
Vol. 26, No. 3, May–June 2007, pp. 361–379
issn 0732-2399 �eissn 1526-548X �07 �2603 �0361

informs ®

doi 10.1287/mksc.1060.0261
©2007 INFORMS

Myopic Marketing Management: Evidence of the
Phenomenon and Its Long-Term Performance

Consequences in the SEO Context

Natalie Mizik
Graduate School of Business, Columbia University, 3022 Broadway, Uris Hall, Room 513,

New York, New York 10027-6902, nm2079@columbia.edu

Robert Jacobson
School of Business, University of Washington, Box 353200, Seattle, Washington 98195-3200,

yusho@u.washington.edu

Managers often have incentives to artificially inflate current-term earnings by cutting marketing expendi-
tures, even if it comes at the expense of long-term profits. Because investors rely on current-term account-

ing measures to form expectations of future-term profits, inflating current-term results can lead to enhanced
current-term stock price. We present evidence that some firms engage in this type of “myopic marketing man-
agement” at the time of a seasoned equity offering (SEO). In particular, a greater proportion of firms than is
typical report earnings higher than normal and marketing expenditures lower than normal at the time of their
SEO. Although they realize that firms might be undertaking strategies to artificially inflate current-term earn-
ings, the financial markets are not adequately identifying and properly valuing the firms doing so. Our results
indicate that myopic firms are able to temporarily inflate their stock market valuation, but in the long run, as
the consequences of cutting marketing spending become manifest, they have inferior stock market performance.
We propose some actions that might reduce the incentives for myopic behavior.
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Introduction
At times, managers face incentives that might cause
them to emphasize current-term results at the expense
of long-term performance. Managers might feel pres-
sure to meet the quarterly earnings expectations of
financial analysts, their compensation and job security
might be tied to stock market reactions, or they might
be evaluated based on current-period accounting
performance measures. These conditions can cause
an overemphasis on strategic options that generate
immediate results at the expense of long-term profits,
that is, myopic management. For example, managers
might seek to artificially inflate current-term results
by cutting “discretionary” spending, such as R&D
and advertising. Myopic firms inflate current-term
results to give the appearance of enhanced long-
term business prospects. This overemphasis on short-
term results has long attracted significant interest by
academics, practitioners, the financial markets, and
government agencies (Hayes and Abernathy 1980,
Laverty 1996).

Myopic management is of particular importance
to marketers. A host of marketing activities involve

expenditures in the near term that have payoffs in the
longer term, for example, building customer loyalty
(Shugan 2005) and product quality initiatives (Mitra
and Golder 2006). Some past research has suggested
that firms do engage in myopic marketing manage-
ment by underspending on marketing or by replac-
ing marketing strategies that produce superior future
profits with those that generate an immediate pay-
back.1 Aaker (1991, p. 10), for example, states that “it
is tempting to ‘milk’ brand equity by cutting back on
brand-building initiatives, such as advertising.” He
notes that a decline in brand equity is not immedi-
ately obvious. Furthermore, Aaker (1991) views the
increased use of sales promotions (that have imme-
diately observable results, but with potentially dele-
terious long-term effects) as evidence of managers’

1 Myopic marketing management has commonalities with the clas-
sic concept of “marketing myopia” Levitt (1960). Both deal with a
lack of farsightedness. However, while marketing myopia empha-
sizes problems with defining the business too narrowly, myopic
marketing management relates to an overemphasis on the current-
term financial performance and the use of marketing tools to inflate
current profitability measures.
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short-term bias. Pauwels et al. (2004) advance similar
arguments and show empirically that sales promo-
tions by automobile manufacturers have had nega-
tive long-term effects on firm value. Hauser et al.
(1994) state that “all employees (managers, product
designers, service providers, production workers, etc.)
allocate their effort between actions that influence
current period sales and actions that influence sales
in the future. Unfortunately, employees are generally
more focused on the short term than the firm would
like.” To change this short-term mindset, the authors
advocate the use of customer satisfaction measures in
employee performance evaluation as a means to moti-
vate employee effort directed toward increasing profit
in the long run. Lehmann (2004, p. 74) highlights a
general “overconcern about short-term results” and
advocates use of multiple metrics at all levels.

Although some past research has empirically ex-
plored myopic management, past research has been
sparse (and primarily theoretical or anecdotal),2 not
focused on marketing management per se, and has
not addressed its impact on financial performance.
Are firms engaging in myopic marketing manage-
ment? What implications does this have both for
those firms undertaking these behaviors and for the
financial markets? Our study seeks to answer these
questions.

Our analysis focuses on firm and financial market
behavior around a seasoned equity offering (SEO),
that is, when a firm issues additional equity to col-
lect additional capital. Because the amount of capi-
tal collected by the firm depends on the stock price
on the day of equity issue, managers have an inter-
est in current-term stock price and might be tempted
to cut marketing spending to temporarily enhance
profitability. The incentive to engage in myopic man-
agement stems from the fact that investors rely on
current-term accounting performance measures to
form their expectations of the future-term perfor-
mance and, as such, to value equity.

We find that firms do inflate current-term account-
ing profits at the time of an SEO by reducing mar-
keting expenditures. Although they are aware that
earnings inflation is taking place, the financial mar-
kets appear temporarily fooled by myopic managers.
Our research shows that firms with a greater likeli-
hood to have engaged in more myopic behavior are
overvalued at the time of the SEO and are subse-

2 Past research has provided some empirical insights into myopic
management. For example, Dechow and Sloan (1991) found that
executives tend to reduce R&D spending in their final year before
retirement. Bushee (1998) reports that having a large proportion
of institutional investors exhibiting transient ownership character-
istics increases the probability of decreases in R&D expenditures.
Roychowdhury (2006) reports evidence of firms giving price dis-
counts to temporarily boost sales and increase earnings when they
are close to a zero earnings benchmark.

quently devalued in later periods. Only over time,
when the longer-term implications of engaging in
myopic marketing management materialize in inferior
performance, are the consequences of these actions
impounded into stock prices. The long-term conse-
quence of myopic marketing management is signifi-
cantly lower firm value.

I. Market Signaling in the Presence of
Asymmetric Information: The
Theory of Myopic Management

Traditional rational expectations, efficient financial
market theories predict that if managers care about
stock prices, they will make efficient investment
decisions, that is, they will not behave myopically.
These traditional efficient market models assume that
investors and managers have identical information.
Introducing asymmetric information (i.e., when man-
agers have an advantage over investors in distin-
guishing the true state of a firm’s earnings and future
prospects) changes the fundamental outcomes of tra-
ditional analysis. Managers who possess information
about firm performance that is not available to the
stock market have incentives to behave myopically.
The extent of the myopic behavior increases with
the importance managers attach to current-term stock
price.

Stein (1989) provides an illustrative theoretical
model showing how asymmetric information induces
myopic managerial behavior. He starts with a tra-
ditional framework: (i) stock price is a function
of expected future earnings; (ii) current-term stock
price is a component in the managers’ utility func-
tion; and (iii) current-term earnings serve as a sig-
nal of long-term performance (i.e., current earnings
contain information about future earnings).3 Under
these three conditions, incentives for myopic man-
agement do not exist. However, Stein (1989) also
introduces asymmetric information in the form of
managers’ ability to engage in intertemporal allo-
cation of earnings that investors cannot accurately
discern. That is, observed earnings are equal to
“natural” earnings plus the amount of earnings bor-
rowed from a future period, less the cost of past
borrowed earnings: Earningst = “Natural” Earningst +
“Borrowed” Earningst − cost(“Borrowed” Earningst−1�.
Investors observe Earningst but cannot decompose the
observed amount into “natural” versus “borrowed”
earnings. In other words, investors cannot distinguish
whether enhanced current-term earnings are indica-
tive of enhanced future-term performance or come at
the expense of future profits.

3 The results of numerous time series studies confirm both that
abnormal earnings do not dissipate immediately but exhibit some
persistence and that investors are aware of this.
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In this setting, the managerial discount rate is deter-
mined not just by the cost of capital (as it would be
in the absence of asymmetric information). Instead,
it rises with the importance managers attach to cur-
rent stock price and with the importance the investors
place on current-term earnings as signals of long-term
profits. The resulting managerial discount rate, which
is higher than is justified by the cost of capital con-
siderations, leads to a short-run bias: Managers are
selecting strategies with greater current-term results
over strategies with overall superior long-term prof-
its. Managers engage in this “intertemporal borrow-
ing” of earnings to inflate current-term results. They
seek to fool the stock market into expecting higher
future earnings and, thus, to increase current stock
price.

The market realizes that managers have myopic
incentives and that current-term earnings may be
artificially inflated. Stein (1989) emphasizes that this
market awareness and response does not prevent or
lessen managers’ incentives to behave myopically but
actually further exacerbates the situation. The prob-
lem is that the market cannot distinguish between
managers who engage in myopic management and
those who do not (or do so to a lesser extent) and
thus downgrades all firms. This, in turn, puts pres-
sure on all managers who care about their stock price
to inflate current-term earnings.

Stein (1989) posited that the assets the myopic man-
agers are most likely to sacrifice in their attempts to
inflate earnings will be those that are not on the com-
pany’s balance sheet (i.e., intangible assets) and not
directly related to production. Most of a firm’s mar-
keting assets would arguably fall into this category
and, as such, would be likely candidates for reduc-
tions by firms engaging in myopic management. As
such, myopic management is of particular importance
to marketing managers.

II. Study Context: The SEO
Theoretical models allowing for asymmetric infor-
mation indicate that incentives for myopic behav-
ior increase with the importance managers place on
current-period stock price. Although managers gen-
erally pay attention to stock price, certain events are
likely to increase its importance. For example, the
importance of the stock price will be greater to a man-
ager when his or her compensation is linked to the
stock price (e.g., option exercise dates) or on the day
of a reverse leveraged buyout (LBO). An SEO—the
issuing of additional stock by a public company—
is another event where the current stock price is
of increased importance to managers. Because the
amount of capital collected by an SEO-issuing firm
is determined by its stock price on the day of the

issue, managers have incentives to inflate earnings to
maximize SEO proceeds. An SEO provides a well-
identified period of significantly increased importance
of the current stock price. As such, it provides an ideal
setting for studying myopic marketing management
and the financial market response.

