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Table IA.I
Summary Statistics (Overall Sample)

The table displays summary statistics for the overall sample. To compute relative valuation, we first fit the
following model based on Pastor and Veronesi (2003) (i denotes a firm and t a year):

log( M
B

)i,t = a+ bAGEi,t + cDDi,t + dLEVi,t + elog(SIZEi,t) + fV OLPi,t + gROEi,t.
The RHS variables are, respectively, minus the reciprocal of one plus firm age, a dividend dummy, book leverage,
log total assets, volatility of profitability, and return on equity. We fit this model once for each industry in each year
using firm observations from year t− 10 to t− 1. A firm’s relative valuation is its log(M/B) in year t less the fitted
value using characteristics from year t and the above model estimated using the previous 10 years. A firm’s relative
industry investment is computed in an analogous fashion, except we also include the firm’s lagged Tobin’s Q as an
independent variable. A firm’s new financing is the sum of its net debt and equity issuing activity, divided by its
assets. For all three quantities, industry variables are the average of the given quantity for all firms in a three-digit
SIC industry in year t, and firm variables are set equal to raw quantities less the industry component. Patenting
activity for a given industry year is from the NBER U.S. Patent Citations data file. Operating cash flow is defined
as operating income (Compustat annual item 13) divided by assets (Compustat annual item 6). A firm’s abnormal
return is its raw monthly return minus the monthly return of a portfolio matched on the basis of NYSE/Amex
breakpoints of size, industry-adjusted book-to-market, and past-year returns as in Daniel et al. (1997).

Standard Number of

Variable Mean Deviation Minimum Maximum Observations

Overall Sample

Industry Relative Valuation -0.003 0.370 -1.958 1.709 104,397

Industry New Financing 0.022 0.041 -0.408 0.766 104,397

Industry Relative Investment -0.062 0.271 -3.034 2.447 104,397

Firm Relative Valuation -0.022 0.661 -2.770 3.413 104,397

Firm New Financing 0.019 0.148 -0.849 1.482 104,397

Firm Relative Investment 0.020 0.795 -3.953 3.328 104,397

Number of Industry Patents 498.7 1001.1 0.000 6015 104,397

Industry Patents/Assets 8.626 17.54 0.000 1996.7 104,397

Operating Cash Flow Change –0.010 0.125 –1.447 1.780 104,397

Abnormal Return 0.001 0.162 -1.192 9.25 1,149,927
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Table IA.II
Regressions Predicting Firm-level Operating Cash Flow Changes

(Various Valuation Models)

This table replicates Table V using four alternative valuation models. To compute relative valuation, we fit the
models noted in each panel header:
The simplified Pastor and Veronesi (2003) model (i denotes a firm, j an industry, and t a year):

log( MV E
BV E

)i,t = βj,0 + βj,1log(SIZEi,t) + βj,2ROEi,t + εi,j,t;

RKRV Model 3 is the third model presented in Rhodes-Kropf, Robinson, and Viswanathan (2005):
log(MVEi,j,t) = βj,0 +βj,1log(BV Ei,j,t) +βj,2log(abs(NIi,j,t)) +βj,3NEGNIDUMi,j,t +βj,4LEVi,j,t + εi,j,t;

RKRV Model 1 is the first model presented in Rhodes-Kropf, Robinson, and Viswanathan (2005):
log(MVEi,j,t) = βj,0 + βj,1log(BV Ei,j,t) + εi,j,t;

The P/E Model:
log(MVEi,j,t) = βj,0 + βj,1log(abs(NIi,j,t)) + βj,2NEGNIDUMi,j,t + εi,j,t.

The variable log( MV E
BV E i,t

) is the natural log of the firm’s market value of equity divided by its book value of equity.

log(MVEi,j,t) is the natural log of the firm’s market value of equity. log(SIZEi,t) is the natural log of total assets.
ROEi,t is return on equity. log(BV Ei,j,t) is the natural log of the book value of equity. log(abs(NIi,j,t)) is the
natural log of net operating income. NEGNIDUMi,j,t is a dummy equal to one if net operating income is less
than zero. LEVi,j,t is book leverage.

