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Background/Overview
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Summary

Research Question: Does Forecasting Price Efficiency (FPE)
Affect Revelatory Price Efficiency (RPE)?

Short Answer: YES

RPE decreases after FP inefficiency (over-valuation)
RPE decreases more in firms with

Worse investment opportunities
Poor corporate governance, more entrenched managers
Higher short-sale constraints

RPE increases after FP inefficiency (under-valuation)
RPE increases more in firms with

Better investment opportunities
Managers who listen to prices more
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Mechanism - Arguments

Feedback effect reduces (increases) profits on selling (buying) in
bad(good) news (Edmans et. al (2015))

Mis-valuation signals from corporate events affect expected
profitability of an information collector

Goes up after under-valuation signal (Share repurchases, M&A as
target)

Goes down after over-valuation signal (SEOs, M&A as acquirer)

A Profit maximizer switches information collection resources from
low to high expected profitability opportunities

Information production changes, and hence RPE
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Two Role of Prices: Defining the Terms

Forecasting Price Efficiency Revelatory Price Efficiency
(FPE) (RPE)

Definition: Whether the price of
a given security accurately pre-
dicts the future value of that se-
curity (Bonds et. al (2012))

Definition: The extent to which
prices reveal the information nec-
essary for real efficiency (Bonds et.

al (2012))

Traditional Focus of PE Real Efficiency Focused PE

Information about managers’ ac-
tions and assets productivity

Information that managers do
not know about or not other-
wise available

Monitoring of the quality of
past managerial investment pol-
icy (Dow and Gorton (1997))

Information related to an invest-
ment decision that has not yet
been taken (Dow and Gorton (1997))

Retrospective Role of Prices Prospective Role of Prices
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Two Role of Prices: Few More Differences

Traditional price efficiency models: firm value is exogenous to
trading (Stiglitz (1997), Hellwig (1980), Admati(1985), Glosten & Milgrom (1985), Kyle (1985))

Price efficiency = prices reflecting true fundamental value

(FPE) (RPE)
Reflecting fundamental value Affecting the very same

Monitoring role Information production role

Backward-looking Forward-looking

Hirshleifer’s foreknowledge Hirshleifer’s discovery
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Tension: Direct and Indirect Effect on Real Inefficiency

Revelatory Price Efficiency (RPE)

RP inefficiency = Real inefficiency (Bonds et. al (2012))

RPE is necessary but not sufficient condition for real efficiency
(Bonds et. al (2012))

Forecasting Price Efficiency (FPE)

FP inefficiency affects real inefficiency only to the extent to which it
is related to RP inefficiency (Bonds et. al (2012))

FP inefficiency 6= Real inefficiency (Bonds et. al (2012))

FPE, price efficiency in traditional sense, might not be as
relevant for real efficiency
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Theoretical Development
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Informed Investor’s Expected Profit on her Information Collection Efforts

Model Foundations:

In equilibrium investors collect information, trade, and profit and
managers listen to prices (Dow and Gorton (1997))

Managers signal the market about their private information (Leland

and Pyle (1977), John and Mishra (1990), Oded(2005))

Positive abnormal returns follow after Share Repurchases and for
target firms in a M&A transaction (Loughran and Ritter (1995), Betton et. al

(2008))

Negative abnormal returns follow after Secondary Equity Offerings
and for acquirer firms in a M&A transaction (Stephens and Weisbach

(1998), Andrade et. al (2001))
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Informed Investor’s Expected Profit on her Information Collection Efforts

Model Foundations:

Managers know more about decision variables related to their firms
(Steward and Majluf (1984)

Investors as a group is more informed about broader economy than
managers (Grossman (1976), Hellwig (1980)

Managers do listen to prices when making decisions (Luo (2005), Chen et

al. (2007)

Feedback effect increases (reduces) the profitability in buying
(selling) on good (bad) news (Edmans et al. (2015)

Feedback effect increases (reduces) the profitability in buying
(selling) on good (bad) news (Edmans et al. (2015)

Information collection goes up with better investment opportunities
of a firm (Dow et al. (2017))
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Model: Setup

Model has one informed investor who employ e level of
information collection efforts and whose expected profitability is
given by P (e) where P (e)′ > 0, P (e)′′ < 0

Effort e is finite (investor has limited resources)

It has one firm whose current stock price is PC , and true
fundamental price is PF
Mis-valuation parameter is α ∼ Lognormal(µ, σα), α ∈ [1,∞), and
E[α] = exp(1) → such that PF = PC log α