Although we are not aware of any marketing re-
search that has focused on SEOs, because of its prop-
erties, a great deal of work in finance and accounting
has been based on the SEO context. With respect to
the intent and the positioning of our study, it is use-
ful to group some of the relevant past SEO research
into three categories. The first category is the initial
research that highlighted an apparent anomaly in SEO
pricing (e.g., Loughran and Ritter 1995, Spiess and
Affleck-Graves 1995). These studies reported that SEO
firms exhibited below-average long-term stock mar-
ket performance in the years following the issuing.

A second category of SEO studies built on these
initial findings and sought to delineate the charac-
teristics of the SEOs being misvalued by the finan-
cial markets. These studies (e.g., Rangan 1998, Teoh
et al. 1998) focused on managers’ attempts to inflate
reported earnings at the time of an SEO by taking
(i.e., manipulating) income-increasing accrual adjust-
ments. Rather than SEOs being generally misvalued
(as implied by the first category of studies), these
studies concluded that it was only those SEO firms
that had unusually large accruals (motivated pre-
sumably by a desire to induce higher net income)
that experienced negative long-run abnormal stock
returns.

A subsequent third wave of studies (e.g., Brav
et al. 2000, Eckbo et al. 2000, Shivakumar 2000) chal-
lenged the conclusions of studies reporting an SEO
pricing anomaly. These studies concluded that the
SEO returns were not anomalous but rather could be
explained by additional risk considerations; that is,
the abnormal returns vanished with alternative calcu-
lations of expected or “normal return.” Fama (1998)
summarized the conclusions of this wave of studies
by stating that “if there is an IPO-SEO anomaly, it
seems to be largely restricted to tiny firms.”

Our study is in the spirit of the second category of
SEO studies but differs in that we focus on changes
in management practices (as opposed to accounting
practices). Past research has focused on earnings man-
agement, which involves managers using judgment in
financial reporting and in structuring transactions to
alter financial reports with the intent to mislead some
stakeholders about the underlying economic perfor-
mance of the company (Healy and Wahlen 1999).
Earnings management most commonly takes place
via contingencies and reserve allocations and the tim-
ing of revenue recognition. A fundamental distinction
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between earnings management and myopic manage-
ment is that although earnings management affects
only the accounting numbers in financial reports and
has no impact on firm actions, myopic management
impacts financial results through real actions (or inac-
tion) firms undertake. As such, our study differs from
previous work in that we assess whether manage-
ment is changing expenditure patterns (as opposed to
accounting reporting) at the time of an SEO and the
reaction of the financial markets to such changes in
real activity.

In light of issues and concerns regarding assess-
ment of long-term abnormal stock returns highlighted
in general and in the third category of SEO stud-
ies specifically, our assessment of the financial market
reaction involves tests and controls geared to min-
imize pitfalls associated with “the bad-model prob-
lem” (Fama 1998).4 For example, we make use of the
matched-firm approach to compute abnormal returns
(Barber and Lyon 1997). This approach, in contrast to
some alternatives, has been shown to generate well-
specified test statistics in analyses involving long-
term return horizons. Furthermore, we also make
extensive use of sensitivity analysis to determine
that our findings are not dependent on, for exam-
ple, assumptions of normality, specific approaches
for calculating abnormal returns, or changes in risk
characteristics.

III. Hypotheses
A. Myopic Marketing Management
Given the heightened importance of current-period
stock price at the time of an SEO, managers have
added incentive to engage in myopic marketing man-
agement. That is, models such as Stein’s (1989) show
that the more managers care about current-period
return, the greater the degree and extent of myopic
management. This leads to the first hypothesis.

Hypothesis 1. Managers will seek to inflate current-
term earnings at the time of an SEO by cutting marketing
expenditure.

Hypothesis 1 predicts that at the time of an SEO,
we would observe firms decreasing activities with

4 Any test of efficient markets depends on assumptions about
expected return. “The bad-model problem” interpretation of stock
return anomalies is that they are due to a mis-specification of the
risk characteristics of the firm and the pricing of this risk; that is,
the estimate of expected return is inaccurate. Fama and French
(1996) show, for example, that the overreaction anomaly reported
by De Bondt and Thaler (1985) vanishes in a three-factor risk model.
This “bad-model” consideration dictates that it is critical in stud-
ies assessing long-run abnormal returns to make use of properly
benchmarked measures (e.g., Barber and Lyon 1997) and to assess
the sensitivity of the results to alternative abnormal returns calcu-
lations. We undertake both steps in our study.

current-term costs that exceed their current-term ben-
efits, even if these activities have future-term bene-
fits that justify their undertaking. As such, we will
observe a greater-than-usual number of firms report-
ing a combination of higher-than-normal earnings
and lower-than-normal marketing expenditures.

The null hypothesis is that management practices
are not changed to coincide with an SEO. Under the
null, we would not observe any difference in earnings
or marketing expenditure patterns at the time of an
SEO, compared with other periods.5

B. Valuation of Firms Engaging in Myopic
Marketing Management

Although managers have incentives to behave myopi-
cally, investors can be expected to realize that these
incentives exist, so investors might not be fooled
by managerial attempts to inflate earnings and, as
such, properly value firms based on their long-term
value. This is what would be implied by efficient
markets. However, there is a body of work that sug-
gests, in contrast to the efficient markets hypothesis,
that the financial markets could be slow to incor-
porate the financial implications of strategic deci-
sions (e.g., Eberhart et al. 2004). Daniel and Titman
(2003) summarize this literature stream by conclud-
ing, “There is considerable evidence that investors
under-react to information conveyed in manage-
ment decisions.” Rather than immediately impound-
ing these implications into the price of the stock,
some research suggests that it might take years for
the market to correctly price some types of strategic
decisions.6

Are myopic firms able to fool the financial market
into assigning them a higher valuation at the time of
an SEO? If the financial markets are not accurately
identifying those firms engaging in myopic marketing
management, we would observe myopic firms being
overvalued initially. Then, when the consequences of
unwarranted cuts in marketing spending are reflected
in future performance falling below expectations, this
unjustified overvaluation will be corrected in future
time periods. The delay in the market’s ability to iden-
tify myopic firm behavior until its consequences are

5 Another hypothesis is that marketing expenditures are being
inflated at the time of an SEO. This might occur if managers are
attempting to signal their commitment to the market (Trueman
1986) or if they are utilizing marketing activities specifically geared
toward enhancing current-term results (i.e., engaging in myopic
marketing management by overutilizing certain types of marketing,
e.g., promotions). Finding evidence for Hypothesis 1 would indi-
cate that the tendency to engage in myopic marketing management
stemming from reducing marketing expenditures with longer-term
paybacks dominates this alternative strategy.
6 A competing interpretation to explain these results inconsistent
with efficient markets is that expected return is not being properly
calculated in these studies, that is, “the bad-model problem.”
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more fully reflected in terms of accounting perfor-
mance leads to Hypothesis 2.

Hypothesis 2. Stock returns subsequent to an SEO
will be lower for firms that inflated earnings by reducing
marketing expenditures below-normal levels.

C. Long-Term Consequences of Myopic
Marketing Management

Hypothesis 2 suggests that investors are not able to
fully distinguish myopic firms and will correct the
initial overvaluation only in future periods. An addi-
tional question, however, is whether the potential
negative future outcomes of temporarily decreasing
marketing spending overweigh the positive benefits
of bringing in more funding from SEO proceeds that
can be used to pursue new opportunities. In other
words, what are the implications of myopic market-
ing management for the long-run value of a firm? We
hypothesize that even a temporary unwarranted dis-
ruption in marketing spending can have substantial
negative consequences on future performance. This
leads to Hypothesis 3.

Hypothesis 3. The long-term (total) financial conse-
quences of inflating earnings by cutting marketing expen-
ditures are negative.

IV. Hypothesis Testing
A. Testing Hypothesis 1
To test Hypothesis 1, we first develop and esti-
mate forecasting models for size-adjusted earnings
and size-adjusted marketing expenditure series. We
then forecast values for the series at the time of
the SEO. The difference between the actual value
of the series and the forecasted values allows us to
determine whether the firm reports above- or below-
normal size-adjusted earnings and marketing expen-
ditures. Under Hypothesis 1, at the time of an SEO,
we would observe a significantly greater proportion
of firms jointly having earnings above forecast and
marketing expenditures below forecast. That is, the
proportion of firms with (ROAi� − R̂OAi� � i�−1� > 0 and
(Mktgi� − M̂ktgi� � i�−1� < 0 will be significantly greater
at the time of an SEO than at other periods. The
null hypothesis is that there will be no significant dif-
ferences in performance and resource allocation pat-
terns at the time of an SEO than is observed at other
periods.

We find that the following fixed-effects multivariate
time-series panel data models provide a good approx-
imation of the earnings and marketing expenditure
series in our data sample:

�ROAit −ROAt�

= �ei +
1 ∗ �ROAit−1 −ROAt−1�

+
2 ∗ �ROAit−2 −ROAt−2�

+
3 ∗ �Mktgit−1 −Mktgt−1�

+
4 ∗ �Mktgit−2 −Mktgt−2�+ �it� (1)

�Mktgit −Mktgt�

= �mi + �1 ∗ �ROAit−1 −ROAt−1�

+ �2 ∗ �ROAit−2 −ROAt−2�

+ �3 ∗ �Mktgit−1 −Mktgt−1�

+ �4 ∗ �Mktgit−2 −Mktgt−2�+ �it� (2)

where ROAit and Mktgit are the values of return on
assets (ROA) and marketing intensity series for firm
i at time period t; ROAit−1, ROAit−2, Mktgit−1, and
Mktgit−2, are their one- and two-year lagged values;
and ROAt and Mktgt are the means for the ROAit and
Mktgit series at time period t.

Equation (1) indicates that the deviation of the ROA
series from the economy-wide mean depends on a
firm-specific amount, the extent to which the series
deviated from the economy-wide mean in the previ-
ous two periods, and the values of the deviations of
the marketing series from the economy-wide mean in
the previous two periods. The coefficient �ei is the
firm-specific constant in the ROA equation, parame-
ters 
1 and 
2 are the coefficients depicting the per-
sistence of the ROA series, and the parameters 
3

and 
4 depict the impact of marketing intensity on
ROA.7 Similarly, in Equation (2) the coefficient �mi is

7 To obtain estimates of the parameters �1i and 
s in the ROA fore-
cast model Equation (1), we follow the Anderson and Hsiao (1982)
procedure, to estimate an autoregressive coefficient in the presence
of fixed effects. We begin by taking first differences of the data
to remove firm-specific fixed effects �1i. We then use (ROAit−2 −
ROAt−2) and (ROAit−3 −ROAt−3) to form an instrumental variable
estimate of [(ROAit−1 − ROAt−1�− �ROAit−2 − ROAt−2)] to address
its correlation with the error [�it − �it−1] induced by first differenc-
ing of the data. This estimation procedure generates consistent (i.e.,
asymptotically unbiased) estimates of the parameters 
. Once we
obtain estimates of �
s, we can calculate ��1i as the mean of [(ROAit−
ROAt �− �
1 ∗ �ROAit−1 − ROAt−1�− �
2 ∗ �ROAit−2 − ROAt−2�− �
3 ∗
�Mktgit−1 −Mktgt−1�− �
4 ∗ �Mktgit−2 −Mktgt−2�] over firm i’s obser-
vations series. We follow the same approach to estimate marketing
forecast Equation (2).