Simplified RKRV RKRV P/E
PV Model Model 3 Model 1 Model

Variable 2 Years 2 Years 2 Years 2 Years

Panel A: Competitive Industries

Industry Relative Valuation –0.0364
(–3.380)a,d

–0.0416
(–3.820)a,d

–0.0396
(–3.820)a,e

–0.0374
(–3.850)a,e

Firm Relative Valuation –0.0022
(–1.150)

–0.0096
(–4.050)a

–0.0054
(–2.840)a,d

–0.0124
(–5.090)a,d

Industry Relative Investment –0.0055
(–0.490)

0.0004
(0.040)

–0.0018
(–0.160)

–0.0051
(–0.480)

Firm Relative Investment –0.0043
(–2.440)b

–0.0038
(–2.230)b

–0.0042
(–2.370)b

–0.0049
(–2.710)a

Industry New Financing 0.0250
(0.630)

0.0401
(1.050)

0.0363
(0.940)

0.0378
(0.940)

Firm New Financing 0.0120
(0.790)

0.0156
(1.040)

0.0147
(1.000)

0.0273
(1.690)c

Change in EBITDA –0.0121
(–1.580)

–0.0106
(–1.440)

–0.0106
(–1.390)

–0.0130
(–1.750)c

Change in CAPX 0.0051
(0.840)

0.0043
(0.710)

0.0052
(0.860)

0.0047
(0.760)

Observations 42,914 42,947 43,034 43,314
Panel B: Concentrated Industries

Industry Relative Valuation –0.0103
(–2.030)b,d

–0.0125
(–2.520)b,d

–0.0202
(–4.390)a,e

–0.0128
(–2.770)a,e

Firm Relative Valuation –0.0029
(–1.350)

–0.0083
(–4.000)a

–0.0112
(–5.790)a,d

–0.0040
(–2.450)b,d

Industry Relative Investment –0.0112
(–2.320)b

–0.0112
(–2.340)b

–0.0101
(–2.110)b

–0.0135
(–2.680)a

Firm Relative Investment –0.0065
(–3.450)a

–0.0061
(–3.290)a

–0.0063
(–3.370)a

–0.0081
(–4.260)a

Industry New Financing –0.0373
(–1.040)

–0.0434
(–1.240)

–0.0364
(–1.050)

0.0151
(0.580)

Firm New Financing 0.0277
(1.420)

0.0306
(1.590)

0.0348
(1.820)c

0.0523
(2.670)a

Change in EBITDA –0.0054
(–0.960)

–0.0049
(–0.890)

–0.0037
(–0.680)

–0.0052
(–0.930)

Change in CAPX 0.0020
(0.410)

0.0020
(0.410)

0.0011
(0.230)

0.0033
(0.680)

Observations 15,625 15,800 15,813 16,228

* a, b, and c denote significant differences from zero at the 1%, 5%, and 10% levels, respectively. d, e, and f denote
significant differences from the opposing tercile (competitive versus concentrated industries) at the 1%, 5%, and
10% levels, respectively.
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Table IA.V
Regressions Predicting Firm-level Operating Cash Flow Changes

(Based on COMPUSTAT Public-firm-only HHI)

We report regression coefficients and t-statistics (in parentheses) for panel data regressions. t-statistics are adjusted
for clustering over time and across industries, and are corrected for heteroskedasticity. One observation is one firm
in one year, and the dependent variable is the firm’s change in operating cash flow (operating income / assets) from
year t to year t+1 (one year) or t to t+2 (two years). In the last column, we restrict the sample to firms in high
growth industries (lowest tercile based on industry-average book-to-market ratios, which winsorized at the 1/99%
level prior to taking industry averages). To compute relative valuation, we first fit the following model based on
Pastor and Veronesi (2003) (i denotes a firm and t a year):

log( M
B

)i,t = a+ bAGEi,t + cDDi,t + dLEVi,t + elog(SIZEi,t) + fV OLPi,t + gROEi,t.
The RHS variables are, respectively, minus the reciprocal of one plus firm age, a dividend dummy, book leverage,
log total assets, volatility of profitability, and return on equity. We fit this model once for each industry in each
year using firm observations from year t− 10 to t− 1. A firm’s relative valuation is its log(M/B) in year t less the
fitted value using characteristics from year t and the above model estimated using the previous 10 years. A firm’s
relative industry investment is computed in an analogous fashion, except we also include the firm’s lagged Tobin’s
Q as an independent variable. A firm’s new financing is the sum of its net debt and equity issuing activity, divided
by its assets. For all three quantities, industry variables are the average of the given quantity for all firms in a
SIC-3 industry in year t, and firm variables are set equal to raw quantities less the industry component.
Competitive and concentrated industries are those in the lowest and highest tercile based on the past year’s
industry concentration (HHI) measured using raw COMPUSTAT sales only (public-firm-only HHI). Change in
EBITDA and CAPX are the past year’s changes in earnings before interest and taxes plus depreciation and capital
expenditures, winsorized at the 1/99% level.