Feedback effect adds λ(ξ) > 0 to the firm’s stock price regardless
of mis-valuation level, where ξ is the profitability of the firm’s
investment opportunities

Post feedback effect true fundamental price becomes
PFE = PF + λ(ξ) = PC log α+ λ(ξ)
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Model: Time Line

Events Time Line
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Step 1: Baseline - No Feedback Effect, Firms are Fairly Valued on Average

No other factors that affect sells vs buys differently

α ∼ Lognormal(µ, σα), α ∈ [1,∞), E[α] = exp(1): a investor is
equally likely to be a buyer or a seller Ex-post

E[ProfitExAnte] =
∫ exp(1)

1

1
ασα
√

2π
exp

(
− (log α−µ)

2σ2
α

) [
PC − PC log α

]
dα︸ ︷︷ ︸

Expected Sell Profit

+
∫ ∞

exp(1)

1
ασα
√

2π
exp
(
− (log α−µ)

2σ2
α

) [
PC log α− PC

]
dα︸ ︷︷ ︸

Expected Buy Profit

E[Sell Profit] = E[Buy Profit]

Example: Investor I spends A = B = C = 20 hrs/week
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Step 2: Adding Feedback Effects

α ∼ Lognormal(µ, σα), α ∈ [1,∞), E[α] = exp(1), λ(ξ) > 0: the
investor is equally likely to be a buyer or seller Ex-Post

E[ProfitFE ExAnte] =
∫ exp(1)

1

1
ασα
√

2π
exp

(
− (log α−µ)

2σ2
α

) [
PC −

{
PC log α+ λ(ξ)

}]
dα︸ ︷︷ ︸

Expected Sell Profit

+
∫ ∞

exp(1)

1
ασα
√

2π
exp
(
− (log α−µ)

2σ2
α

) [{
PC log α+ λ(ξ)

}
− PC

]
dα︸ ︷︷ ︸

Expected Buy Profit

E[Sell Profit] < E[Buy Profit]

Example: Investor I still spends A = B = C = 20 hrs/week
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Other Factors Affecting Asymmetry in Profitability

Short-selling costs decrease (do not impact) the profits in
Sell-Region (Buy-Region)

Owning shares provide additional benefits (e.g., voting rights,
share lending fees)

If we assume short-selling costs of Css > 0 and benefits of voting
rights (V R > 0), then

E[Sell Profit] - Css << E[Buy Profit] + V R

Short-selling costs and voting rights increase the assymetry in
profitability between sell and buy trades
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Step 3: Adding Mis-valuation (Under-Valuation) Signal

The investor is more likely to be a buyer post information
collection

α ∼ Lognormal(µ+κ, σα), α ∈ [1,∞), where κ > 0;

E[ProfitFE ExPost] =
∫ exp(1)

1

1
ασα
√

2π
exp
(
− (logα−µ−κ)

2σ2
α

) [
PC −

{
PC logα+ λ(ξ)

}]
dα︸ ︷︷ ︸

Expected Sell Profit

+
∫ ∞

exp(1)

1
ασα
√

2π
exp
(
− (log α−µ−κ)

2σ2
α

) [{
PC log α+ λ(ξ)

}
− PC

]
dα︸ ︷︷ ︸

Expected Buy Profit
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Implication I: Resource Reallocation

E[ProfitFE ExAnte]<E[ProfitFE ExPost] →
eFE ExAnte<eFE ExPost, because

(i) κ > 0

(ii) E[Sells Profit] < E[Buys Profit]

(iii) α ∼ Lognormal(µ+ κ, σα) with κ > 0 have more probability
mass for buy trades than α ∼ Lognormal(µ, σα)

Example: Now, Investor I spends A = 25 hrs and B = C = 17.5
hrs/week
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Step 3: Adding Mis-valuation (Over-Valuation) Signal

The investor is more likely to be a seller post information
collection

α ∼ Lognormal(µ+κ, σα), α ∈ [1,∞), where κ < 0;

E[ProfitFE ExPost] =
∫ exp(1)

1

1
ασα
√

2π
exp
(
− (logα−µ−κ)

2σ2
α

) [
PC −

{
PC logα+ λ(ξ)

}]
dα︸ ︷︷ ︸

Expected Sell Profit

+
∫ ∞

exp(1)

1
ασα
√

2π
exp
(
− (log α−µ−κ)

2σ2
α

) [{
PC log α+ λ(ξ)

