by the observable effect of the absence of the 

� �� � control variable upon the �	
 coefficient (see Table 6) and also by the marked differences 

between �	
 coefficients in low and high �� � portfolio sub samples. 
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 In this section, I examine the direct effect of the market-to-book ratio upon market timing by 

organizing the data around the year of portfolio formation sorted on the market-to-book ratio, 

creating an 11-year window surrounding portfolio formation that reflects changing expectations for 

growth.  This alternative dataset includes many observations outside of the previous SEO event 

window, thereby providing a broader perspective of the market and allowing comparison of hot-

market firms with non-issuers of seasoned equity. Empirical research in asset pricing shows that the 

book-to-market equity ratio, ��� �� , is time varying and mean reverting.  Furthermore, following 

portfolio formation upon the ��� �� equity, the returns of low ��� ��  portfolios provide greater 

returns than for high ��� ��  portfolios, a phenomenon known as the book-to-market effect (also 

known as the value effect).   Since the �� �  market-to-book firm valuation ratio used in corporate 

finance research is closely related to the��� ��  equity ratio used in asset pricing research, forming 

portfolios upon the �� � ratio creates a natural experiment to examine if there are portfolio 

formation effects upon leverage and market timing.  Thus, by organizing data around portfolio 

formation on the market-to-book ratio, I am able to examine the effects of cyclical variation in the 

market-to-book ratio upon the market timing behavior of firms. 

 

4.1 Sample and Summary Characteristics 

I begin with the same Compustat dataset as before, with annual observations for the period 

from 1971 to 2005.  Again, I exclude financial firms, observations with asset value below $10 

million, and observations with an �� � ratio greater than ten.  The annual data observations in the 

sample are then segmented into three book-to-market groups based on the breakpoints for the bottom 

30 percent (Low), middle 40 percent (Medium), and top 30 percent (High) of the ranked values of 

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

for which Compustat provides debt values in all eleven years of the interval.  The requirement for 

data in all eleven years minimizes distortions due to IPO effects and delistings.   

 Table 9 shows the construction of the alternative dataset using the exclusions and conditions 

described above.  The resultant dataset has 49,973 market-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 window results in data observations being used in 

the dataset eleven times.    The overlapping intervals have the potential to induce bias, lagged 

correlation between the dependent and independent variables, and heteroskedasticity in the residuals.  
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As a robustness check, I use a bootstrap method similar to that of Titman and Kayhan (2006) to 

verify the values and statistical significance of the estimated coefficients. The bootstrapping results 

are similar to those obtained by the OLS regressions presented in Tables 10 to 14.  For brevity, the 

bootstrapping results are omitted here. 

The median characteristics for the dataset are summarized in plot form in Figure 2: 
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Figure 2 confirms that the market-to-book ratio for firms is time varying and mean reverting.  This 

raises the question of how this variation influences capital structure.  In response to this question, this 

section examines how market timing effects are influenced by variation in the market-to-book ratio. 

 Table 10 summarizes firm characteristics in SEO time.  All variables except /M B and SIZE 

are shown in percentage terms.  I define the year t as the year in which the portfolio formation takes 

place.  Year t + k is the thk fiscal year after portfolio formation.  Table 10 shows that the market-to-

book ratio is essentially constant for the overall sample, but that the �� � ratio increases (decreases) 

before portfolio formation and decreases (increases) afterwards 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: The Impact of Market 

Timing on Capital Structure 

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

organized in an 11-year window around the time of sorting on the market-to-book ratio. 

 

  5.1 The Influence of Market-to-Book on Market Timing Effects 

 Forming portfolios on the market-to-book ratio provides several advantages for examining 

the influence of market timing.  First, sorting on the market-to-book ratio controls for influences on 

capital structure that are associated with the market-to-book ratio but unrelated to market timing, 

such as the influence of future growth opportunities.  Second, the alternative dataset includes 

observations outside the SEO event window used in the first dataset, thereby allowing a comparison 
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between hot-market issuers of seasoned equity with other firms who are non-issuers of seasoned 

equity2.  Third, the influence of dynamic variation of the market-to-book ratio upon market timing 

effects can be observed. 

 In order to examine how leverage varies in the 11-year window surrounding portfolio 

formation in fiscal year �� , from  �� - to �� + , I estimate the following regression: 
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where � is the year in the window, and the regression is run in the cross-section of window years. 

The dependent variable is the book leverage level,� tD A . The explanatory variables are the same as 

previously defined, except that the ��	
 market timing dummy now has a time subscript to denote 

its time relative to the current cross section year (cross 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 overall dataset, prior to sorting in to low, 

medium, and high portfolios.  The results of Panel B show that the ��	
  market timing dummy is 

significant and negative in the years preceding and including the year of portfolio formation, but the 

lagged values of the market timing dummy become insignificant 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 current cross-sectional regression, and show that the 

leverage level of hot-market firms becomes insignificantly 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 portfolios sorted 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 portfolio formation year, and then become insignificant 

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

                                                 
2 The sample includes observations for cold-market issuers of seasoned equity, but the influence of non-issuers 
is predominant due to larger numbers of observations for non-issuers.  The inclusion of the cold-market 
observations produces conservative regression results, since statistical significance for hot-market firms must 
overcome the opposing influence of cold-market observations. 
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source of the statistical significance seen for the overall dataset in Panel B.  Again, the magnitudes of 

coefficients for the lagged 
��	
 - and ���	
 - dummies are lower than for the current year ��	
  