To ensure that our estimates would not be sensitive to outliers,
we set 1% of the extreme observations for the accounting variables
to missing. In this way, the estimates would be representative of
the typical dynamic behavior of the accounting series. Other esti-
mation approaches, which would similarly minimize the impact of
extreme data points, generated similar estimates to those we report.
To the extent that our estimates are inaccurate, this would lead
to a potential misclassification of firms as having positive versus
negative surprises to ROA or marketing expenditures. A conse-
quence of misclassification is that tests of differences in abnormal
returns between groupings (i.e., Hypotheses 2 and 3) would be
biased toward zero; that is, the tests would tend not to find a stock
return differential among firm groupings.
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the firm-specific constant in the Mktg series, parame-
ters �3 and �4 are the coefficients depicting the persis-
tence of the Mktg series, and the parameters �1 and �2
depict the impact of past ROA on marketing intensity.

After obtaining the parameter estimates, we can
form forecasts and categorize firms into four group-
ings based on the forecast error pattern for size-
adjusted earnings and marketing expenditures:

�Mktgi� �Mktgi�

− M̂ktgi� � i�−1� > 0 − M̂ktgi� � i�−1� < 0

�ROAi� − R̂OAi� � i�−1� > 0 Group 1 Group 2
�ROAi� − R̂OAi� � i�−1� < 0 Group 3 Group 4

The four groupings are:
• Group 1: Firms with positive ROA and positive

marketing intensity shocks at the time of an SEO
• Group 2: Firms with positive ROA and negative

marketing intensity shocks at the time of an SEO
• Group 3: Firms with negative ROA and positive

marketing intensity shocks at the time of an SEO
• Group 4: Firms with negative ROA and negative

marketing intensity shocks at the time of an SEO.
Under Hypothesis 1, the proportion of Group 2

firms will be greater at the time of an SEO than is
typical.

B. Testing Hypothesis 2
Under Hypothesis 2, the financial markets are not
fully impounding the consequences of myopic man-
agement into the price of the stock when it occurs, but
only after the consequences have impacted account-
ing financial performance. As a consequence, myopic
firms will tend to have lower stock returns in the
periods following an SEO. We test this hypothesis by
examining abnormal (i.e., risk-adjusted) stock returns
for myopic and nonmyopic firms in the periods fol-
lowing an SEO. We estimate the following model:

abnStkRi�+k � �

= �1k ∗ dME�+�ROA�+�

i� +�2k ∗ dME�−�ROA�+�

i�

+�3k ∗ dME�+�ROA�−�

i� +�4k ∗ dME�−�ROA�−�

i� +�i�+k (3)

for k = 1, 2, 3, and 4, where abnStkRi�+k � � is the
k-period ahead (i.e., future multiperiod) risk-adjusted
(i.e., abnormal) cumulative stock return for firm i,
with an SEO occurring at time � ; dME�+�ROA�+�

i� is a cat-
egorical variable that takes on the value of 1 if firm i
was categorized as a Group 1 firm and 0 otherwise;
dME�−�ROA�+�

i� is a categorical variable that takes on the
value 1 if firm i was categorized as a Group 2 firm
and 0 otherwise; dME�+�ROA�−�

i� is a categorical variable
that takes on the value 1 if firm i was categorized as
a Group 3 firm and 0 otherwise; and dME�−�ROA�−�

i� is a

categorical variable that takes on the value 1 if firm i
was categorized as a Group 4 firm and 0 otherwise.

Under Hypothesis 2 we would expect the myopic
group to underperform other firms in the post-SEO
periods (i.e., �2k < 0). Under the efficient markets
hypothesis (which is the basis for the null hypothe-
sis for Hypothesis 2), no differences in the post-SEO
stock returns should exist for any grouping of firms
defined based on information available at the time of
an SEO. As such, under the null hypothesis we would
be unable to reject �1k = �2k = �3k = �4k = 0.

C. Testing Hypothesis 3
Hypothesis 2 assesses the degree of “punishment”
a myopic firm will endure in the post-SEO periods.
It does not answer the question of what the total
net impact of myopic marketing management is. To
assess that, we need to modify Equation (3) to include
the SEO period, when the myopic firms presumably
commandeer the benefits of their earnings inflation
strategies. To examine the total returns to firms that
engaged in myopic marketing management versus
those that did not, we estimate the following model:

abnStkRi�+j � �

= �1j ∗ dME�+�ROA�+�

i� +�2j ∗ dME�−�ROA�+�

i�

+�3j ∗ dME�+�ROA�−�

i� +�4j ∗ dME�−�ROA�−�

i� +�i�+ j (4)

for j = 0, 1, 2, 3, and 4, where dME�+�ROA�+�

i� , dME�−�ROA�+�

i� ,
dME�+�ROA�−�

i� , and dME�−�ROA�−�

i� are defined as previously
and abnStkRi�+j � � is the multiperiod risk-adjusted
stock return for firm i, with an SEO occurring at
time � .

Hypothesis 2 addresses the future-term effects of
myopic marketing management. That is, to what
extent do the financial markets adjust the valua-
tion of myopic firms subsequent to the year of an
SEO? Hypothesis 3 seeks to assess the total effect of
myopic marketing management, taking into account
the financial market reaction at the time of an SEO.
Under Hypothesis 3, we expect �20 > 0, �20 ≥ �21 ≥
�22 ≥ �23 ≥ �24, and �24 < 0.

V. Data
We obtained our sample of firms issuing an SEO
between January 1970 and December 2001 and the
issue date from the Thomson Financial Securities
database. We accessed the primary, full coverage,
and researched COMPUSTAT databases for annual
accounting information for 1966–2002 and the Uni-
versity of Chicago’s Center for Research in Security
Prices (CRSP) data tapes for monthly stock returns
data for 1970–2004. Our data treatment and merg-
ing procedure closely parallel those in the prior SEO
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Table 1 Descriptive Statistics

Standard
No. of error of

Observations Mean the mean 5% Median 95%

ROA 69,107 0.099 0.0006 −0�170 0�121 0�279
Marketing 29,779 0.290 0.0012 0�052 0�245 0�693

intensity
Stock return 61,541 0.028 0.0022 −0�924 0�067 0�812

Notes. The sample includes all available 1966–2002 COMPUSTAT data for
those firms that had at least one SEO reported in the Thomson Financial
Securities database for the January 1970–December 2001 period. Variable
definitions with respective COMPUSTAT data numbers are presented below.
The stock returns data represent continuously compounded annualized stock
returns for the SEO firms and come from the University of Chicago’s Center
for Research in Security Prices monthly returns data tapes.

Variable definitions with respective COMPUSTAT data numbers for firm i

in year t :

ROIit =
Operating income before depreciationit

Assetsit
= (data13)it

(data6)it

Marketing intensityit =
SG&A expenseit −R&D expenseit

Assetsit

= (data189)it − (data46)it
(data6)it

Stock returnit = log
12∏

month=1

�1+ holding period returnimonth �

research (e.g., Teoh et al. 1998). Merging the SEO,
COMPUSTAT, and CRSP data samples yielded an
unbalanced pooled cross-sectional time series panel
with a total of 2,238 SEO year events where sufficient
accounting data are available to form forecasts based
on our Equation (1) and (2) models.8 The overall loss
of observations after merging the three databases is
consistent with that in the prior SEO research (e.g.,
Teoh et al. 1998, Shivakumar 2000).

Table 1 provides descriptive statistics for variables
used in our analysis. We used operating income
before depreciation divided by assets as our measure
of ROA (i.e., COMPUSTAT Data13/Data6). However,
to assess the robustness of our findings, we replicated
our analysis with alternative accounting measures of
firm performance (e.g., net income and income before
extraordinary items) and found results very similar to
those we report.9

We used selling and general administrative (SG&A)
expenditures minus R&D expenditures divided by

8 Because all our data are at the annual level, following prior SEO
research (e.g., Teoh et al. 1998), we do not distinguish between
single and multiple SEO issues within a year. Neither do we dis-
tinguish between different types of SEO (e.g., rights versus cash
offers) because of the extremely small proportion of rights offers in
our data sample. We did, however, undertake additional analysis
to make sure that our results are not affected by these choices and
found no evidence to the contrary.
9 See Kothari (2001), for example, for a discussion of the financial
market response to accounting profitability measures.

assets (COMPUSTAT [Data189-Data46]/Data6) as our
proxy for marketing expenditure intensity. SG&A has
been used in past research (e.g., Dutta et al. 1999,
Kim et al. 2005) as a proxy for marketing spending.
We refine the measure to better capture its marketing-
related portion by excluding R&D expenses. Anal-
ysis based on our marketing expenditure measure
SG&A−R&D can be expected to provide more pow-
erful tests than an analysis based on a single mar-
keting spending item (e.g., advertising), because it
includes more expenditure items (such as sales force
costs and promotional spending) that firms may seek
to limit in an attempt to inflate earnings at the time
of an SEO. Furthermore, SG&A−R&D analysis will
better delineate myopic firms because it is able to
separate firms that reduced expenditures from firms
that merely shifted expenditures from one marketing-
related SG&A item to another. We do, however, also
perform sensitivity analysis based on alternative mar-
keting intensity proxies (e.g., a more broad SG&A
[COMPUSTAT Data189]) and a narrower advertising
([COMPUSTAT Data45] intensity) and find results in
close correspondence to those we report.