}
− PC

]
dα︸ ︷︷ ︸

Expected Buy Profit
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Implication I: Resource Reallocation

E[ProfitFE ExAnte]>E[FE ProfitExPost] →
eFE ExAnte>eFE ExPost, because

(i) κ < 0

(ii) E[Sells Profit] < E[Buys Profit]

(iii) α ∼ Lognormal(µ+ κ, σα) with κ < 0 have less probability
mass for buy trades than α ∼ Lognormal(µ, σα)

Example: Now, Investor I spends A = 25 hrs and B = 20 hrs, and
C = 15 hrs/week
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Implication II: Resource Reallocation & Extent of Feedback Effect

If H(.)=
∫ exp(1)

1

1
ασα
√

2π
exp

(
− (log α−µ)

2σ2
α

) [
PC −

{
PC log α+ λ(ξ)

}]
dt︸ ︷︷ ︸

Expected Sell Profit

;

Then,
∂H(.)
∂λ(ξ)

< 0 →
∂H(.)
ξ

< 0

If G(.)=
∫ ∞

exp(1)

1
ασα
√

2π
exp

(
− (log α−µ)

2σ2
α

) [{
PC log α+ λ(ξ)

}
− PC

]
dα︸ ︷︷ ︸

Expected Buy Profit

;

Then,
∂G(.)
∂λ(ξ)

> 0 →
∂G(.)
ξ

> 0
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Implication II: Extent of Feedback Effect

Higher the ξ higher the feedback effect (λ(ξ))

Higher the feedback effect (λ(ξ)), higher the asymmetry in
profitability of sell versus buy trades

Higher the asymmetry in profitability of sell versus buy trades,
higher the resource allocation switching post receiving signal

Case I: where the corporate event signals under-valuation

Since κ > 0, as ξ increases → |eFE ExPost − eFE ExAnte)| increases

Case I: where the corporate event signals over-valuation

Since κ < 0, as ξ increases → |eFE ExPost − eFE ExAnte)| increases,
excluding the independent effect of ξ
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Empirical Predictions
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Empirical Predictions: Firm Level Corporate Events & Resource
Reallocation

Prediction 1: Market Learning from a Firm’s Corporate Events:
An informed investor’s information collection in firms that
perform Under-Value (Over-Value) events goes up (down)
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Empirical Predictions: Industry Level Corporate Events & Resource
Reallocation

Prediction 2: Market Learning from Industry-Wide Corporate
Events: An informed investor’s information collection in firms
whose peers perform Under-Value (Over-Value) events goes up
(down)
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Empirical Predictions: Resource Reallocation & Investment
Opportunities

Prediction 3: Information Collection on Growth vs. Value Firms:
Increase (decrease) in an informed investor’s information collection
for the firms that perform Under-Value (Over-Value) events is
higher for those firms with lower (higher) book-to-market ratio or
growth (value) firms
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Empirical Predictions: Other Mis-Valuation Proxies

Prediction 4: Implications of information from other mis-valuation
proxies: When direction of mis-valuation from other widely used
mis-valuation proxies match that of mis-valuation signaled by the
corporate events, information collection resource switching
intensifies
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Empirical Predictions: Resource Reallocation & Short-Selling Costs

Prediction 5: Implications of Short-Sale Constraints of
Information Collection: Decrease in an informed investor’s
information collection for the firms that perform Over-Value
events is higher for those firms with higher (lower) short-sales
costs/constraints
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Empirical Results
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FP Inefficiency Signals & RPE Measure

Four corporate events as FP inefficiency signal

Secondary Equity Offerings (SEO)

Share Repurchases (SREP)

M&A Transaction as Acquirer (ACQ) (Asset mergers or
acquisitions, acquisition of majority interest)

M&A Transaction as Target (TGT)

Three Measures of RPE ((Chen et. al., (2007), Dow et. al. (2017)))

PIN (Venter De Jongh (2006)) (PIN VDJ)

PIN (Easley et. al (1996)) (PIN EKOP)

Return Non-Synchronicity (Roll (1988))
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Data & Measurements

Corporate events from SDC Platinum

PIN data from Prof. Stephen Brown - Maryland

Other data from WRDS data services

Sample Period: Jan 1993 - Dec 2010

ACQ - 108,847; TGT - 60,498; SEO - 76,134; SREP - 24,909
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Prediction 1: PIN Change & a Firm’s Corporate Events

Market Learning

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12

PIN Change in Next 12 Months (PP): -5.0%; -8.2%; +3.0%; +4.7%
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Prediction 1: PIN Change & a Firm’s Corporate Events