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

 Table 11 shows the effects of variation in the market-to-book ratio upon the market timing 

behavior of firms.  Figure 2 and Table 10 show that the �� � ratio of high market-to-book firms 

rises before and falls after the year of portfolio formation.  Panel H of Table 11 shows that high 

�� �  firms that issue an SEO in a hot-market display significant market timing effects in the form 

of reduced book leverage levels, as evidenced by the ��	
 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 thereafter.   This pattern suggest that increases in 

the �� � ratio above the mean induce market timing by firms, but the market timing effect 

subsequently fades as the �� � ratio reverts to the mean. The observed behavior has an asymmetric 

characteristic, insofar as hot-market firms exhibit book leverage levels below the mean when the 

�� � ratio is increasing, but revert back to the mean when the �� � ratio is decreasing (but do not 

cross below the mean).  Under the common interpretation that the �� � ratio reflects growth 

opportunities, this result suggests that market timing is a characteristic of firms with increasing 

expectations of future cash flow growth. 

 

  5.2 The Influence of Market-to-Book on Investment and Earnings 

 

 This section examines the investment and profitability of the firm for the alternative dataset 

with portfolios formed on the market-to-book ratio to create an 11-year window around portfolio 

formation.  Before proceeding, it is useful to recapitulate the results from the earlier analysis using 

the dataset formed on a window of SEO events.  For the SEO event dataset, it was found that hot-

market firms had lower investment in the SEO year and two following years compared to cold-

market firms, and that hot-market earnings were lower in the two years following the SEO.  These 

SEO event dataset results of a prior section are consistent with the findings of Alti (2006) and others 

who use IPO event data.   However, this section, using the alternative dataset formed on market-to-

book, shows that the investment activity of hot-market issuers is persistently greater than that of non-

issuers of seasoned equity. 

 For the investment level, I estimate the following regression equation: 
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where the dependent variable is capital investment deflated by total assets. 
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 Panel A of Table 12 shows that hot-market issuers of SEOs in the overall sample have higher 

investment levels for all time periods in the 12-year window 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 coefficients indicate that hot-market firms invest more 

in the SEO year and that the high level of investment persists in the two following years.  Panels C to 

H shows this result generally holds for all of the low, medium and high �� � sub sample portfolios. 
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 The results of Table 12 indicate that, after controlling for the market-to-book ratio, hot-

market firms invest more than non-issuers of seasoned equity3.  As well, investment level is 

persistently higher in the two years following the SEO.  These results suggest that the firm is actively 

investing the proceeds of the SEO issue.   The coefficient values of the ��	
 dummy in Table 12 are 

greatest in the ��  year of portfolio formation and the following year, when Figure 2 shows the 

median market-to-book ratio at its peak, suggesting that hot-market firms are investing most when 

the market valuation of the firm implies the highest growth prospects. In addition, Table 12 shows 

that the ��#&/�� dummy is negative and strongly significant for all portfolios, suggesting that overall 

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

coefficient on the ��#&/�� dummy may be due to higher book value on total assets in strong markets 

increasing the denominator in the � ��3� � variable, rather than a decrease in capital investment.  The 

��#&/�� dummy is assigned a value of one when SEO issuance level is above the long-term median, 

and increased merger and acquisition activity associated with high levels of SEO issuance may be 

driving up the valuation of assets. 

 The results of the SEO event dataset shown in Table 4, and the results from 11-year window 

dataset shown in Table 12, offer complementary perspectives of the impact of market timing on 

capital investment.  The SEO event dataset results show that hot-market firms invest less than their 

cold-market firms in the SEO year and three following years.  In comparison, the alternative dataset 

shows that hot-market firms persistently invest more than non-issuers of seasoned equity in all years 

of the 11-year data window.  Thus, hot-market firms invest at a lower rate than their cold-market 

                                                 
3The organization of the data into an 11-year interval around the time of sorting on the market-to-book ratio 
results in overlapping of data intervals, so the hot-market dummy variable for a given firm may be regressed 
against observations for the same firm which occur outside of the SEO year.  As a robustness check, 
regressions were run with restrictions on comparing the firm to itself, but the general results do not change. 
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counterparts, but at a significantly higher rate than non-issuers, indicating that market timing is 

nonetheless associated with higher than average levels of investment. 

 In unreported regressions, the ��	
 dummy in Table 12 was replaced with a �"	4� dummy.  

Those results show that cold-market firms invest more than other firms, where other firms now 

include hot-market firms and firm-year observations outside the SEO event window.  This results 

show that both hot-market and cold-market firms invest more than other firms who do not issue 

equity.  The positive coefficient on the �"	4� dummy was larger in magnitude than for the 

��	
 dummy, consistent with the previous analysis of the SEO dataset showing that hot-market 

firms invest less than cold-market firms. 

 To examine profitability for the alternate dataset, I estimate the following regression 

equation: 
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-
 (1.9) 

 
where the dependent variable is earnings before interest, taxes, depreciation and amortization, 

deflated by total book assets. 

  Panel A of Table 13 shows that hot-market issuers of SEOs in the overall sample 

have lower profitability levels than non-issuers for all 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 years in the data interval.  These negative coefficients 

indicate that hot-market firms have lower profitability in the year of the SEO issue and that the lower 

profitability persists in the two following years.  Moreover, Panels C to H shows this result holds for 

all of the low, medium and high �� � sub sample portfolios.  