Testing Hypotheses 2 and 3 involves a comparison
of abnormal stock returns for longer-term horizons
and thus requires a measure of expected return to
calculate abnormal return. Research in finance (e.g.,
Barber and Lyon 1997) has documented biases in
tests associated with some of the commonly used
approaches for computing abnormal returns over a
long-term horizon. Test statistics based on abnor-
mal return benchmarks using, for example, the mar-
ket model or the three-factor model developed by
Fama and French (1993) are misspecified because of
problems associated with, for example, new listing,
rebalancing, and skewness biases. To overcome these
issues, Barber and Lyon (1997) recommend a pro-
cedure for assessing abnormal returns that involves
matching sample firms to control firms of simi-
lar sizes and book-to-market ratios. They note that
this control firm approach yields “well-specified test
statistics in virtually all sampling situations con-
sidered.” Because of its advantageous properties,
this matched-firm approach has been widely advo-
cated and used in more recent empirical finance and
accounting studies. Indeed, Shivakumar (2000) high-
lighted this approach as a means to overcome limita-
tions in long-horizon tests in previous SEO research.

Following Barber and Lyon (1997), we choose the
control firm among all firms in the same year and
in the same two-digit standard industrial classifica-
tion (SIC) group not issuing SEOs, with a market
value of equity between 70% and 130% of that of the
sample firm, and whose book-to-market ratio is clos-
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Table 2 Fixed Effects Multivariate Panel Data Forecast Models

ROA equation Marketing equation

�ROAit−1 −ROAt−1� 0�512∗∗± 0�012∗

�0�026� �0�006�
19�97 2�08

�ROAit−2 −ROAt−2� 0�014 0�00003
�0�009� �0�006�
1�55 0�06

�Mktgit−1 −Mktgt−1� 0�224∗∗ 0�473∗∗±

�0�009� �0�040�
26�19 11�69

�Mktgit−2 −Mktgt−2� 0�057∗∗ 0�017
�0�008� �0�01�
7�05 1�68

Number of observations 21,366 20,935
F -statistic 350.88 66.99

Notes. ROA equation: �ROAit −ROAt �= �ei +	1 ∗ �ROAit−1−ROAt−1�+	2 ∗
�ROAit−2 −ROAt−2�+	3 ∗ �Mktgit−1 −Mktgt−1�+	4 ∗ �Mktgit−2 −Mktgt−2�

+ 
it .
Marketing equation: �Mktgit −Mktgt �= �mi + �1 ∗ �ROAit−1 − ROAt−1�+

�2 ∗ �ROAit−2 − ROAt−2� + �3 ∗ �Mktgit−1 − Mktgt−1� + �4 ∗ �Mktgit−2 −
Mktgt−2�+ 
it .
The number of observations differs across the series as not all firms

reported all measures across all time periods. Standard errors are in paren-
theses, t-statistics in brackets. Significance levels: ∗∗p < 0�01, ∗p < 0�05.
±denotes the use of instrumental variable estimation.

est to that of the sample firm.10 We then calculate
the abnormal return measure as the difference in the
multiyear-ahead stock return for the firm undertak-
ing an SEO versus the multiyear-ahead stock return
for the matched firm:11 abnStkRi�+k � � = StkRi�+k � � −
StkRmi�+k � � , where StkRi�+k � � is the k period ahead
(i.e., future multi-period) cumulative stock return
for firm i, with an SEO occurring at time � , and
StkRmi�+k � � is the k period ahead cumulative stock
return for firm i’s control firm.

VI. Empirical Analysis
We begin our analysis by estimating fixed-effects mul-
tivariate panel data forecast models (Equations (1)
and (2)) for ROA and marketing intensity. As depicted
in Table 2, ROA and marketing intensity series exhibit
significant persistence: The first-order own lags are
0.512 and 0.473, respectively, and the second-order
own lags are insignificant for both series. Neither
series has unit roots (which we formally document

10 In the few cases where we were unable to identify a match-
ing firm at the two-digit SIC level, we searched for a match at a
one-digit SIC level. In the cases where no match was found at the
one-digit SIC level, we searched for a matching firm with no SIC
constraint.
11 We replicated all our analyses using alternative returns measures
(e.g., raw, market-adjusted returns, market-, size-, and book-to-
market-adjusted returns) and found results very closely corre-
sponding to those we report.

Table 3 The Prevalence of Myopic Marketing Management at the Time
of an SEO

Proportion of firms Proportion of firms
in the year when an in years when SEO
SEO was issued (%) was not issued (%)

�N = 2�238� �N = 21�129�

Group 1
�ROAi� − R̂OAi� � i�−1� > 0, 19�7 23�8
�Mktgi� − M̂ktgi� � i�−1� > 0

Group 2
�ROAi� − R̂OAi� � i�−1� > 0, 36�4 29�2
�Mktgi� − M̂ktgi� � i�−1� < 0

Group 3
�ROAi� − R̂OAi� � i�−1� > 0, 14�5 26�1
�Mktgi� − M̂ktgi� � i�−1� > 0

Group 4
�ROAi� − R̂OAi� � i�−1� > 0, 29�3 20�9
�Mktgi� − M̂ktgi� � i�−1� < 0

Total 100 100

through additional tests), nor do they dissipate imme-
diately. The estimated persistence coefficients suggest
that these series decay over a number of periods.
This result means that deviations occurring in a given
year contain information about the future term. In
addition, as evidenced in Table 2, marketing inten-
sity has highly significant positive long-term effects
on ROA. The first-year effect is 0.224 and the second-
year effect is 0.057. Thus, we find empirical evidence
that marketing expenditures have long-term effects
on business performance.12 We also find some evi-
dence of feedback effects from ROA to marketing
expenditures in Equation (2). Although the estimated
two-year lagged effect is indistinguishable from zero,
ROA lagged one year has a statistically significant,
albeit quite small, impact on marketing intensity
(0.012).

A. Assessing the Prevalence of Myopic Marketing
Management at the Time of an SEO

Our test of the prevalence of myopic marketing
management involves examination of the proportion
of Group 2 firms at the time of an SEO, that is,
firms with (ROAi� − R̂OAi� � i�−1� > 0 and (Mktgi� −
M̂ktgi� � i�−1� < 0 Under the hypothesis that managers
have a tendency to engage in myopic management at
the time of an SEO, a greater proportion of firms will
be in Group 2 than is typical. We use our sample—
but for periods other than the year of an SEO—as our
benchmark of “typical.” However, our findings are in
near exact correspondence if we use a benchmark of
all COMPUSTAT firms. Table 3 reports the results of
this analysis.

12 For discussions of the long-term effects of marketing expen-
ditures see, for example, Lodish et al. (1995) and Dekimpe and
Hanssens (1995, 1999).
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In non-SEO years, 29.2% of our sample firms typ-
ically fall into the Group 2 category. This proportion
is significantly different (p < 0�0001) at the time of an
SEO. Approximately 36.4% of firms are categorized in
Group 2 at the time of an SEO. This finding is consis-
tent with Hypothesis 1 and the prediction of Stein’s
(1989) model—a significant number of firms appear
to be inflating earnings at the time of an SEO through
a reduction in marketing expenditures.

By examining the proportion of firms in the other
groupings, it can be ascertained where this increase in
the proportion of Group 2 firms is coming from. Com-
pared with the norm, we see a dramatic reduction in
Group 3 firms (i.e., firms with [ROAi� − R̂OAi� � i�−1� <

0 and [Mktgi�−M̂ktgi� � i�−1� > 0) at the time of an SEO.
Only 14.5% of firms are classified as Group 3, com-
pared with 26.1% of SEO firms in non-SEO years. We
also see a drop in the proportion of Group 1 firms.
At the time of an SEO, 19.7% of firms are classified
as Group 1, compared with 23.8% for SEO firms in
non-SEO years. As such, during the period of an SEO
we observe a statistically significant and substantial
rise in the proportion of firms that decrease marketing
expenditures above their expected value (i.e., Groups
2 and 4 together). At the time of an SEO, 65.8% of
firms (compared with a norm of 50.1%) are decreasing
marketing expenditures below predicted values.

B. Firm Valuation at the Time of an SEO
The Table 3 results are consistent with firms trying
to artificially inflate current-term results by decreas-
ing marketing expenditures. Are the financial markets
fooled by this behavior? Or are market participants
able to fully distinguish between the firms behav-
ing myopically and those that are not, and do they
impound this information into the price of the stock?
Shivakumar (2000) finds evidence consistent with the
financial markets being aware that some firms are
engaging in earnings inflation at the time of an SEO;
that is, the markets react less to earnings announce-
ments at the time of an SEO compared with other
periods. We too undertook such analysis and found
that the earnings response coefficient is lower at the
SEO time than at other periods (see Table X1 in
the appendix). This is consistent with Stein’s (1989)
proposition that the market will be aware that there
are times when managers are more likely to engage
in myopic management and will thus discount the
performance signals reported at these times. At issue,
however, is whether the financial markets correctly
determine which firms are engaging in myopic man-
agement and whether they are able to properly value
the financial implications of engaging in this type of
behavior.

Table 4A presents a test of Hypothesis 2, suggest-
ing that myopic firms will have lower stock return in

Table 4A Are Firms Properly Valued at the Time of an SEO? The Role
of Marketing Intensity and ROA Shocks

Two years Three years Four years
One year after an SEO: after an SEO: after an SEO:

after an SEO: Cumulative Cumulative Cumulative
One-year two-year three-year four-year
abnormal abnormal abnormal abnormal

stock return stock return stock return stock return
k = 1 k = 2 k = 3 k = 4

�1 0�049 −0�017 −0�023 0�030
�0�038� �0�055� �0�069� �0�080�
�1�28� �−0�30� �−0�33� �0�37�

�2 −0�179∗∗ −0�310∗∗ −0�364∗∗ −0�390∗∗
�0�028� �0�040� �0�049� �0�058�

�−6�44� �−7�69� �−7�40� �−6�76�
�3 −0�000 −0�019 0�059 0�172

�0�045� �0�067� �0�082� �0�097�
�−0�01� �−0�29� �0�72� �1�77�

�4 −0�004 −0�011 −0�041 0�007
�0�031� �0�045� �0�054� �0�064�

�−0�12� �−0�25� �−0�76� �0�10�

No. of observations 1,779 1,674 1,558 1,370
F -statistic 10.79 14.86 13.98 12.23

Notes. Abnormal StkRi�+k � � = �1k ∗ dME�+�ROA�+�

i� + �2k ∗ dME�−�ROA�+�

i� + �3k ∗
dME�+�ROA�−�

i� + �4k ∗ dME�−�ROA�−�

i� + �i�+k , where k = 1, 2, 3, and 4. Stan-
dard errors are in parentheses, t-statistics in brackets. Significance levels:
∗∗p < 0�01.

the years subsequent to an SEO because they are not
properly valued at the time of the SEO. Firms are cat-
egorized into the four groupings based on ROA and
marketing expenditure shocks occurring at the time
of an SEO. For one, two, three, and four years after
an SEO, we observe no abnormal stock returns for
Groups 1, 3, and 4. This finding is consistent with
these firms being properly valued at the time of an
SEO. We do not observe a systematic adjustment in
the valuation of these firms subsequent to the year of
an SEO.