Implied PIN VDJ Change by the Coefficients in Table 2A
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Prediction 2: PIN Change & Peer Group’s Corporate Events

Market Learning from Peers

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12

PIN Change in Next 12 Months (PP): -4.2%; -7.1%; +2.7%; +4.9%
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Prediction 3: Corporate Events, PIN change, & Investment Opportunities

Better Investment Opportunities proxied by Book-to-Market Ratio

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Prediction 4: Corporate Events, PIN change, & Other Mis-Valuation Proxies

Tobin’s Q as Mis-Valuation Proxy

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Prediction 5: Corporate Events, PIN change, & Short-Selling Constraints

Two Forms of Short-Selling Constraints Proxies

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validation Tests/Robustness

Managers’ tendency to listen to prices: incentives align for Buys,
but does not for Sells

Corporate Governance: Disciplining role of prices and resource
reallocation.

Corporate event announcement abnormal returns and resource
reallocation

Corporate event variable as binary variable - pre-post type analysis

Price inefficiency validation - weak and semi-strong for price
efficiency post corporate events

Controlling for the information that managers already have
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Conclusion

RPE decreases after market over-valuation signal
RPE decreases more in firms with

Worse investment opportunities
Poor corporate governance, more entrenched managers
Higher short sale constraints

RPE increases after market under-valuation signal
RPE increases more in firms with

Better investment opportunities
Managers who listen to prices more

Next Steps: Cleaner measure of pre vs post event PIN, extend
sample to recent years
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Thank You!

Bharat Raj Parajuli (U of U) FPE RPE and Corp Events January 3-5, 2020 39 / 60



Overview Theoritical Development Empirical Results Conclusion Appendix

Appendix
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Investors Learning about Manager’s Actions, Firm Productivity

Manager’s Actions: A, B, C, D, E, F

Firm’s Productive Assets: 1, 2, 3, 4, 5, 6

Each time agents trade, they reveal some of their information

FPE is About Information Asymmetry

Bharat Raj Parajuli (U of U) FPE RPE and Corp Events January 3-5, 2020 41 / 60



Overview Theoritical Development Empirical Results Conclusion Appendix

Managers Learning from Investors on Decision Variables

Market collectively know more than managers (Grossman 1976)

RPE does not require managers to know less in absolute sense

RPE decreases information uncertainty for managers

RPE is About Level of Information
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Forecasting Price Efficiency vs Revelatory Price Efficiency

FP inefficiency → RP inefficiency

$1 investment, price reflects < $1

Manager under-invests

FP efficiency → RP efficiency

$1 investment, price reflects $1

Manager optimally invests

FP inefficiency → RP efficiency

Blockholder’s intervention, ability to buy additional shares at lower
prices(Maug (1998))

Lower FPE - lower price impacts leads more blockholder formation
(Kyle & Vila (1991), Kahn & Winton (1998))
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Forecasting Price Efficiency vs Revelatory Price Efficiency

FP efficiency → RP inefficiency

FPE increase with respect to productivity reduces manager’s
incentive to act (Singh and Yerramilli (1992))

Even if FPE perfectly holds, market weights information incorrectly
(Paul (1992))

Even if FPE perfectly holds, manager have incentive to manipulate
prices (Stein (1998))

Manager have incentive to ignore his own (superior) signal
(Brandenburger & Polak (1998))

Disclosure that discloses unobservable shock reduces real efficiency
(Kanodia & Lee (1998))

Real side care about marginal project; speculator care about
totality of firms’ projects (Bresnahan, Milgrom & Paul (1992))
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Forecasting Price Efficiency vs Revelatory Price Efficiency

FP efficiency → RP inefficiency

Firm value is nonmonotonic in the state variables under the efficient
decision (Bond, Goldstein & Prescott (1992), Bernanke & Woodford (1997))

Firm’s response destroy speculators’ incentives to collect
information (Dow & Gorton (1997))

Regulator’s total information decreases if he acquires information
from market prices ( Faure-Grimaud (2002), Lehar, Seppi & Strobl(2008))

Prices do not efficient aggregate speculators’ information (Bond

Goldstein (2015))
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Step 1: Baseline - No Feedback Effect