 

*************************************************** ****************************** 
 

Insert Table 13 
 

*************************************************** ****************************** 
 

 The results of Table 13 indicate that the operating profitability of hot-market SEO firms is 

lower than non-issuers of seasoned equity, which may reflect the higher investment activity of hot-

market firms shown in the previous section, as there is typically a lag between capital investment and 

profits. As well, Table 12 shows that the ��#&/�� dummy is negative and strongly significant for all 

portfolios, suggesting that overall profitability per unit of existing assets is lower in strong markets 

than in weak markets.  As in the previous discussion of investment level, the negative coefficient on 

the ��#&/�� dummy may be due to higher book value on total assets in strong markets, increasing the 



25 

denominator in the � ����
�� � variable, as rising markets are generally associated with increased 

earnings levels but even faster increases in asset valuation in conjunction with a high level of merger 

and acquisition activity. 

 

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

  

 This section examines the reversal of market timing effects in the 11-year window 

surrounding portfolio formation on market-to-book.   I estimate the following regression equation for 

the change in book leverage: 
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 (1.10) 

 
where the dependent variable is the change in leverage. 

 

*************************************************** ****************************** 
 

Insert Table 14 
 

*************************************************** ****************************** 
 

 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 support the results of the previous reversal analysis in 

SEO event time, again showing that hot-market firms issue equity in the SEO year and then actively 

add debt in following years.  Panel A supports the regression results of Panel B, showing that hot-

market firms decrease their leverage, while other firms show a slight increase.  The results given in 

Panels C to H of Table 14, for the sub portfolios sorted on the �� � ratio, show that the current 

period ��	
 market timing dummy is negative and significant for all portfolios, while the 
��	
 -  

and ���	
 - dummies are positive and generally significant.  These results indicate that market timing 

effects are followed by active reversion to a target leverage level. 

  

 To summarize the results of the 11-year market-to-book window, firms issuing seasoned 

equity in hot markets exhibit the effects of market timing, and that these effects fade in the years 

following the SEO.  But the 11-year market-to-book window also shows that the market-to-book 

ratio impacts the effect of market timing on leverage, with market timing being driven by increases in 

the market-to-book ratio above the mean for high �� � firms.  Also, hot-market firms have 



26 

persistently lower profitability but persistently higher investment than non-issuers of seasoned 

equity. 

 

 Similar to the results for the SEO event dataset, the results of the 11-year market-to-book 

window show that costly capitalization due to transaction costs is not the motive force behind market 

timing.  Hot-market firms actively increase their leverage levels in each year following the SEO year, 

and this should not be the case if transaction costs were an important factor in the raising of capital. 

 While consistent with rebalancing toward leverage targets as predicted by the trade-off 

theory, the displayed pattern of increasing leverage could also emanate from pecking order choices as 

well, in reflection of the lower profitability of hot-market firms compared to non-issuers.  However, 

this argument is contradicted by the persistence of both lower earnings and lower investment while 

the difference in leverage rapidly diminishes. 

 Overall, the evidence supports the existence of leverage targets in a dynamic form of the 

trade-off model of capital structure, where capital structure may temporarily vary from the long-term 

target leverage level to reflect current conditions but thereafter reverts to the target.  Exhibited 

market timing behavior during the cyclical variation in the market-to-book ratio is consistent with the 

growth model of Berens and Cuny (1995). 

 

6.   Conclusion 
 

 This paper examines the impact of market timing upon capital structure in the context of 

SEO issues.  Consistent with the findings of Alti (2006) for IPO data, the results for SEO event data 

show that hot-market firms issue more equity than their cold-market counterparts, but the market 

timing effects on leverage reverse themselves within three years of the SEO event year.  The reversal 

results show that hot-market firms actively increase their leverage levels in the immediate years 

following the SEO, which contradicts the transaction cost hypothesis, and supports a modified trade-

off model.  Hot-market firms invest less than cold-market firms and have lower profitability, again 

consistent with Alti (2006). Examining the results for sub sample portfolios formed on the market-to-

book ratio shows that market timing effects are largely driven by the high market-to-book firms, as 

low and medium firms are largely unaffected by market timing effects.  These results for market-to-

book portfolios suggest that expected growth opportunities play an important role in market timing 

opportunities. 

 In the second part of the paper, the data is organized to create an 11-year window around 

portfolio formation on the market-to-book ratio to show the influence of the market-to-book cycle 

upon market timing.  Most of the firm-year observations in the alternative dataset are outside the 

event window of the SEO dataset, and so the 11-year data window represents the perspective of the 

overall market.  The results for the alternative dataset are largely consistent with the SEO event 
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window results, insofar as hot-market firms have lower leverage levels in the SEO year compared to 

other firms in the overall market, followed by rapid reversal of market timing effects in the following 

years.  Similarly, market timing effects are driven by the sub sample of firms with high market-to-

book ratios.   However, while results for the SEO event dataset which show hot-market firms 

investing less than cold-market firms, hot-market firms in the 11-year window dataset invest more 

than non-issuers of equity in the overall market.  So while hot-market firms time the market by 

issuing more equity than non-issuers, they also invest more. Furthermore, the market timing effect is 

significant in years when firm market-to-book ratio is increasing but this effect becomes insignificant 

as the market-to-book ratio subsequently reverts back to the mean.  Under the prevalent interpretation 

that the �� � ratio reflects growth opportunities, these results suggest that market timing is a 

characteristic of firms with increasing expected growth in future cash flows. 