We see dramatically different results for Group 2.
One year after an SEO, Group 2 firms underperform
their matched counterparts by −17�9%. The differ-
ential is −31�0% for the two-year cumulative return
subsequent to an SEO. Then it is −36�4% for the
three years and −39�0% for four years subsequent
to an SEO. All these differences are highly statisti-
cally significant. These firms, which are categorized
based on an increased likelihood of having engaged
in myopic marketing management, appear not to be
properly valued by the stock market at the time of
an SEO. The eventual underperformance of myopic
firms in the years subsequent to an SEO attests to
the market’s not appreciating the implications under-
lying a combined positive ROA shock, with a neg-
ative marketing intensity shock (i.e., a greater likeli-
hood of myopic marketing management). Only over
time, when the financial implications resulting from
undertaking this strategy are realized, do the financial
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Table 4B Are Firms Properly Valued at the Time of an SEO? The Role of Marketing Intensity and ROA Shocks: Nonparametric Tests

One year after an SEO: Two years after an SEO: Three years after an SEO: Four years after an SEO:
One-year abnormal Cumulative two-year Cumulative three-year Cumulative four-year

stock return abnormal stock return abnormal stock return abnormal stock return
k = 1 k = 2 k = 3 k = 4

Group 1
�ROAi� − R̂OAi� � i�−1� > 0, 0�063 −0�023 −0�09 −0�081
�Mktgi� − M̂ktgi� � i�−1� > 0 �14�5� �−5�5� �−10�0� �−6�0�

�0�13� �0�58� �0�30� �0�50�

Group 2
�ROAi� − R̂OAi� � i�−1� > 0, −0�14∗∗ −0�309∗∗ −0�397∗∗ −0�418∗∗
�Mktgi� − M̂ktgi� � i�−1� < 0 [−61�0] [−67�5] [−72�5] [−68�0]

(<0�001) (<0�001) (<0�001) (<0�001)

Group 3
�ROAi� − R̂OAi� � i�−1� < 0, −0�001 0�029 0�033 0�109
�Mktgi� − M̂ktgi� � i�−1� > 0 �−1�0� �−4�5� �5�0� �4�0�

�0�95� �0�59� �0�53� �0�60�

Group 4
�ROAi� − R̂OAi� � i�−1� < 0, 0�019 −0�008 −0�063 −0�011
�Mktgi� − M̂ktgi� � i�−1� < 0 �4�0� �−3�5� �−8�5� �−2�5�

�0�76� �0�79� �0�46� �0�85�

Notes. The results are presented as median, [M-statistic], (p-value). Significance levels: ∗∗p < 0�01.

markets impound the value implications of engaging
in myopic marketing management. As the four-year
abnormal return is approximately the same as the
three-year abnormal return, it appears that it takes
approximately three years for the financial markets to
fully impound the value implications of myopic mar-
keting management into the price of the stock.

Although the matched-firm approach for calculat-
ing abnormal returns has been shown to yield test
statistics mirroring those of conventional tests, we
also undertook nonparametric tests to assess Hypoth-
esis 2. These nonparametric tests do not rely on the
normality assumption. The nonparametric analysis,
reported in Table 4B, is in close correspondence to the
Table 4A results. In particular, the estimated median
abnormal returns are close to the estimated mean
abnormal returns. In the first year after an SEO,
we observe a significant negative median abnormal
return of −0�140 for Group 2. The median abnormal
return for these firms becomes more negative over
time. By year four, the median abnormal return for
Group 2 is −0�418. In contrast to the Group 2 results,
the median returns for each of the other groupings are
statistically insignificant for all years. As such, non-
parametric tests are fully supportive of Hypothesis 2.

A potential issue in assessing SEO abnormal re-
turns is that the matched firm used as the standard
to calculate expected return did not engage in an
SEO. Thus, SEO risk characteristics might be postu-
lated to differ from non-SEO firms (Eckbo et al. 2000).
We can, however, control for this using a related test
of Hypothesis 2. Rather than testing whether myopic

firms exhibit long-term abnormal returns, we can
test whether the returns to the myopic group differ
from the other SEO groupings, all of which under-
took an SEO. That is, rather than testing that �2k < 0,
we can test whether �2kl < �lk �l 	= 2�. Because all
firms undertook an SEO, this test controls not only
for SEO-specific risk but for all SEO-specific issues,
for example, SEO endogeneity. The results of this test
are fully supportive of Hypothesis 2 (see Table X2 in
the appendix). Group 2 significantly underperforms
each of the other groupings both individually and as
an aggregate. For example, for the myopic grouping
compared to the aggregate of the other three other
groupings, the one-year after-SEO performance differ-
ential is −0�191; the two-year differential is −0�295;
the three-year differential is −0�349; the four-year dif-
ferential is −0�438. All these differentials are signifi-
cant at p < 0�001. Thus, we can conclude that firms
that enhance earnings at the time of an SEO by reduc-
ing marketing expenditures are overvalued by the
market at the time of the SEO relative to other firms
issuing an SEO. Use of alternative returns measures
does not alter these results (see appendix, Table X3).

C. Long-Term Consequences of Myopic
Marketing Management

We examine the total impact of myopic marketing
management on the value of the firm by assessing
cumulative abnormal stock returns computed from
the year of an SEO. Does the benefit of higher stock
return in the year of an SEO outweigh the loss in
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Table 5A Total Financial Returns to Myopic Marketing Management Over the Long Term

The year of an SEO: One year after an SEO: Two years after an SEO: Three years after an SEO: Four years after an SEO:
Current-year Cumulative two-year Cumulative three-year Cumulative four-year Cumulative five-year

abnormal stock return abnormal stock return abnormal stock return abnormal stock return abnormal stock return
j = 0 j = 1 j = 2 j = 3 j = 4

�1 0�131∗∗ 0�188∗∗ 0�129∗ 0�126 0�160
�0�030� �0�051� �0�065� �0�077� �0�088�
�4�34� �3�67� �1�98� �1�64� �1�82�

�2 0�136∗∗ −0�046 −0�169∗∗ −0�214∗∗ −0�246∗∗
�0�022� �0�037� �0�047� �0�055� �0�063�
�6�13� �−1�22� �−3�57� �−3�90� �−3�89�

�3 −0�004 0�002 −0�002 0�103 0�190
�0�035� �0�061� �0�080� �0�093� �0�107�

�−0�10� �0�04� �−0�02� �1�11� �1�78�

�4 0�081∗∗ 0�079 0�079 0�042 0�081
�0�024� �0�041� �0�052� �0�060� �0�070�
�3�34� �1�92� �1�50� �0�69� �1�17�

No. of observations 1,837 1,774 1,669 1,553 1,365
F -statistic 16�88 4�66 4�74 4�89 5�74

Notes. Abnormal StkRi�+j � � = �1j ∗ dME�+�ROA�+�

i� + �2j ∗ dME�−�ROA�+�

i� + �3j ∗ dME�+�ROA�−�

i� + �4j ∗ dME�−�ROA�−�

i� + �i�+j , where j = 1, 2, 3, and 4. Standard errors are
in parentheses, t-statistics in brackets. Significance levels: ∗∗p < 0�01.

value in the subsequent years? Table 5A presents the
results of this analysis.

In the year of an SEO, the myopic firms realize
abnormal returns of 13.6%. The market response is
approximately the same as to that of Group 1 firms
(13.1%). Thus, we do not observe any discounting
on the part of the financial markets of the earnings
that may be artificially inflated through a reduction
in marketing spending. That is, the markets react the
same to firms with positive earnings shocks, regard-
less of whether the marketing expenditure shock is
positive or negative. We observe no abnormal returns
to firms with a negative earnings and positive market-
ing shock and positive abnormal returns to firms that
have a negative ROA shock combined with a negative
marketing shock (8.1%); that is, if a firm has earnings
below expectations, the financials markets react posi-
tively to cuts in discretionary spending.

In the years subsequent to an SEO, we observe a
statistically significant reversal in abnormal returns
only for Group 2. One year after an SEO, the total
two-year cumulative returns for this group fall to
−4�6%, which is not statistically significant from zero.
However, the negative returns in the subsequent
years become more prominent. Two years after an
SEO, the three-year cumulative abnormal return is
−16�9% and is statistically significant. The positive
returns realized at the time of the SEO become dom-
inated by the negative returns in the subsequent
two years. The pattern continues with the Group 2
firms realizing a four-year abnormal cumulative stock
return of −21�4% three years after an SEO. The five-
year cumulative abnormal return is about the same

(−24�6%). The short-term gains of implementing a
myopic strategy are overcome by the future-term neg-
ative consequences. The long-term consequence is a
substantial drop in market value of about 25%.

Table 5B presents nonparametric median tests of
Hypothesis 3. The results from this analysis are
in close correspondence to the analysis reported in
Table 5A. For example, we see a positive return for
the median Group 2 firm at the time of the SEO
(13.1%) that is overcome by loses in subsequent years;
for example, the five-year median return for Group 2
firms is −26�4%. As such, not only are Group 2 firms
losing on average approximately 25% of their value
(Table 5A), but the median Group 2 firm is losing 25%
of its value.

