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Abstract
• We investigate the dynamics of heterogeneous beliefs and link

them to the volatility pattern throughout the seasoned equity
offering (SEO) event window.

• In sync with a reduction in information asymmetry related to
management information releases around the SEO event, belief
heterogeneity declines.

• Moreover, heterogeneity in beliefs, proxied by either analyst- or
institutional-trade-based measures, is a robust and salient
determinant of SEO firm volatility, which provides an
explanation for the volatility timing “puzzle” identified in the
SEO market.

• Furthermore, the relation between heterogeneous beliefs and
return volatility weakens as short sale constraints tighten,
suggesting a potential causal link.



1.Introduction



A. Background

SEO

The second-order 
moment of stock returns, 

return volatility

Carlson et 
al.(2010)
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?

conjecture: (1) Fueled by the 

changes in information 

asymmetry around the SEO 

event, heterogeneity in beliefs 

declines prior to SEOs and 

increases afterwards, 

(2) Heterogeneity in beliefs 

affects return volatility.



B. The main work

Information 
asymmetry

Heterogeneous 
beliefs around 

SEOs

Return volatility 
of SEO firms

institutional 
trading &

Short selling



C.  Contribution

➢ We document the V-shaped dynamics of heterogeneous beliefs around 

the SEO event, which is new to the literature. 

➢ We find that total return volatility and analyst earnings forecast 

dispersion share similar dynamics, i.e., decreasing before the 

announcement of the SEO and increasing after issuance. 

➢ We consider two categories of beliefs, i.e., optimism and pessimism, to 

further understand the divergence in beliefs after the SEO event.

➢ We test the robustness of our findings with a subsample of actual 

institutional trading of the SEO firms that are often regarded as 

sophisticated traders. 

➢ We find that the link between heterogeneous beliefs and return 

volatility weakens as the level of short interest increases.



2. Sample construction, data description, 

and variable definitions



A. Data 

Our initial sample includes data on all SEOs conducted by U.S. 

companies from January 1980 to December 2011 from Thomson 

Reuters’ Securities Data Corporation (SDC) Platinum database, a 

total of 15,087 observations. 

our final sample contains 4501 issuances made by 2630 firms.

Pre event 60-month Post event 60-month

Event 

from the filing date to the issue date



B. Variable definitions





3. Dynamics of heterogeneous beliefs 

around SEOs



Summary statistics



3.1Dynamics of heterogeneous beliefs

Regressions of selected variables against event times







3.2. Potential mechanisms for dynamics of heterogeneous beliefs 





4. Linking heterogeneous beliefs to firm 

volatility around SEOs



4.1. Dynamics of firm volatility and market volatility around SEOs



4.1. Dynamics of firm volatility and market volatility around SEOs

Regressions of selected variables against event times



4.2. Multivariate analysis: regression results



4.3. Placebo tests 
Placebo firms



SEO firms



5. Further evidence from institutional 

trading and short selling



5.1. Institutional trading



5.2. Short selling
Analyst forecast dispersion and stock return volatility across short-interest-based portfolios: 
Correlations



Analyst forecast dispersion and stock return volatility across short-interest-based portfolios: 
multivariate regression results. 



6. Summary and conclusion



Conclusions
⚫ We find that heterogeneity in beliefs declines considerably around the SEO

date, especially prior to the event.

⚫ This decline likely reflects/accompanies a reduction in information
asymmetry related to managerial involvement in information releases prior

to the SEO event.

⚫ Moreover, heterogeneity in beliefs, proxied by either analyst-based measures
or trade-based measures, is a salient determinant of SEO firm volatility and

has incremental explanatory power for the volatility patterns of SEO firms
after controlling for various usual suspects. The results are robust to sample
periods and estimation methods.

⚫ Furthermore, for the subset of SEO firms that have short interest information
available, the link between heterogeneous beliefs and firm volatility weakens
as the short sale constraints tighten, shedding light on a potential causal

relation from heterogeneous beliefs to firm volatility.



Future work could include investigating if
and how heterogeneity in beliefs affects risk
dynamics of other corporate activities.



THANKS！