 

 In summary, the results of this paper show that firms tend to time the market for SEOs, but 

that these market timing efforts are subsequently reversed within a few years. The evidence supports 

a dynamic form of the trade-off theory of capital structure, where the capital structure policy of the 

firm may change in the short-term in response to changing expectations for future growth but reverts 

toward a long-term target leverage level.  The exhibited market timing behavior is consistent with the 

growth model of capital structure. 
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Figure 1.  Time series of the annual ratio of firms issuing SEOs. The horizontal 
line is the median ratio.  
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Figure 2.  Summary of median characteristics for M/B portfolios.  
This figure shows changes in median financial ratios for the three M/B groups for the 11-year interval 
surrounding  the ranking year.  The sample consists of NYSE, AMEX, and Nasdaq firms from 1971 to 
2005, which are ranked according to their M/B ratio at the end of the fiscal year.  The data sample 
includes only those firms with Compustat reported total asset values for all eleven years in the interval. 
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Table 1 
SEO Event Dataset 

 
    
 Data Filter  Firm-Year Observations 

        
1 Compustat observations 1971 to 2005  640,825 

    

2 Exclude financial firms (SIC codes 6000 to 6999)  515,542 

    

3 Exclude observations with book assets < $10 million  172,771 

    

4 Exclude outliers with M/B ratio > 10  171,847 

    

5 Exclude distressed firms with book leverage ratio D/A > 1  162,962 

    

7 Restrict sample to SEO events at t0  15,589 

    

6 Require book leverage data in lags t-1 and t-2  10,746 

    

8 Observations in event window from t-5 to t+5  114,026 
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Table 2 

Summary Statistics of Firm Characteristics 
This table reports the means and standard deviations of firm characteristics in the period surrounding SEO 
issuance.  All variables except  �M B and SIZE  are in percentage terms.  Book leverage, �D A , is the ratio of 
book debt to total book assets.  Market-to-book ratio, �M B  , is book debt plus market value of equity divided by 
total book assets.  Net debt issues, �d A , is the change in book debt.  Net equity issues, �e A, is the change in 
book equity minus the earnings before interest, taxes, and depreciation.  SIZE  is the logarithm of net sales in 
millions of 2000 dollars.  Tangible assets, �PPE A, is net plant, property and equipment.  � �R D A is research 
and development expense.  �INV A is capital expenditures.  �DIV E  is common dividends divided by year-end 
book equity.  �CASH A is cash and short-term equivalents.  The variables �d A , �e A, � �R D A, �INV A, 

�DIV E , and �CASH A are normalized by fiscal year-end total book assets.  The sample consists of SEOs 
between 1971 and 2005.  The sample excludes financial firms, firms that have less than $10 million in assets, 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&D/A  INV/A  DIV/E  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  2.11  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  1.51  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  5.51  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  5.17  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  5.04  45.56  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  4.98  45.69  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  4.15  8.90  -4.47  6.17  4.88  44.05  2.02  9.81  2.14  10.18 
   (22.56)  (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  5.03  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  4.01  5.13  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  5.22  45.14  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  5.36  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  5.44  45.48  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  5.49  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  5.57  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/A  M/B  d/A  e/A  � RE/A  EBITDA/A  SIZE  PPE/A  R&D/A  INV/A  DIV/E  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  2.12  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  4.51  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-to0book 
                          SEO - 5 2,629  40.96  2.38  3.84  12.30  -8.94  2.51  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  1.51  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  4.91  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 cold-market firms and the t-value of their difference.  The time 
subscript t denotes the SEO year.  Panel B reports the regression:  
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All regressions are estimated with industry fixed effects proxied by the three-digit SIC codes.  The constant and industry dummies 
are suppressed.  Robust t-statistics are reported in parentheses.  The dependent variable�� is the total SEO issuance divided by year-
end assets, SEO issuance divided by prior year-end assets, net debt issuance divided by year-end assets, financial deficit divided by 
year-end assets, and dividends divided by market equity in columns 1-6 respectively.  All variables are expressed in percentage 
terms. 

 
            Yt e/At e/At-1 d/At (e+d)/At DIV/Et 

                  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/Bt 2.03 2.21 -2.09 1.49 0.13 

(16.92) (1.11) (-3.18) (10.18) (1.42) 
EBITDA/At-1 -8.42 -46.03 6.50 -13.85 1.53 

(-8.51) (-2.82) (1.20) (-11.49) (1.95) 
SIZEt-1 -2.56 -7.08 -1.32 -2.59 0.55 

(-24.23) (-4.06) (-2.28) (-19.94) (6.58) 
PPE/A t-1 -0.56 -8.58 17.25 -0.76 0.94 

(-0.57) (-0.52) (3.18) (-0.63) (1.19) 
R&D/A t-1 22.34 13.41 10.03 25.77 1.25 

(12.64) (0.46) (1.04) (11.93) (0.89) 
RDD t-1 0.41 18.78 -2.12 1.37 -0.13 

(0.90) (2.44) (-0.83) (2.42) (-0.35) 
D/A t-1 0.47 20.58 -44.64 -5.01 -0.23 
 (6.03) (1.57) (-10.25) (-5.14) (-0.37) 
R2 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/Bt -0.54 17.83 62.53 10.85 0.79 