To further illustrate the consequences of myopic
behavior, we can follow the market value of SEO
firms (Figure 1). Suppose we have two investors. At
the beginning of the year that an SEO is issued, one
investor bought a portfolio of firms that turned out
to be Group 2 firms, and the other investor bought a
portfolio of firms that would be categorized in Groups
1, 3, and 4. The two investors had the same amount
of money initially ($100), so the two portfolios are
valued the same at the start of the SEO year. At the
end of the SEO year, the Group 2 investor’s portfo-
lio outperformed the Groups 1, 3, 4 portfolio as a
consequence of the favorable market response to the
positive earnings shock. At the end of the first year
subsequent to an SEO, however, the Groups 1, 3, 4
portfolio is valued at $109.57 and significantly over-
performs Group 2 portfolio, which is valued at $95.43.
In subsequent years, the value of the Group 2 portfo-
lio continues to decline. Two years after an SEO it is
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Table 5B The Total Financial Returns to Myopic Marketing Management Over the Long Term: Nonparametric Tests

The year of an SEO: One year after an SEO: Two years after an SEO: Three years after an SEO: Four years after an SEO:
Current-year Cumulative two-year Cumulative three-year Cumulative four-year Cumulative five-year

abnormal stock return abnormal stock return abnormal stock return abnormal stock return abnormal stock return
j = 0 j = 1 j = 2 j = 3 j = 4

Group 1
�ROAi� − R̂OAi� � i�−1� > 0, 0�125∗∗ 0�156∗∗ 0�089 0�055 0�065
�Mktgi� − M̂ktgi� � i�−1� > 0 �47�0� �25�0� �12�0� �10�5� �5�5�

�<0�001� �0�01� �0�20� �0�24� �0�53�

Group 2
�ROAi� − R̂OAi� � i�−1� > 0, 0�131∗∗ 0�006 −0�112∗ −0�256∗∗ −0�264∗∗
�Mktgi� − M̂ktgi� � i�−1� < 0 [58�0] [1�5] [−26�0] [−39�0] [−36�5]

(<0�001) (0�94) (0�04) (0�001) (0�001)

Group 3
�ROAi� − R̂OAi� � i�−1� < 0, −0�016 −0�021 −0�022 0�063 0�083
�Mktgi� − M̂ktgi� � i�−1� > 0 �−4�0� �−2�0� �−3�5� �12�0� �5�0�

�0�66� �0�85� �0�69� �0�11� �0�50�

Group 4
�ROAi� − R̂OAi� � i�−1� < 0, 0�071 0�013 0�032 0�000 0�000
�Mktgi� − M̂ktgi� � i�−1� < 0 �34�5� �5�5� �6�0� �0�0� �2�0�

�0�004� �0�67� �0�62� �1�0� �0�88�

Notes. The results are presented as median, [M-statistic], (p-value). Significance levels: ∗p < 0�05, ∗∗p < 0�01.

$24.69 below the Groups 1, 3, 4 portfolio (i.e., $83.08
versus $107.77) and continues to decline to $29.30 and
$37.41 below the value of the Groups 1, 3, 4 port-
folio. Each of these differences is highly significant.
At the end of the four years following an SEO, the
investor with the Group 2 portfolio has only 75.41% of
his or her initial investment, compared with 112.82%
for the investor with the Groups 1, 3, 4 portfolio. The
management practices of Group 2 firms are destroy-
ing value relative to the management practices of the
other SEO firms.

Figure 1 Performance of SEO Firm Portfolios: Group 2 Portfolio vs. Groups 1, 3, and 4 Portfolio
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VII. Myopic Marketing Management
as a Component of an Earnings
Inflation Strategy

A. Earnings Inflation Through Accounting
Earnings Managament vs. Myopic Management

Earnings can be inflated by both earnings man-
agement and myopic management. Discriminating
between the two approaches is often difficult. The
reductions in reported marketing expenditures might
be posited to stem from accounting manipulation of
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expense figures (earnings management) rather than
real cuts, that is, myopic management. However, a
number of considerations suggest that the reductions
we observe stem from actual reductions in marketing
expenditures.

In particular, we observe for our data sample that
at the time of an SEO, firms are making cuts in R&D
expenditures. That is, similar to our Table 2 results for
marketing expenditures, we observe much the same
pattern of results for R&D. Approximately 38% (as
opposed to the “typical” proportion of 31.9%) of firms
have negative R&D and positive ROA shocks at the
time of an SEO. This is consistent with managers
engaging not just in myopic marketing management
but in a more general strategy of myopic management
to inflate earnings at the time of an SEO. As Finan-
cial Accounting Standards Board (FASB) requires that
R&D expenditures be expensed as incurred and firms
have little ability and rarely attempt to manipulate
R&D numbers (Nelson et al. 2000), we can con-
clude with an extremely high degree of certainty
that R&D is being cut. Managers do not regard mar-
keting expenditures as more sacrosanct than R&D,
so these cuts in R&D provide additional support
for the proposition that the observed decreases in
reported marketing expenditures represent real cuts,
as opposed to being merely accounting manipula-
tions.13

Moreover, we observe that a disproportionally large
number of firms that are cutting R&D at the time of
an SEO are also cutting marketing spending. That is,
the dominant behavior is not one of a shifting strate-
gic emphasis between R&D and marketing (Mizik and
Jacobson 2003), but rather is an overall reduction in
discretionary expenditures. At the time of an SEO,
firms with a positive ROA shock combined with a
negative R&D shock are 2.86 times more likely to
have a negative marketing expenditures shock than a
positive marketing expenditures shock. Indeed, firms
having a positive ROA, negative R&D, and negative
marketing expenditures shock account for 26% of the
total sample, which is by far the largest of the eight
(ROA/R&D/Mktg) groupings. Approximately 43% of
firms have both negative R&D and negative market-
ing expenditures shocks at the time of an SEO. As a
point of comparison, only 20% of firms have both a
positive R&D and a positive marketing expenditure
shock. This is all consistent with firms having a ten-
dency to engage in myopic management, that is, a
more general strategy that encompasses myopic mar-
keting management, at the time of an SEO.

We should also note that previous studies report
that managers say they do cut discretionary spending

13 See Mizik and Jacobson (2006) for a more extensive discussion of
this issue.

to inflate earnings. A recent survey of CFOs (Graham
et al. 2005) reports that managers say they undertake
value-decreasing real economic actions when facing
short-term pressure to meet earnings targets. CFOs
also state that they are more likely to make real
cuts than engage in accounting number manipulation.
Indeed, fully 80% of respondents (the most frequently
reported item) say they would decrease discretionary
spending such as advertising. Managers are more
likely to make real cuts than to undertake account-
ing manipulations, both because the extent of the
earnings inflation is constrained by feasible account-
ing manipulations and because utilizing misleading
accounting reporting engenders lawsuits and affects
the settlement amount of the suits (DuCharme et al.
2004). In sum, past research supports the notion that
managers make real cuts in marketing, as opposed
to merely engaging in accounting manipulation, to
inflate earnings.

B. Do Cuts in Marketing Have Effects on
Performance Incremental to Cuts in R&D
Expenditures?

The fact that R&D expenditures are being cut at the
time of an SEO raises the possibility that the lower
abnormal returns observed for the myopic group-
ing stem not from myopic management associated
with marketing expenditures but rather from cuts in
R&D. Thus, we want to test whether our results might
be driven by the omission of R&D from the anal-
ysis. To assess this possibility, we compared abnor-
mal returns for the grouping of firms that had a
positive ROA, negative R&D, and positive market-
ing shock at the time of the SEO versus the group-
ing of firms that had a positive ROA, negative R&D,
and negative marketing shock. That is, we control for
R&D and assess whether abnormal returns depend
on whether a firm had positive or negative market-
ing expenditure shocks. Figure 2 displays the results
of this analysis. The group of firms that decreased
marketing expenditures at the time of the SEO sig-
nificantly underperformed the group that had similar
other characteristics but increased marketing expendi-
tures. For example, four years subsequent to the SEO,
the group that decreased marketing expenditures at
the time of the SEO underperformed the group that
increased marketing expenditures at the time of the
SEO by $26.84 (i.e., a portfolio value of $92.63 versus
$65.79). As such, we conclude that cutting marketing
expenditures indeed leads to negative long-term con-
sequences and that our results cannot be attributed to
myopic management of R&D.

VIII. Sensitivity Analysis
We took a number of steps to check the validity
of our results and to investigate whether our con-
clusions could be further substantiated, challenged,
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Figure 2 Performance of SEO Firm with Increased ROA and Decreased R&D Spending: Portfolio of Firms with Increased Marketing Spending vs.
Portfolio of Firms with Decreased Marketing Spending
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or refined. In all cases, we found no evidence that
calls our results into question. For example, issues
related to data truncation (i.e., survival bias) have
been advanced to explain what might appear to be
anomalous returns (Kothari et al. 2005). This explana-
tion, however, cannot account for our findings, as we
do not observe substantive differences in the firm sur-
vival rates between myopic and nonmyopic groups
(e.g., four years after an SEO, 76.51% of myopic firms
and 73.06% of nonmyopic firms remain in the sample,
�2 = 2�569, p = 0�110). We also investigated whether
the results of testing Hypothesis 2 can be related to
the mispricing of small firms, which was highlighted
in prior research as the major driver of the SEO pric-
ing anomaly (e.g., Brav et al. 2000). We found that
the mispricing of myopic firms was not limited to
small firms or explained by a general mispricing of
small firms. For example, we observed no differences
in size characteristics of myopic firms versus nonmy-
opic firms, and we find negative stock return differ-
entials for the myopic group even when we exclude
the smallest 20% of the firms. We also undertook a
simulation study to assess the sensitivity of our con-
clusions to the grouping assignment procedure. Here,
too, we found no evidence that would call our conclu-
sions into question. These additional analyses further
substantiate the myopic marketing management phe-
nomenon and are available in the Technical Appendix
at http://mktsci.pubs.informs.org.

IX. Limitations and Directions for
Future Research

While our analysis is certainly consistent with and
suggestive that managers engage in myopic manage-

ment that has a deleterious long-term effect on firm
value, our study has limitations that provide direc-
tions for future research.

Our empirical analysis was based solely on the con-
text of SEO. The question remains whether myopic
management is taking place in other contexts and, if
so, what the effect of this behavior on long-term per-
formance is. Because current stock price is so impor-
tant at the time of an SEO, it is possible that myopic
management is particularly prevalent in this context.
On the other hand, there might be other contexts
where myopic management is even more prevalent,
because at the time of an SEO, management behav-
iors are more closely examined: external monitoring
makes it difficult for firms to engage in myopic man-
agement when they are under such close scrutiny.

We make use of a marketing expenditure measure,
that is, SG&A−R&D that is quite coarse. It includes
not only marketing expenditures but also items such
as engineering and legal expenses. Our ability to iso-
late just marketing expenditures was limited by the
use of COMPUSTAT data, which do not separate out
all the SG&A expense items. Future research may well
wish to make use of different data sources so as to
better isolate the marketing expenditure component.
This would allow for a better assessment of myopic
marketing management as opposed to myopic man-
agement. Also, future research might endeavor to
develop a measure that depicts the degree of myopic
marketing undertaken by the firm. Such a measure,
which may well depend on the magnitude of the
reduction in marketing expenditures, would allow for
analyses offering insights beyond those depicted by
our discrete measure.
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In addition, alternative myopic marketing strategies
might exist. For example, firms might offer discounts
to increase current sales at the expense of future sales,
which can lead to decreased future-term profitability
(Pauwels et al. 2004). We would speculate that dis-
counting of this type is taking place, as it is fully
consistent with myopic marketing management (and
there is anecdotal evidence of such behaviors), but
cannot document this possibility with the data we
have. Subsequent research looking at different types
of myopic marketing strategies is warranted.

