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Abstract

This study analyzes the impact of policy-induced changes on the market valuation of tourism and
hospitality firms, focusing on green innovation and competitive advantage. Using a sample of
publicly listed tourism and hospitality firms in the United States, and drawing on an integrated
theoretical framework, we examine how policy shifts reshape competitive dynamics. More
precisely, this paper analyzes how legislative events related to the Inflation Reduction Act
affected firms’ market value fluctuations. The main results indicate that first-movers in green
innovation initially benefited from policy uncertainty but faced competitive erosion once the
approval of the new policy reduced entry barriers for competitors. These findings contribute to
the strategic management and sustainability literature, highlighting the need for continuous

innovation beyond regulatory incentives to sustain long-term differentiation.
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1. Introduction

In recent years, sustainability and innovation have become key strategic priorities for firms
across industries, particularly in tourism (Dogru et al., 2022; Jo & Shin, 2025; Pasquinelli &
Trunfio, 2023; Wu, 2025). In this context, environmental concerns and changes in regulations
have increasingly influenced business operations (Fu, 2025). The global push toward
environmentally sustainable business models has led to the adoption of initiatives related to
green technologies and sustainable practices in management (Hart, 1995; De Stefano et al.,
2016); initiatives that bring about competitive advantages (Della Corte & Aria, 2016; Hussein et

al., 2024).

The concept of competitive advantage has long been central to strategic management research.
According to Porter (1980, 1985), firms achieve competitive advantage by either differentiating
themselves within their industry or operating at a cost advantage. The resource-based view
(Barney, 1991) refined this perspective by arguing that competitive advantage arises from
valuable, rare, inimitable, and non-substitutable resources. This framework suggests that firms
can sustain competitive advantage by leveraging unique capabilities that competitors cannot

easily replicate.

Along these lines, the natural resource-based view (Hart, 1995) extends the resource-based view
by integrating environmental sustainability into strategic decision-making. It argues that firms
engaging in green innovation—such as eco-friendly product development, carbon reduction
strategies, or sustainable business practices—can establish long-term competitive advantages by
reducing costs, enhancing brand reputation, and responding proactively to regulatory pressures.
Prior research suggests that firms investing in sustainability can gain first-mover advantages,

benefiting from consumer preference for green products and proactive regulatory compliance,



which positions them ahead of competitors (De Stefano et al., 2016; Kuo et al., 2022; Aftab et

al., 2023).

However, the ability to sustain this advantage is contingent on the persistence of entry barriers. If
external conditions—such as government policies—reduce the cost of green innovation for
competitors, the uniqueness of first movers’ capabilities may erode. This raises the question:
Does government intervention in green innovation disrupt competitive dynamics, favoring late

adopters over first movers?

Moreover, while the traditional view of competitive advantage assumes that firms can establish
long-term differentiation, there is literature that argues that advantages are increasingly transient
(Dagnino et al., 2021; Forrest & Tallapally, 2024; Huang et al., 2015; D’Aveni, 1994; Wiggins &
Ruefli, 2005). In fast-changing markets, firms must reinvent their competitive position constantly
to remain relevant, because temporary advantages (rather than permanent ones) drive firm
performance (Thomas & D’Aveni, 2009). This evolving view of competitive advantage—from
one based on stable, inimitable resources to one determined by rapidly changing external
conditions—suggests that resource-based view and natural resource-based view alone may be
insufficient to explain how sustainability-driven advantages evolve in dynamic environments,

and that complementary perspectives are needed to account for their potential erosion.

To address this gap, we integrate the temporary competitive advantage framework (D’ Aveni et
al., 2010), which argues that advantages are increasingly short-lived, especially in rapidly
changing or policy-driven markets. In this view, green innovation may provide only temporary

superiority, as external forces—such as regulatory incentives—accelerate diffusion and imitation.

In such environments, strategic ambidexterity (Tushman & O’Reilly, 1996; Raisch &

Birkinshaw, 2008) becomes essential. Ambidextrous firms balance exploration (investing in
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innovation and long-term growth opportunities) with exploitation (maximizing current
capabilities for efficiency and profitability). Firms that over-rely on exploration (i.e., constant
investment in innovation) may face profitability challenges, while those that focus only on
exploitation risk losing competitiveness and struggling to adapt when industry conditions
change. Strategic ambidexterity thus provides a dynamic capability through which firms can
respond to the shifting balance between temporary and sustained advantages. This trade-off is
particularly relevant for green tourism firms (Dias et al., 2024; Ferrer-Roca et al., 2022;
Tajeddini et al., 2024; Vo Thanh et al., 2020), which must innovate regularly to maintain their
differentiation—especially when external policies may reduce their initial competitive edge as

they can change the cost structures associated with sustainable investments.

A key situation of how government intervention can modify the competitive landscape is the
Inflation Reduction Act, signed into law in August 2022. The Inflation Reduction Act represents
a significant policy intervention aimed at promoting clean energy investment, sustainability-
driven innovation, and carbon reduction in the U.S. economy (Inflation Reduction Act, 2022).
Among its many provisions, the Inflation Reduction Act provides substantial financial incentives
for green initiatives, effectively reducing the cost of adopting eco-friendly business practices

across industries, including tourism (Trujillo-Adrié et al., 2024; Xu et al., 2024).