(-0.21) (1.42) (5.24) (2.74) (1.19) 
EBITDA/At-1 6.15 10.39 26.40 12.94 0.67 

(1.87) (0.64) (1.70) (2.46) (.78) 
SIZEt-1 -1.90 -4.34 0.83 -2.15 0.20 

(-8.05) (-3.71) (0.75) (-5.83) (3.34) 
PPE/A t-1 -5.07 -14.92 13.35 -0.99 0.46 

(-2.54) (-1.51) (1.42) (-0.32) (0.88) 
R&D/A t-1 65.23 148.72 12.54 85.55 0.38 

(8.72) (4.01) (0.36) (6.99) (0.20) 
RDD t-1 0.54 2.42 -3.85 1.63 0.28 

(0.53) (0.47) (-0.79) (1.02) (1.03) 
D/A t-1 7.90 -14.22 -81.39 -7.11 -1.96 
 (4.04) (-1.47) (-8.86) (-2.35) (-3.82) 
R2 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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            Yt e/At e/At-1 d/At (e+d)/At DIV/Et 

                  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/Bt 7.27 -32.22 -3.12 4.45 2.39 

(8.63) (-1.15) (-0.72) (3.77) (1.97) 
EBITDA/At-1 -0.64 -116.60 6.81 -4.84 3.51 

(-0.41) (-3.15) (0.83) (-2.20) (1.54) 
SIZEt-1 -2.27 -8.86 -0.25 -2.31 0.98 

(-17.03) (-1.99) (-0.37) (-12.28) (5.08) 
PPE/A t-1 0.76 8.58 22.75 -1.98 1.01 

(0.61) (0.21) (3.53) (-1.12) (0.56) 
R&D/A t-1 27.83 -109.77 7.57 27.55 4.28 

(8.31) (-0.98) (0.44) (5.91) (0.89) 
RDD t-1 -0.13 35.41 1.17 1.07 -0.74 

(-0.23) (1.85) (0.40) (1.34) (-0.90) 
D/A t-1 1.80 47.27 -46.12 -10.26 -1.26 
 (1.73) (1.36) (-8.59) (-7.03) (-0.84) 
R2 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/Bt 1.34 3.48 -2.19 1.00 -0.12 

(7.32) (3.78) (-2.08) (4.91) (1.67) 
EBITDA/At-1 -11.68 -7.79 8.38 -18.60 1.30 

(7.86) (-1.05) (0.98) (-11.36) (2.07) 
SIZEt-1 -2.99 -5.70 -3.38 -2.91 0.32 

(-15.57) (-5.92) (-3.06) (-13.66) (4.02) 
PPE/A t-1 -0.24 -11.04 14.17 -0.13 0.85 

(-0.14) (-1.20) (1.34) (-0.06) (1.10) 
R&D/A t-1 17.93 57.41 8.50 20.61 0.29 

(7.44) (4.75) (0.61) (7.70) (0.29) 
RDD t-1 1.36 6.54 -4.84 1.74 0.53 

(1.57) (1.50) (-0.97) (1.80) (1.45) 
D/A t-1 7.39 8.04 -41.89 -0.43 0.77 
 (5.45) (1.18) (-5.36) (-0.29) (1.35) 
R2 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 cold-market firms and the t-value of their difference.  The 
time subscript t denotes the SEO year.  Panel B reports the regression: 
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The dependent variable�� is the leverage ratio prior to SEO issuance, capital investment divided by year-end assets, and 
earnings before interest, taxes, depreciation, and amortization divided by year-end assets, in columns 1-2, 3-6, and 7-10 
respectively.  Constant and SIC dummies are suppressed.  Robust t-statistics are shown in brackets. 
 

             Yt D/APRE-SEO  INV/At  EBITDA/At 

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/Bt-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 t-1 -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 t-1 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 t-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 t-1 -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 t-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) 
R2 

 
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  8,482 7,960 6,831 6,101  8,572 8,068 6,912 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) 0.51 
M/B t-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 t-1 -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 t-1 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 t-1 2.80 5.28  12.92 13.66 12.38 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 t-1 -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 t-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) 
R2 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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             Yt D/APRE-SEO  INV/At  EBITDA/At 

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/Bt-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 t-1 -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 t-1 2.32 2.41  -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 t-1 6.71 6.46  15.93 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/ t-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 t-1 0.97 1.47  -0.26 -0.24 -0.41 -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) 
R2 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 2,481  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 t-1 (-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 t-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 t-1 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 t-1 16.99 14.76  17.70 20.99 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 t-1 -7.42 -10.63  -1.81 -0.97 2.27 2.96  -0.95 -1.31 -8.54 -3.86 
 (-2.23) (-3.37)  (-1.69) (-0.73) (1.73) (2.14)  (-0.38) (-0.46) (-2.97) (-1.25) 
RDD t-1 3.10 1.84  -0.54 -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) 
R2 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 cold-market firms and the t-value of their difference.  
The time subscript t denotes the SEO year.  Panel B reports the regression: 
 

     � 
 � 
 � 
 � 
 � 
 � 
 � 
 �� � � � � �� � � � � � � � �� � � �	
 � � � � ���
�� � � ���� � ��� � � � � � � ��� � � � e- - - - - -= + + + + + + + ++
 

 

The dependent variable�� is the change in leverage ratio, SEO issuance divided by year-end assets, change in cash 
divided by ear-end assets, change in other assets divided by year-end assets, change in retained earnings divided by 
year-end assets, and the leverage ratio, in columns 1-6 respectively.  Constant and SIC dummies are suppressed.  Robust 
t-statistics are shown in brackets. 
 