Finally, firms wishing to inflate earnings might
engage in both myopic management and earnings
management. Future research might well wish to
incorporate, for example, abnormal accruals into the
analysis. Are firms using myopic management and
earnings management as complementary tools, or are
they using them as substitute methods for inflating
earnings? What is the relative effect of these earnings-
inflation methods on long-term firm value?

X. Discussion
Although conclusions of marketplace inefficiency
must be made cautiously (all too often an alter-
native explanation consistent with efficient markets
provides a better depiction of apparent anomalies),
our results indicate that the financial markets are
not properly valuing at the time of an SEO those
firms engaged in myopic marketing management.
This finding is invariant to, for example, alterna-
tive measures of abnormal stock returns. Only over
time are the financial implications of myopic manage-
ment fully impounded into firm valuation. The inabil-
ity of the financial markets to correctly price firms
engaging in myopic management provides an incen-
tive for some managers to undertake strategies that
enhance current-term earnings at the expense of long-
term profitability to temporally inflate the firm’s stock
price.

A question with every finding inconsistent with
efficient markets is, “Why is the mispricing anomaly
not arbitraged away?” The most common explana-
tion is that the lack of a sufficiently close substitute
stock for the firm undertaking the SEO allows for
idiosyncratic risk that might not be sufficiently dis-
sipated in an arbitrage strategy (Pontiff 1996). This
makes it risky for arbitraguers to attempt to profit
from the mispricing and explains why market inef-
ficiencies (i.e., mispricing) may be present and con-
tinue to be present in the future. The experience of
Long-Term Capital Management (i.e., a hedge fund
that folded in 1998, losing $4.6 billion) illustrates the
principle that arbitrage is not riskless and reinforces
the John Maynard Keynes warning that “the market
can stay irrational longer than you can stay solvent.”

Our analysis focused on myopic marketing man-
agement at the time of an SEO, but myopic mar-
keting management is likely to be taking place at
other times as well. The same types of incentives that
induce myopic marketing management at the time of
an SEO also exist in many other situations. In gen-
eral, models such as Stein (1989) posit that managers
have incentives to behave myopically when (i) perfor-
mance evaluation depends on a current-term outcome
measure and (ii) they can engage in an intertemporal
shifting of expenditures that cannot be fully discerned
by the evaluator. Furthermore, in addition to myopic
marketing management, other forms of myopic man-
agement (e.g., cutting R&D) are also likely practiced.
The survey evidence of Graham et al. (2005) sup-
ports the view that myopic management may indeed
be commonplace and might take various forms. Our
results showing that firms have a tendency to cut both
marketing and R&D at the time of an SEO are con-
sistent with a broad strategy of myopic management
that is not limited to marketing. As Figure 2 shows, it
is those firms engaging in this broader myopic man-
agement strategy that experience the most dramatic
negative abnormal future-term returns.

The long-term financial consequences to the firm
of artificially inflating earnings by cutting marketing
expenditures outweigh the short-term benefits. The
one who gains from myopic management is the man-
ager who is evaluated based on current-term perfor-
mance and is able to move on before the negative
consequences of myopic strategies transpire. Unfor-
tunately, it is our view that a quick and simple fix
to alleviate myopic management is unlikely. The atti-
tudes and practices of the financial markets and of
managers need to be changed. This is a slow process.
However, certain steps can help to facilitate this trans-
formation.

First, managers need to improve their information
disclosure strategies, that is, what and how they com-
municate to the financial community (Lev 1992). If
managers want the financial markets to appreciate
the implications of investing in marketing assets, they
need to better articulate their marketing strategy (and
its intangible outcomes) to the financial community.
Because the corporate entity has an indefinite life,
its value is determined not just by the current-term
results, but also by its future expected performance.
Thus, investors have an incentive to appreciate a strat-
egy that has favorable long-term profit implications
and to downgrade the stock price of firms that avoid
making expenditures with longer-term payoffs.

It is common for managers to labor under the
belief that their voluntary disclosures have no impact.
Yet theory and empirical evidence indicate that vol-
untary disclosures can have significant and long-
lasting consequences. Information disclosures (e.g.,
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new product announcements (Chaney et al. 1991)
“explaining” financial results) have been shown
empirically to affect financial market outcomes (e.g.,
share price, trading volume, and bid-ask spreads).
Firms that send credible signals about their market-
ing strategy and future prospects will be freer to
undertake those strategies that improve long-term
performance. Conversely, firms unable to provide
these signals will be viewed less favorably by the
financial markets. We are, however, appreciative of
the difficulty of firms managing for the long-term
being able to distinguish themselves from myopic
firms. Myopic firms are going to engage in signal
jamming and will be making “disinformative” dis-
closures in an attempt to conceal their strategy from
the financial markets. To be credible firms need to
back up their information disclosures with verifiable
performance-relevant marketing metrics.

Second, firms need to improve the internal monitor-
ing of marketing assets and resource allocation. It has
been shown that formal organizational processes can
help mitigate opportunistic management behaviors.
For example, Cheng (2004) showed that CEO compen-
sation committees are successful in reducing myopic
cuts in R&D spending. Managers will be less likely
to manage firm resources myopically if they are held
accountable and are evaluated based not only on the
accounting earnings measures, but also based on the
health of the marketing assets (brand equity, customer
satisfaction, etc.). Although a jump in earnings occur-
ring jointly with a reduction in marketing expendi-
tures might at times be the result of a firm benefiting
from previous investments, Bayus et al. (2003) find
that this occurs subsequent to a new product intro-
duction, in that products that lag behind the technol-
ogy frontier require more intensive demand-creating
expenditures; it could also signal myopic marketing
management. As such, the rationale for the cut in
marketing expenditures needs to be more fully exam-
ined rather than applauded.

XI. Conclusion
We find evidence consistent with managers engag-
ing in myopic marketing management at the time
of an SEO. Some managers limit marketing expen-
ditures in an effort to inflate current-term earnings,
and thereby stock price. The financial markets appear
not to be properly valuing the firms engaging in
myopic marketing management. In particular, myopic
firms are overvalued at the time of an SEO; that is,
they have negative abnormal returns in subsequent
years. Although myopic marketing management has
some short-term benefits in terms of higher current-
term earnings and stock price, it has a detrimental
long-term impact on firm value. Myopic firms have

long-term stock returns significantly lower than other
firms. Myopic cuts of marketing spending impair
marketing function, harm intangible marketing assets,
and ultimately destroy shareholder value.

Rust et al. (2004, p. 76) state that “marketers have
not been held accountable for showing how mar-
keting expenditures add to shareholder value.” This
lack of accountability can lead to a misallocation of
resources directed toward marketing assets. It also
breeds an environment where some managers will
seek to artificially inflate business prospects by cut-
ting back on marketing expenditures. Our analysis
shows that the long-term negative repercussion of
engaging in this type of myopic marketing manage-
ment is considerable. It is time for the financial mar-
kets and managers to appreciate that marketing assets
are essential in the process of wealth creation and
that marketing spending should not be treated as
discretionary.
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Appendix

Earnings Response Coefficient at the Time of an SEO
Tables A.1 and A.2 present results of testing the relative
information content of reported earnings in the year of an
SEO issue versus other time periods. We find that the inter-
action of unanticipated ROA and the SEO event is nega-
tive and significant. This indicates that, in formulating the
expectations of future firm performance, market partici-
pants perceive the earnings reported at the time of an SEO
as less informative than earnings reported in other periods.
This finding is invariant to how risk-adjusted stock return
is calculated.

In Table A.1 Abnormal StkRi� (Abnormal StkRit = �0 +
�1 ∗�ROAit +�2 ∗�ROAit ∗dSEO

it +�3 ∗dSEO
it +�it) is matched

firm differential stock return and is equal to the difference
between stock return that accrued to the sample firm and
the control firm. We choose the control firm among all firms
in the same year and in the same two-digit SIC group not
issuing SEOs, with a market value of equity between 70%
and 130% of that of the sample firm, and whose book-to-
market ratio is closest to that of the sample firm. dSEO

it is
a categorical variable that takes on the value of 1 if firm i
had an SEO at time t and 0 otherwise; �ROIit is the unan-
ticipated change in accounting business performance (i.e.,
it is the difference between the expected and realized per-
formance) and is operationalized as the time series residual
from Equation (1).

In Table A.2, StkRit (StkRit = �1 ∗�ROAit +�2 ∗�ROAit ∗
dSEO
it +�3 ∗dSEO

it +�4 ∗Momentumit +
∑J

j=1 �0j ∗ Industry�j�+
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Table A.1 Earnings Response Coefficient at the Time of an SEO Using
Matched Firm Differential Returns

Estimate Standard error t-statistic

�1 1�38871∗∗ (0.05361) �25�90�
�2 −0�41335∗ (0.17820) �−2�32�
�3 0�10648∗∗ (0.01366) �7�80�

Notes. �1 is the earnings response coefficient at periods other than the SEO.
�2 depicts the extent to which the earnings response coefficient at the time of
the SEO differs from other time periods. �3 reflects the extent to which stock
return the year of the SEO differs from other periods. Our focus is not on this
effect (which past research has found to be positive and is explained by the
fact that firms engage in an SEO when their stock price is relatively high).
Rather, we control for this effect and assess whether the financial markets
place a differential weight on earnings information reported at the time of an
SEO. Significance levels: ∗p < 0�05, ∗∗p < 0�01. # observations = 18�753;
F -statistic= 259�72.

∑T
t=1��1t + �2t ∗ logMVit−1 + �3t ∗ logBMVit−1� ∗Timet +�it),

is the continuously compounded return for security i at
time t; dSEO

it is a categorical variable that takes on the value
of 1 if firm i had an SEO at time t and 0 otherwise; �ROIit
is the unanticipated change in accounting business perfor-
mance (i.e., the difference between the expected and real-
ized performance) and is operationalized as the time series
residual from Equation (1). Industry(j) is the indicator func-
tion that takes on the value 1 if the firm is in industry j ,
0 otherwise. The model also includes momentum (opera-
tionalized as StkRit−1) and firm-specific time-varying risk
characteristics: Size, operationalized as log of lagged market
cap (logMVit−1) and log of lagged book-to-market equity
(logBMVit−1). The model allows for time-period specific
intercepts (�1t) and industry-specific intercepts �0j .