Quisque ullamcorper placerat ipsum. Cras nibh. Morbi vel justo vitae
lacus tincidunt ultrices. Lorem ipsum dolor sit amet, consectetuer
adipiscing elit. In hac habitasse platea dictumst. Integer tempus
convallis augue. Etiam facilisis. Nunc elementum fermentum wisi.
Aenean placerat. Ut imperdiet, enim sed gravida sollicitudin, felis odio
placerat quam, ac pulvinar elit purus eget enim. Nunc vitae tortor.
Proin tempus nibh sit amet nisl. Vivamus quis tortor vitae risus porta
vehicula.
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Step 2: Adding Feedback Effects

Quisque ullamcorper placerat ipsum. Cras nibh. Morbi vel justo vitae
lacus tincidunt ultrices. Lorem ipsum dolor sit amet, consectetuer
adipiscing elit. In hac habitasse platea dictumst. Integer tempus
convallis augue. Etiam facilisis. Nunc elementum fermentum wisi.
Aenean placerat. Ut imperdiet, enim sed gravida sollicitudin, felis odio
placerat quam, ac pulvinar elit purus eget enim. Nunc vitae tortor.
Proin tempus nibh sit amet nisl. Vivamus quis tortor vitae risus porta
vehicula.
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Step 3: Adding Mis-valuation (Under-Valuation) Signal

Quisque ullamcorper placerat ipsum. Cras nibh. Morbi vel justo vitae
lacus tincidunt ultrices. Lorem ipsum dolor sit amet, consectetuer
adipiscing elit. In hac habitasse platea dictumst. Integer tempus
convallis augue. Etiam facilisis. Nunc elementum fermentum wisi.
Aenean placerat. Ut imperdiet, enim sed gravida sollicitudin, felis odio
placerat quam, ac pulvinar elit purus eget enim. Nunc vitae tortor.
Proin tempus nibh sit amet nisl. Vivamus quis tortor vitae risus porta
vehicula.
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Step 3: Adding Mis-valuation (Over-Valuation) Signal

Quisque ullamcorper placerat ipsum. Cras nibh. Morbi vel justo vitae
lacus tincidunt ultrices. Lorem ipsum dolor sit amet, consectetuer
adipiscing elit. In hac habitasse platea dictumst. Integer tempus
convallis augue. Etiam facilisis. Nunc elementum fermentum wisi.
Aenean placerat. Ut imperdiet, enim sed gravida sollicitudin, felis odio
placerat quam, ac pulvinar elit purus eget enim. Nunc vitae tortor.
Proin tempus nibh sit amet nisl. Vivamus quis tortor vitae risus porta
vehicula.
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Summary Statistics

Summary Statistics
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Prediction 1: PIN Change & a Firm’s Corporate Events

Market Learning

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12

PIN Change in Next 12 Months (PP): -3.8%; -6.4%; +1.7%; +2.3%
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Prediction 1: PIN Change & a Firm’s Corporate Events

Market Learning

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Prediction 4: Corporate Events, PIN change, & Other Mis-Valuation Proxies

Price-to-Value(P/V ) Ratio as Mis-Valuation Proxy

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validations: Managers’ Tendency to Listen to Prices

Incentive Alignment for Buys but not in Sells

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validations: Disciplining Manager Role of Prices

Asymmetric Information Collection and Corporate Governance: Decrease in an
informed investor’s information collection for the firms that perform secondary equity
offerings or are acquirers in a M&A transaction is less (more) in firms with poor
(strong) corporate governance or more (less) entrenched managers

Two Forms of Corporate Governance Proxies

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validations: Corporate Event Announcement Returns

Returns in the Direction of Mis-Valuation & Increase in Resource Allocation

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validations: Corporate Event Variables as Dummy Variables

Pre-Post Type Analysis

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12

Bharat Raj Parajuli (U of U) FPE RPE and Corp Events January 3-5, 2020 57 / 60



Overview Theoritical Development Empirical Results Conclusion Appendix

Other Validations: Weak and Semi-Strong Form Efficiency

Increase in Weak and Semi-Strong Form Efficiency Post Events

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Other Validations: Controlling for Insider’s Information

Three Days Absolute CAR returns around Earnings Annoucement

Controls: Firm FE, Month FE, MBt−12, Volatilityt−3, Ln Assetst−12, Leveraget−12, Profitt−12,

Tobin’s Qt−12, Inst Holdt−3, Ln Anlstt−12, Ln Aget−1, Turnovert−1, Ind Rett−1, Returnst−1,

MKT βt−12, SMB βt−12, HML βt−12, RMW βt−12, CMA βt−12, MOM βt−12
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Empirical Results: Other Controls in Prediction 1
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