              

Yt D/At - D/At-1 e/A t � Cash/A t � Other Assets/A t � RE/A t D/A t 
              
       

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 2.12 2.45 -1.32 3.24 -2.93 
(-8.51) (6.28) (4.81) (-1.26) (3.17) (-7.05) 

M/B t -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 t-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 t-1 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 t-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 t-1 -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 t-1 0.17 0.41 0.44 -0.60 -0.10 2.34 
(0.38) (0.90) (0.63) (-0.42) (-0.07) (4.11) 

D/A t-1 -41.05 0.47 1.01 24.14 4.39 -- 
 (-52.98) (6.03) (0.85) (9.83) (1.83) -- 
R2 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 -7.74 -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 t 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 t-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 t-1 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 t-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 t-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 t-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 t-1 -50.32 7.90 1.96 29.03 8.69 -- 
 (-22.75) (4.04) (1.01) (9.28) (2.57) -- 
R2 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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Yt D/At - D/At-1 e/A t � Cash/A t � Other Assets/A t � RE/A t D/A t 
              
       

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 t -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 t-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 t-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 t-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 t-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 t-1 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 t-1 -37.89 1.80 -1.00 25.79 3.81 -- 
 (-29.91) (1.73) (-0.89) (12.34) (1.00) -- 
R2 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 t -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 t-1 -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 t-1 1.11 -2.99 -1.17 2.34 4.52 2.72 
(6.93) (-15.57) (-3.60) (3.44) (8.04) (14.01) 

PPE/A t-1 -1.65 -0.24 6.47 -4.42 -7.31 7.59 
(-1.07) (-0.14) (2.08) (-0.68) (-1.36) (4.03) 

R&D/A t-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 t-1 -0.21 1.36 -3.71 1.71 -2.24 2.54 
(-0.29) (1.57) (-0.25) (0.55) (-0.88) (2.84) 

D/A t-1 -44.57 7.39 3.09 22.65 4.48 -- 
 (-39.12) (5.45) (1.35) (4.70) (1.13) -- 
R2 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 
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Table 6 
Persistence of Market Timing 

For each variable �� , Panel A shows the mean value for hot- and cold-market firms and the t-value of their difference.  The time 
subscript t denotes the SEO year.  Panel B reports the regression: 
 

 � 
 � � 
 � 
 � 
 � 
 � 
 � 
� � � � ��� � � � � � � ���	� � � �	
 � � � � � ���
�� � � ���� � ��� � � � � � � ���� � e- - - - - -= + + + + + + + ++
 

 

All regressions are estimated with industry fixed effects proxied by the three-digit SIC codes.  The constant and industry dummies 
are suppressed.  Robust t-statistics are reported in parentheses.  The dependent variable�� is the cumulative change in the leverage 
ratio and the leverage ratio, in columns 1-6 and 7-12 respectively.  All variables are expressed in percentage terms. 
 

              

Yt D/At - D/APRE-SEO  Book Leverage D/At 

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 t-1 -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 t-1 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 t-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 t-1 -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 t-1 1.12 1.01 1.09 1.35 1.14 1.19  2.42 2.67 2.34 2.83 2.85 2.53 
 (2.18) (1.76) (1.74) (2.59) (1.97) (1.88)  (3.96) (4.08) (3.39) (4.54) (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)  -- -- -- -- -- -- 
R2 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/Bt-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 t-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 t-1 1.74 1.97 2.27 1.83 2.04 2.35  2.79 2.87 2.91 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 t-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 t-1 -19.96 4.91 -32.26 -15.92 4.58 -25.46  -29.72 -4.31 -35.76 -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 t-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/APRE-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)  -- -- -- -- -- -- 
R2 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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              Yt D/At - D/APRE-SEO  Book Leverage D/At 

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/Bt-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 t-1 -45.61 -43.28 -36.51 -46.65 -44.94 -38.44  -44.67 -41.60 -34.84 -45.99 -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 t-1 1.70 2.12 2.11 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 t-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 t-1 -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 t-1 1.85 1.27 1.29 1.77 1.14 1.11  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 -45.99 -52.61 -61.57  -- -- -- -- -- -- 
 (-31.22) (-30.83) (-32.95) (-30.60) (-30.86) (-33.26)  -- -- -- -- -- -- 
R2 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/Bt-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 t-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 t-1 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 t-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 t-1 -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 t-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/APRE-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)  -- -- -- -- -- -- 
R2 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: 
 

� 
 � 
' 
� �� � ��()# �� � � �	
 � � � � � e--= + + + +
 

 

The time subscript t denotes the SEO event  year. All regressions are estimated with industry fixed effects proxied by the three-digit 
SIC codes.  The constant and industry dummies are suppressed.  Robust t-statistics are reported in parentheses.  The dependent 
variable �� is the cumulative change in the leverage ratio and the leverage ratio, in columns 1-4 and 5-8 respectively.  All variables 
are expressed in percentage terms. 
 