Growth
Overall Overall Industries

Variable 1 Year 2 Years 2 Years

Panel A: Competitive Industries

Industry Relative Valuation –0.0012 (–0.120) –0.0409 (–3.270)a,d –0.0883 (–4.360)a,d

Firm Relative Valuation 0.0041 (2.170)b –0.0041 (–1.770)c,e 0.0005 (0.150)e

Industry Relative Investment –0.0655 (–2.940)a –0.0568 (–1.600) –0.0738 (–1.450)
Firm Relative Investment –0.0056 (–1.740)c,e –0.0078 (–1.830)c,f –0.0189 (–3.100)a,e

Industry New Financing –0.0494 (–1.250) –0.0158 (–0.340) –0.0088 (–0.100)
Firm New Financing –0.0284 (–2.180)b 0.0166 (1.100) 0.0195 (0.950)
Change in EBITDA 0.0009 (0.170) –0.0093 (–1.290) –0.0058 (–0.510)
Change in CAPX –0.0109 (–2.150)b 0.0021 (0.360) –0.0118 (–1.040)
Observations 53,113 47,513 20,709

Panel B: Concentrated Industries

Industry Relative Valuation 0.0014 (0.240) –0.0047 (–0.500)d 0.0082 (0.510)d

Firm Relative Valuation 0.0016 (0.570) –0.0089 (–2.340)b,e –0.0060 (–0.880)e

Industry Relative Investment –0.0137 (–0.900) –0.0349 (–1.760)c 0.0214 (0.710)
Firm Relative Investment 0.0065 (1.150)e –0.0004 (–0.040)f –0.0024 (–0.210)e

Industry New Financing –0.0750 (–2.520)b –0.0720 (–1.800)c –0.1463 (–2.000)b

Firm New Financing –0.0221 (–1.300) 0.0116 (0.480) 0.0586 (1.770)c

Change in EBITDA –0.0005 (–0.110) –0.0009 (–0.180) 0.0077 (0.910)
Change in CAPX –0.0033 (–0.930) –0.0022 (–0.490) 0.0036 (0.430)
Observations 10,250 9,410 3,776

Panel C: Industries with Declining Concentration

Industry Relative Valuation –0.0051 (–0.560) –0.0544 (–3.550)a,e –0.0869 (–4.580)a,e

Firm Relative Valuation 0.0038 (1.770)c –0.0073 (–2.870)a –0.0081 (–2.220)b

Industry Relative Investment –0.0519 (–2.130)b,f –0.0158 (–0.400) –0.0210 (–0.410)
Firm Relative Investment –0.0030 (–0.730) –0.0096 (–1.740)c –0.0217 (–3.020)a

Industry New Financing –0.0603 (–2.380)b –0.0083 (–0.240) 0.0166 (0.310)
Firm New Financing –0.0288 (–2.040)b 0.0294 (1.850)c 0.0367 (1.740)c,e

Change in EBITDA 0.0014 (0.270) –0.0030 (–0.580) 0.0024 (0.290)
Change in CAPX –0.0072 (–1.540) –0.0021 (–0.420) –0.0069 (–0.760)
Observations 29,130 26,205 13,247

* a, b, and c denote significant differences from zero at the 1%, 5%, and 10% levels, respectively. d, e, and f denote
significant differences from the opposing tercile (competitive versus concentrated industries in Panels A and B, and
decreasing versus increasing concentration in Panel C) at the 1%, 5%, and 10% levels, respectively.
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Table IA.VII
Regressions Predicting Firm-level Operating Cash Flow Changes

(Excluding Change in EBITDA and CAPX Controls)

We report regression coefficients and t-statistics (in parentheses) for panel data regressions. t-statistics are adjusted
for clustering over time and across industries, and are corrected for heteroskedasticity. One observation is one firm
in one year, and the dependent variable is the firm’s change in operating cash flow (operating income / assets) from
year t to year t+1 (one year) or t to t+2 (two years). In the last column, we restrict the sample to firms in high
growth industries (lowest tercile based on industry-average book-to-market ratios, which winsorized at the 1/99%
level prior to taking industry averages). To compute relative valuation, we first fit the following model based on
Pastor and Veronesi (2003) (i denotes a firm and t a year):

