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This paper studies the impact of the pre-announcement advertising
activity on share-price reaction during seasoned equity offerings (SEOs)
announcements by testing two sets of hypotheses: the information
signaling hypothesis and the self-benefit tool hypothesis. In a sample of
U.S. firms that undertake SEOs announcements from 1989 through
2008, we find that the average announcement-period abnormal return
for firms with pre-announcement abnormal advertising expenditures is
significantly less negative than for those with pre-announcement
abnormal shrinkage in advertising. Consistent with the information
signaling hypothesis, our evidence suggests that market investors tend
to view advertising expenditure policy as a channel to signal firm’s
intrinsic value, which should lead to a reduction in information
asymmetry. Our overall results still hold when controlling for

pre-announcement analyst coverage.
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