            D/At - D/APRE-SEO  Book Leverage D/At 
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/Befwa,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/Bt-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) 
R2 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/Befwa,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/Bt-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) 
R2 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/Bt-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) 
R2 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/Bt-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) 
R2 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 cold-market firms and the t-value of their difference.  The 
time subscript t denotes the SEO year.  Panel B reports the regression: 
 

� 
 � � 
 � 
 � 
 � 
 � 
 � 
 * 
�� � � � �� � � � � � � �� %+,% -.)� � � �	
 � � � � � ���
�� � � ���� � ��� � � � � � � ��� � � ��#&/�� � e- - - - - -= + + + + + + + + ++ +

Constant and SIC dummies are suppressed.  Robust t-statistics 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 3.41  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 2.91 
 (-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 1.52  -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 2.91  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 2.17  15.64 4.46 
Cold 2.41 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 2.47 
 (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 1.54 
 (-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 
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             � Book Leverage  Net Debt Issues  NetSEO Issues   
 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 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 4.17 
 (-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)  (-3.52) (-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)  (-3.51) (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  3.41 -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 5.11  -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 

        
1 Compustat observations 1971 to 2005  640,825 

    

2 Exclude financial firms (SIC codes 6000 to 6999)  515,542 

    

3 Exclude observations with book assets < $10 million  172,771 

    

4 Exclude outliers with M/B ratio > 10  171,847 

    

5 Exclude distressed firms with book leverage ratio D/A > 1  162,962 

    

7 Restrict sample to SEO events at t0  138,450 

    

6 Require book leverage data in lags t-1 and t-2  49,973 

    

8 Observations in event window from t-5 to t+5  474,199 
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Table 10  
Summary Statistics of Firm Characteristics for Alternative Dataset 

This table reports the means and standard deviations of firm characteristics in the period surrounding portfolio formation 
on the market-to-ratio.  All variables except  �M B and SIZE  are in percentage terms.  Book leverage, �D A , is the ratio 
of book debt to total book assets.  Market-to-book ratio, �M B  , is book debt plus market value of equity divided by total 
book assets.  Net debt issues, �d A , is the change in book debt.  Net equity issues, �e A, is the change in book equity 
minus the earnings before interest, taxes, and depreciation.  SIZE  is the logarithm of net sales in millions of 2000 dollars.  
Tangible assets, �PPE A, is net plant, property and equipment.  � �R D A is research and development expense.  

�INV A is capital expenditures.  �DIV E  is common dividends divided by year-end book equity.  �CASH A is cash and 
short-term equivalents.  The variables �d A , �e A, � �R D A, �INV A, �DIV E , and �CASH A are normalized by 
fiscal year-end total book assets.  The sample consists of firm-year observations between 1971 and 2005.  The sample 
excludes financial firms, firms that have less than $10 million in assets, 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&D/A  INV/A  DIV/E  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  1.71  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  2.43  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  2.31  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) 
                            

 
 
 
 
 
 
 

3 �� � �� � �� � �� � �� � �D � � � � �� � � � � �� � � �� 3 � � �� � � � �" � � � ��� � � 
 � � �
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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/E  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  3.51  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-to0book 
                           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  4.31  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  4.41  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  1.91  15.68  6.49  32.85  3.69  7.12  4.51  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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Table 11 

Persistence of Market Timing Effects for M/B Portfolios 
For the leverage ratio � �� � , Panel A shows the mean value for hot-market and other firms and the t-value of their difference.  

The time subscript t denotes the year relative to portfolio formation.  Panel B reports the regression: 
 


 � � � * 
�� -� � 
 � � 0
 � � 0 � � � � � � 0 
 � 0 
 � 0 
 � 0 
 � 0 
 �� � 1 � 2 � �	
 2 � �	
 2 � �	
 2 � �#&/�� 2 � ��� 2 � ���
�� �� 2 � ���� 2 � ����� 2 � � � ��� 2 � ��� 2 �  

Constant and SIC dummies are suppressed.  Robust t-statistics are shown in brackets. 
 

                    Book Leverage D/At 

  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 
                           HOTt  -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) 
HOTt-1  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) 
HOTt-2  -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) 
Markett  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/Bt-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 t-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 t-1  2.58 2.71 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 t-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 t-1  -52.44 -47.61 -44.50 -44.65 -40.93 -38.02 -34.05 

 (-17.54) (-19.21) (-18.27) (-18.06) (-16.39) (-16.44) (-14.01) 
RDD t-1  0.99 1.10 0.98 0.84 0.85 0.65 0.34 

 (4.50) (5.58) (4.93) (4.22) (4.18) (3.12) (1.55) 
R2  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 
                           HOTt  -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) 
HOTt-1  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) 
HOTt-2  -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) 
Markett  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/Bt-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 t-1  -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 t-1  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 t-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 t-1  -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 t-1  2.15 2.24 1.71 1.50 1.15 1.24 0.76 

 (5.49) (-2.09) (5.01) (4.40) (3.37) (3.37) (1.93) 
R2  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/At 
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 
                   HOTt  -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) 
HOTt-1  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) 
HOTt-2  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) 
Markett  -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/Bt-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 t-1  -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 t-1  2.19 2.26 2.46 2.55 2.68 2.91 3.08 

 (25.78) (29.79) (32.34) (33.87) (35.85) (38.02) (38.57) 
PPE/A t-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 t-1  -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 t-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) 
R2  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 
                   HOTt  -3.05 -2.51 -4.10 -3.94 -2.12 0.18 1.57 

 (-3.50) (-3.23) (-5.62) (-5.77) (-2.91) (0.22) (1.74) 
HOTt-1  -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) 
HOTt-2  -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) 
Markett  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/Bt-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 t-1  -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 t-1  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 t-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 t-1  -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 t-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) 
R2  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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 Table 12 
Comparison of Hot and Cold Market Firms 

For capital investment � ��3� � , Panel A shows the mean value for hot-market and other firms and the t-value of their 

difference.  The time subscript t denotes the year relative to portfolio formation.  Panel B reports the regression: 
 

 

 � � � * 
�� � � 
 � � 0
 � � 0 � � � � � � 0 
 � 0
 � 0
 � 0
 � 0 
 ��3� � 1 � 2 � �	
 2 � �.� 2 � �.� 2 � �#&/�� 2 � ��� 2 � ���
 ���� 2 � ���� 2 � ����� 2 � � � ��� 2 � ��� 2 �-

 
 

Constant and SIC dummies are suppressed.  Robust t-statistics are shown in brackets. 
 