log( M
B

)i,t = a+ bAGEi,t + cDDi,t + dLEVi,t + elog(SIZEi,t) + fV OLPi,t + gROEi,t.
The RHS variables are, respectively, minus the reciprocal of one plus firm age, a dividend dummy, book leverage,
log total assets, volatility of profitability, and return on equity. We fit this model once for each industry in each
year using firm observations from year t− 10 to t− 1. A firm’s relative valuation is its log(M/B) in year t less the
fitted value using characteristics from year t and the above model estimated using the previous 10 years. A firm’s
relative industry investment is computed in an analogous fashion, except we also include the firm’s lagged Tobin’s
Q as an independent variable. A firm’s new financing is the sum of its net debt and equity issuing activity, divided
by its assets. For all three quantities, industry variables are the average of the given quantity for all firms in a
SIC-3 industry in year t, and firm variables are set equal to raw quantities less the industry component.
Competitive and concentrated industries are those in the lowest and highest tercile based on the past year’s
industry concentration (HHI). Change in EBITDA and CAPX are the past year’s changes in earnings before
interest and taxes plus depreciation and capital expenditures, winsorized at the 1/99% level.

Growth
Overall Overall Industries

Variable 1 Year 2 Years 2 Years

Panel A: Competitive Industries

Industry Relative Valuation –0.0068 (–0.620) –0.0540 (–3.740)a,d –0.1189 (–5.190)a,d

Firm Relative Valuation 0.0057 (2.820)a,e –0.0038 (–1.450)e 0.0003 (0.090)d

Industry Relative Investment –0.0681 (–3.040)a –0.0421 (–1.250) –0.0891 (–1.930)c

Firm Relative Investment –0.0072 (–2.260)b,e –0.0103 (–2.420)b,e –0.0207 (–3.380)a,f

Industry New Financing –0.0531 (–1.510) 0.0255 (0.590) 0.0159 (0.210)
Firm New Financing –0.0354 (–2.570)b 0.0130 (0.830) 0.0171 (0.820)
Observations 43,626 38,536 17,861

Panel B: Concentrated Industries

Industry Relative Valuation 0.0129 (2.670)a –0.0028 (–0.430)d 0.0025 (0.220)d

Firm Relative Valuation 0.0003 (0.130)e –0.0113 (–4.360)a,e –0.0164 (–3.370)a,d

Industry Relative Investment –0.0114 (–0.760) –0.0374 (–1.960)b –0.0190 (–0.570)
Firm Relative Investment 0.0097 (1.630)e 0.0118 (1.620)e 0.0072 (0.630)f

Industry New Financing –0.0464 (–1.700)c –0.0393 (–1.080) –0.0917 (–1.150)
Firm New Financing –0.0074 (–0.480) 0.0196 (1.060) 0.0428 (1.580)
Observations 15,821 14,540 4,545

Panel C: Industries with Declining Concentration

Industry Relative Valuation –0.0230 (–2.820)a,d –0.0546 (–6.330)a,d –0.0726 (–5.620)a,f

Firm Relative Valuation 0.0046 (2.340)b –0.0066 (–2.590)a –0.0043 (–1.110)
Industry Relative Investment –0.0669 (–3.380)a,d –0.0649 (–2.150)b,f –0.0705 (–1.830)c

Firm Relative Investment –0.0031 (–0.770) –0.0002 (–0.050) –0.0079 (–1.210)
Industry New Financing –0.0952 (–3.440)a,f –0.0241 (–0.710) –0.0665 (–1.300)e

Firm New Financing –0.0304 (–1.730)c 0.0189 (1.030) 0.0215 (0.880)
Observations 35,619 30,469 14,720

* a, b, and c denote significant differences from zero at the 1%, 5%, and 10% levels, respectively. d, e, and f denote
significant differences from the opposing tercile (competitive versus concentrated industries in Panels A and B, and
decreasing versus increasing concentration in Panel C) at the 1%, 5%, and 10% levels, respectively.
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Table IA.VIII
Regressions Predicting Firm-level Operating Cash Flow Changes
(Excluding Observations from 1998 to 2000 Technology Boom)

We exclude firm year observations from 1998 to 2000. We report regression coefficients and t-statistics (in
parentheses) for panel data regressions. t-statistics are adjusted for clustering over time and across industries, and
are corrected for heteroskedasticity. One observation is one firm in one year, and the dependent variable is the
firm’s change in operating cash flow (operating income / assets) from year t to year t+1 (one year) or t to t+2 (two
years). In the last column, we restrict the sample to firms in high growth industries (lowest tercile based on
industry-average book-to-market ratios, which winsorized at the 1/99% level prior to taking industry averages). To
compute relative valuation, we first fit the following model based on Pastor and Veronesi (2003) (i denotes a firm
and t a year):