Controlling for “SEO Endogeneity” in Assessing
Myopic Firm Underperformance: Matched Firm
Differential Returns
The tests shown in Tables A.3 and A.4 assess the differ-
ences in the stock returns between the “myopic” grouping
of firms compared to the other SEO firms. This tests con-
trols for the special types of risk associated with seasoned
equity issuing as all comparisons are made within the set of
firms issuing an SEO. We find that the “myopic” grouping

Table A.2 Earnings Response Coefficient at the Time of an SEO Using
Risk Characteristics Approach

Estimate Standard error t-statistic

�1 1�94105∗∗ (0.04356) �44�56�
�2 −0�97747∗∗ (0.15152) �−6�45�
�3 0�23920∗∗ (0.01186) �20�17�

Notes. �1 is the earnings response coefficient at periods other than the SEO.
�2 depicts the extent to which the earnings response coefficient at the time
of the SEO differs from other time periods. �3 reflects the extent to which
stock the year of the SEO differs from other periods. Our focus is not on this
effect (which past research has found to be positive and explained by the
fact that firms engage in an SEO when their stock price is relatively high).
Rather, we control for this effect and assess whether the financial markets
place a differential weight on earnings information reported at the time of an
SEO. Significance levels: ∗∗p < 0�01. # observations= 20�794; F -statistic=
81�87.

Table A.3 Post-SEO Performance of Myopic SEO Grouping vs.
Nonmyopic SEO Groupings, Matched Firm Results

Two years Three years Four years
One year after an SEO: after an SEO: after an SEO:

after an SEO: Cumulative Cumulative Cumulative
One-year two-year three-year four-year

abnormal stock abnormal stock abnormal stock abnormal stock
return return return return
k = 1 k = 2 k = 3 k = 4

�0 0�01312 −0�01463 −0�01441 0�04827
�0�02103� �0�03084� �0�03773� �0�04436�
�0�62� �−0�47� �−0�38� �1�09�

�2 −0�19192∗∗ −0�29491∗∗ −0�34913∗∗ −0�43807∗∗
�0�035� �0�051� �0�062� �0�073�

�−5�51� �−5�82� �−5�64� �−6�02�

No. of observations 1,779 1,674 1,558 1,370
F -statistic 30.38 33.87 31.77 36.23

Notes. Standard errors are in parentheses, t-statistics in brackets. Signifi-
cance levels: ∗∗p < 0�01.

underperforms other firms undertaking an SEO. As such,
“SEO endogeneity” cannot explain the underperformance
of the myopic grouping.

Table A.3 depicts Abnormal StkRi�+k � � = �0k +
�2kd

ME�−�ROA�+�

i� + �i�+k, where k = 1, 2, 3, and 4. Abnormal
StkRi� is matched firm differential stock return and is equal
to the difference between stock return that accrued to the
sample firm and the control firm. We choose the control
firm among all firms in the same year and in the same
two-digit SIC group not issuing SEOs, with a market value
of equity between 70% and 130% of that of the sample
firm, and whose book-to-market ratio is closest to that of
the sample firm. dME�−�ROA�+�

is a categorical variable that
takes on the value of 1 if firm i had below-normal levels
of marketing spending and above-normal earnings, and 0
otherwise. The coefficient �2 depicts the differential between
the “myopic” firms and all other firms issuing an SEO.

Table A.4 depicts Abnormal StkRi�+j � � = �0j + �2j ∗
dME�−�ROA�+�

i� + �i�+j , where j = 0, 1, 2, 3, and 4. Abnormal
StkRi� is matched firm differential stock return and is equal

Table A.4 Total Financial Returns to Myopic Marketing Manage-
ment: Myopic SEO Grouping vs. Nonmyopic SEO Groupings,
Matched Firm Results

One year Two years Three years Four years
The year after an SEO: after an SEO: after an SEO: after an SEO:
of an SEO: Cumulative Cumulative Cumulative Cumulative
Current-year two-year three-year four-year five-year
abnormal abnormal abnormal abnormal abnormal

stock return stock return stock return stock return stock return
j = 0 j = 1 j = 2 j = 3 j = 4

�0 0�07748 0�09566 0�07773 0�07987 0�12815
�0�01672� �0�02838� �0�03636� �0�04221� �0�04868�
�4�63� �3�37� �2�14� �1�89� �2�63�

�2 0�05853∗∗ −0�14139∗∗ −0�24696∗∗ −0�29384∗∗ −0�37406∗∗
�0�028� �0�047� �0�059� �0�069� �0�080�
[2.10] �−3�01� �−4�14� �−4�24� �−4�69�

No. of observations 1,837 1,774 1,669 1,553 1,365
F -statistic 4.43 9.06 17.11 18.00 21.97

Notes. Standard errors are in parentheses, t-statistics in brackets. Signifi-
cance levels: ∗∗p < 0�01.
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Table A.5 Post-SEO Performance of Myopic SEO Grouping vs.
Nonmyopic SEO Groupings, Controlling for Expected
Return Using Firm Characteristics

Two years Three years Four years
One year after an SEO: after an SEO: after an SEO:

after an SEO: Cumulative Cumulative Cumulative
One-year two-year three-year four-year
abnormal abnormal abnormal abnormal

stock return stock return stock return stock return
k = 1 k = 2 k = 3 k = 4

�2 −0�15769∗∗ −0�35498∗∗ −0�45588∗∗ −0�46115∗∗
(0.02661) (0.03739) (0.04821) (0.05562)
[−5�93] [−9�49] [−9�46] [−8�29]

No. of observations 1,996 1,806 1,587 1,405
F -statistic 7.29 8.98 6.32 4.78

Notes. Standard errors are in parentheses, t-statistics in brackets. Signifi-
cance levels: ∗∗p < 0�01.

to the difference between stock return that accrued to the
sample firm and the control firm. We choose the control
firm among all firms in the same year and in the same two-
digit SIC group not issuing SEOs, with a market value of
equity between 70% and 130% of that of the sample firm,
and whose book-to-market ratio is closest to that of the sam-
ple firm. dME�−�ROA�+�

is a categorical variable that takes on
the value of 1 if firm i had below-normal levels of mar-
keting spending and above-normal earnings, and 0 other-
wise. The coefficient �2 depicts the differential between the
“myopic” firms and all other firms issuing an SEO.

Controlling for “SEO Endogeneity” in Assessing
Myopic Firm Underperformance, Controlling for
Expected Return Using Firm Characteristics
The tests shown in Tables A.5 and A.6 assess the differ-
ences in the stock returns between the “myopic” group-
ing of firms compared with the other SEO firms, when
momentum, economy-wide effects, industry effects, and
year-specific firm size and growth effects are directly mod-
eled. This tests controls for the special types of risk asso-
ciated with seasoned equity issuing, as all comparisons are
made within the set of firms issuing an SEO. We find that

Table A.6 Total Financial Returns to Myopic Marketing Management: Myopic SEO Grouping vs.
Nonmyopic SEO Groupings, Controlling for Expected Return Using Firm Characteristics

One year Two years Three years Four years
The year after an SEO: after an SEO: after an SEO: after an SEO:
of an SEO: Cumulative Cumulative Cumulative Cumulative
Current-year two-year three-year four-year five-year
abnormal abnormal abnormal abnormal abnormal

stock return stock return stock return stock return stock return
j = 0 j = 1 j = 2 j = 3 j = 4

�2 0�04730∗ −0�13533∗∗ −0�32729∗∗ −0�41581∗∗ −0�42635∗∗
(0.02585) (0.03837) (0. 04534) (0 .05328) (0.06086)
[1.83] [−3�53] [−7�22] [−7�80] [−7�01]

No. of observations 2,035 1,968 1,779 1,553 1,380
F -statistic 11.96 7.06 8.75 5.15 5.42

Notes. Standard errors are in parentheses, t-statistics in brackets. Significance levels: ∗p < 0�1, ∗∗p < 0�01.

the “myopic” grouping underperforms other firms under-
taking an SEO. As such, “SEO endogeneity” cannot explain
the underperformance of the myopic grouping. Further,
the manner in which expected return is modeled does not
alter the results. Consistent with matched-firm differential
returns (Table X2), we find that the “myopic” grouping sig-
nificantly underperforms other SEO firms when expected
return is modeled on firm characteristics.

Table A.5 depicts StkRi�+k � � = �2j ∗ dME�−�ROA�+�

i� + �4 ∗
Momentumi� + ∑J

j=1 �0j ∗ Industry�j� + ∑T
t=1��1t + �2t ∗

logMVit−1 + �3t ∗ logBMVit−1� ∗ Timet + �it , where k = 1,
2, 3, and 4. StkRit is continuously compounded return for
security i at time t. dME�−�ROA�+�

is a categorical variable that
takes on the value of 1 if firm i had below-normal levels of
marketing spending and above-normal earnings and 0 oth-
erwise. Industry(j) is the indicator function that takes on the
value 1 if the firm is in industry j , 0 otherwise. The model
also includes momentum (operationalized as StkRi� ) and
firm-specific time-varying risk characteristics: size, opera-
tionalized as log of lagged market cap (logMVit−1�, and log
of lagged book-to-market equity (logBMVit−1). The model
allows for time period-specific intercepts (�1t) and industry-
specific intercepts �0j . The coefficient �2 depicts the differen-
tial between the “myopic” firms and all other firms issuing
an SEO.

Table A.6 depicts StkRi�+j � � = �2j ∗ dME�−�ROA�+�

i� + �4 ∗
Momentumi�−1 + ∑J

j=1 �0j ∗ Industry�j� + ∑T
t=1��1t + �2t ∗

logMVit−1 + �3t ∗ logBMVit−1� ∗ Timet + �it , where j = 0, 1,
2, 3, and 4. StkRit is continuously compounded return for
security i at time t. dME�−�ROA�+�

is a categorical variable that
takes on the value of 1 if firm i had below-normal levels of
marketing spending and above-normal earnings and 0 oth-
erwise. Industry(j) is the indicator function that takes on the
value 1 if the firm is in industry j , 0 otherwise. The model
also includes momentum (operationalized as StkRi�−1� and
firm-specific time-varying risk characteristics: size, opera-
tionalized as log of lagged market cap (logMVit−1�, and log
of lagged book-to-market equity (logBMVit−1�. The model
allows for time period-specific intercepts (�1t� and industry-
specific intercepts �0j . The coefficient �2 depicts the differen-
tial between the “myopic” firms and all other firms issuing
an SEO.
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