             INV/At 

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 
                    HOTt  0.40 0.36 0.33 0.76 0.80 0.65 0.62 
  (2.51) (2.62) (2.43) (5.69) (5.96) (5.05) (5.12) 
HOTt-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) 
HOTt-2  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) 
Markett  -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 t-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 t-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 t-1  -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 t-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 t-1  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 t-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) 
R2  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 
                    HOTt  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) 
HOTt-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) 
HOTt-2  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) 
Markett  -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 t-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 t-1  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 t-1  -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 t-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 t-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 t-1  -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) 
R2  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 
            

 
 
 
 
 
 
 
 



52 

 
             INV/At 
  t-5 t-3 t-1 t0 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 
                    HOTt  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) 
HOTt-1  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) 
HOTt-2  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) 
Markett  -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 t-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 t-1  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 t-1  -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 t-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 t-1  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 t-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) 
R2  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 
                    HOTt  -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) 
HOTt-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) 
HOTt-2  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) 
Markett  -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 t-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 t-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 t-1  -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 t-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 t-1  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 t-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) 
R2  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 and other firms and the t-value of their difference.  

The time subscript t denotes the year relative to portfolio formation.  Panel B reports the regression: 
 

 

 � � � *� � � 
 � � 0
 � � 0 � � � � � � 0 
 � 0 
 � 0 
 � 0 
 ����
�� � 1 � 2 � �	
 2 � �.� 2 � �.� 2 � �#&/�� 2 � ��� 2 � � ��� 2 � ����� 2 � � � ��� 2 � ��� 2 �-

 
 

Constant and SIC dummies are suppressed.  Robust t-statistics are shown in brackets. 
 

             EBITDA/At 

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 
                    HOTt  -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) 
HOTt-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 t-2  -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 t  -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 t-1  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 t-1  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 t-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 t-1  -42.55 -46.89 -45.59 -49.62 -52.77 -50.81 -65.22 
  (-28.07) (-35.88) (-36.88) (-39.20) (-42.43) (-45.95) (-55.02) 
RDD t-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) 
R2  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 
                    HOTt  -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) 
HOTt-1  -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 t-2  -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 t  -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 t-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 t-1  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 t-1  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 t-1  -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 t-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) 
R2  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/At 
  t-5 t-3 t-1 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 
                    HOTt  -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) 
HOTt-1  -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 t-2  -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 t  -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 t-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 t-1  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 t-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 t-1  -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 t-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) 
R2  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 
                    HOTt  -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) 
HOTt-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 t-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 t  -2.25 -1.82 -2.58 -1.48 -1.18 -1.01 -0.56 
  (-10.32) (-9.12) (-13.59) (-7.61) (-6.06) (-5.49) (-2.92) 
M/B t-1  3.58 3.36 3.06 2.12 2.12 3.36 3.62 
  (36.80) (37.76) (34.05) (24.57) (23.55) (38.93) (40.25) 
SIZE t-1  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 t-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 t-1  -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 t-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) 
R2  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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Table 14 
Reversal of Market Timing Effects for M/B Portfolios 

For the change in leverage
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- , Panel A shows the mean value for hot-market and other firms and the t-value of their 

difference.  The time subscript t denotes the year relative to portfolio formation.  Panel B reports the regression: 
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 Constant and SIC dummies are suppressed.  Robust t-statistics are shown in brackets. 
 

             Change in Book Leverage D/At - D/At-1 

t  t-5 t-3 t-1 t0 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 
                    HOTt  -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) 
HOTt-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 t-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) 
Markett  -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 t-1  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 t-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 t-1  -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 t-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 t-1  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 t-1  -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 5.91 6.18 6.87 7.83 
  (23.00) (23.14) (24.25) (27.01) (29.10) (34.88) (43.67) 
dlow  -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) 
R2  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 
                    HOTt  -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) 
HOTt-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 t-2  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) 
Markett  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 t-1  -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 t-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 t-1  -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 t-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 t-1  -2.63 1.30 4.91 4.59 13.13 8.11 -2.97 
  (-0.73) (0.40) (1.60) (1.61) (4.29) (2.65) (-0.96) 
RDD t-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 4.51 5.05 4.92 7.85 7.21 8.46 
  (13.53) (10.10) (11.52) (11.86) (20.91) (20.55) (26.99) 
dlow  -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) 
R2  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/At - D/At-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 
                    HOTt  -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) 
HOTt-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 t-2  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) 
Markett  -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 t-1  -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 t-1  -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 t-1  -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 t-1  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&D/A t-1  9.76 7.06 1.20 6.00 7.92 5.26 8.11 
  (3.53) (3.35) (0.55) (6.96) (3.63) (2.53) (3.94) 
RDD t-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) 
dhigh  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) 
dlow  -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) 
R2  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 
                    HOTt  -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) 
HOTt-1  2.01 0.78 0.99 1.11 1.48 1.38 0.36 
  (4.51) (2.21) (2.31) (2.70) (3.84) (3.05) (0.83) 
HOT t-2  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) 
Markett  -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 t-1  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 t-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 t-1  -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 t-1  -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&D/A t-1  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 t-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) 
dhigh  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) 
dlow  -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) 
R2  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 
            