log( M
B

)i,t = a+ bAGEi,t + cDDi,t + dLEVi,t + elog(SIZEi,t) + fV OLPi,t + gROEi,t.
The RHS variables are, respectively, minus the reciprocal of one plus firm age, a dividend dummy, book leverage,
log total assets, volatility of profitability, and return on equity. We fit this model once for each industry in each
year using firm observations from year t− 10 to t− 1. A firm’s relative valuation is its log(M/B) in year t less the
fitted value using characteristics from year t and the above model estimated using the previous 10 years. A firm’s
relative industry investment is computed in an analogous fashion, except we also include the firm’s lagged Tobin’s
Q as an independent variable. A firm’s new financing is the sum of its net debt and equity issuing activity, divided
by its assets. For all three quantities, industry variables are the average of the given quantity for all firms in a
SIC-3 industry in year t, and firm variables are set equal to raw quantities less the industry component.
Competitive and concentrated industries are those in the lowest and highest tercile based on the past year’s
industry concentration (HHI). Change in EBITDA and CAPX are the past year’s changes in earnings before
interest and taxes plus depreciation and capital expenditures, winsorized at the 1/99% level.

Growth
Overall Overall Industries

Variable 1 Year 2 Years 2 Years

Panel A: Competitive Industries

Industry Relative Valuation 0.0101 (1.090) –0.0223 (–2.040)b –0.0558 (–3.550)a,d

Firm Relative Valuation 0.0048 (2.240)b,f –0.0048 (–1.630)d 0.0000 (–0.010)d

Industry Relative Investment –0.0700 (–3.220)a,f –0.0891 (–2.930)a,f –0.1374 (–3.360)a,f

Firm Relative Investment –0.0074 (–1.990)b,e –0.0104 (–2.120)b,e –0.0217 (–2.950)a,f

Industry New Financing –0.0334 (–1.290) –0.0005 (–0.010) 0.0465 (0.760)
Firm New Financing –0.0272 (–1.690)c 0.0124 (0.680) 0.0196 (0.790)
Change in EBITDA –0.0006 (–0.140) –0.0108 (–1.890)c –0.0224 (–2.070)b

Change in CAPX –0.0051 (–1.150) 0.0059 (1.170) 0.0037 (0.380)
Observations 37,629 33,082 14,324

Panel B: Concentrated Industries

Industry Relative Valuation 0.0120 (2.440)b –0.0042 (–0.620) –0.0027 (–0.230)d

Firm Relative Valuation 0.0003 (0.160)f –0.0137 (–5.050)a,d –0.0202 (–4.170)a,d

Industry Relative Investment –0.0064 (–0.460)f –0.0304 (–1.520)f –0.0166 (–0.490)f

Firm Relative Investment 0.0114 (1.920)c,e 0.0131 (1.840)c,e 0.0061 (0.570)f

Industry New Financing –0.0033 (–0.150) 0.0139 (0.490) 0.0096 (0.240)
Firm New Financing –0.0041 (–0.260) 0.0153 (0.810) 0.0291 (1.130)
Change in EBITDA 0.0025 (0.700) –0.0037 (–0.730) 0.0088 (1.070)
Change in CAPX –0.0058 (–1.740)c –0.0025 (–0.530) –0.0031 (–0.360)
Observations 14,624 13,443 4,434

Panel C: Industries with Declining Concentration

Industry Relative Valuation –0.0110 (–1.590)d –0.0334 (–4.800)a,d –0.0474 (–3.900)a,f

Firm Relative Valuation 0.0046 (2.260)b –0.0074 (–2.610)a –0.0047 (–1.030)
Industry Relative Investment –0.0609 (–3.300)a,d –0.1059 (–3.910)a,d –0.1123 (–3.030)a

Firm Relative Investment –0.0024 (–0.500)f 0.0000 (0.000) –0.0076 (–1.000)
Industry New Financing –0.0573 (–2.500)b,f –0.0051 (–0.170) –0.0199 (–0.390)e

Firm New Financing –0.0198 (–1.010) 0.0323 (1.700)c 0.0430 (1.720)c

Change in EBITDA 0.0017 (0.460) –0.0070 (–1.640) –0.0046 (–0.580)
Change in CAPX –0.0055 (–1.550) –0.0013 (–0.330) –0.0040 (–0.510)
Observations 32,951 28,016 13,228

* a, b, and c denote significant differences from zero at the 1%, 5%, and 10% levels, respectively. d, e, and f denote
significant differences from the opposing tercile (competitive versus concentrated industries in Panels A and B, and
decreasing versus increasing concentration in Panel C) at the 1%, 5%, and 10% levels, respectively.
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