While these incentives are expected to accelerate the adoption of sustainable business models,
they also introduce a paradox: on the one hand, the Inflation Reduction Act lowers entry barriers,
making it easier for more firms to implement green strategies; and on the other hand, it
potentially diminishes the competitive advantage of first movers, who had previously

differentiated themselves through sustainability-driven innovation.



Accordingly, the Inflation Reduction Act creates an environment where firms must reassess their
competitive positioning dynamically. Green tourism firms that previously exploited their
sustainability advantage may now need to reinvest in new innovations to maintain differentiation,
as government incentives make it easier for competitors to catch up. At the same time, firms that
were previously lagging in sustainability may find themselves better positioned to make the most
of new incentives and reduce their competitive disadvantage. This scenario underscores the
importance of not only understanding how sustainability-based advantages are built (via
resource-based view and natural resource-based view), but also how they are eroded (through

temporary advantage), and how firms can strategically respond (through ambidexterity).

By combining these perspectives, we propose an integrated theoretical framework that explains
how policy-induced reductions in the cost of adopting sustainability practices disrupt competitive
advantage, particularly in industries such as tourism where differentiation relies heavily on
innovation. In doing so, we argue that resource-based view and natural resource-based view
explain the origins of green competitive advantage, the theory of temporary competitive
advantage explains its instability in the face of external change, and strategic ambidexterity
provides a response mechanism through which firms can preserve—or re-establish—

differentiation.

Beyond simply juxtaposing these perspectives, our theoretical contribution lies in showing that
their integration generates explanatory power that none of them can achieve alone. The resource-
based view and the natural resource-based view explain the origins of sustainability-based
competitive advantages, but they are less suited to explaining how these advantages may erode
when policy shifts alter industry cost structures. The theory of temporary competitive advantage

fills this gap by explaining the mechanism of erosion in dynamic, policy-driven environments,



while the theory of strategic ambidexterity specifies the adaptive capability that firms can deploy
to renew or preserve differentiation once barriers to entry fall. These perspectives form a process
model that links emergence, erosion, and potential renewal of competitive advantage, thereby
offering new theoretical insight into how government incentives may reshape competitive

dynamics in sustainability-driven industries.

Building on this integrated framework, the objective of this article is to analyze how these
policy-induced changes have an effect on competitive positioning in sustainability-driven
tourism firms. Our primary focus is on measuring financial market reactions to policy-related
events, as reflected in abnormal stock returns—the most immediate and forward-looking signal
of how new policy information is incorporated into firm valuation—rather than on tracking post-
event operational outcomes. Although our analysis measures cumulative abnormal returns over a
short event window, these are forward-looking, market-based indicators of investor expectations
regarding a firm’s future cash flows. As such, cumulative abnormal returns capture how the
market anticipates the long-term implications of policy changes at the time of the announcement,
rather than documenting realized operational outcomes. Specifically, we investigate whether
government incentives erode the competitive advantage of early adopters of green innovation by
facilitating industry-wide adoption, thereby reducing differentiation. The empirical application of
this study examines the impact of the Inflation Reduction Act on the market valuation of tourism
firms by analyzing reactions in their market value to two critical events leading up to the passage
of the legislation (Bauer et al., 2023): 1) the brown event (July 14, 2022), when reports suggested
that the Inflation Reduction Act would not pass, creating uncertainty about the continuation of
these federal incentives (Cochrane & Friedman, 2022); and ii) the green event (July 27, 2022),

when a legislative agreement was reached, signaling that the Inflation Reduction Act would be



enacted (Romm et al., 2022). By focusing on these events, we analyze how the market
interpreted the changing competitive dynamics in the tourism sector, particularly for firms with

strong sustainability-oriented innovation strategies.

From a managerial perspective, our findings offer valuable insights into how green innovative
firms should navigate policy-induced shifts in competitive positioning, emphasizing the
importance of strategic ambidexterity in maintaining long-term differentiation. From a
theoretical viewpoint, this study advances the strategic management, financial economics, and
sustainability literature by demonstrating how policy interventions affect competitive advantage
and investor behavior. We contribute a synthesized framework that positions resource-based
view and natural resource-based view as foundations of initial advantage, temporary advantage
theory as the mechanism of erosion, and ambidexterity as the key adaptive strategy. Our findings
challenge the resource-based view and natural resource-based view by showing that government
incentives lower barriers to entry, eroding first-mover advantages in sustainability-driven
industries. This extends the temporary competitive advantage framework, highlighting that
sustainability-based differentiation may be inherently unstable in policy-driven markets.
Additionally, we contribute to strategic ambidexterity theory by illustrating how green tourism
firms must constantly balance exploration (green innovation) and exploitation (efficiency) to

sustain differentiation when regulatory shifts change competitive dynamics.

2. Competitive advantage and strategic ambidexterity in green innovation

2.1. The foundations of competitive advantage in green innovation

The concept of competitive advantage has been a cornerstone of strategic management research.
Porter (1980, 1985) introduced the notion of position-based competition, arguing that firms

should focus on identifying industries with high potential and then establish a unique market
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position within them to gain power. This perspective suggests that firms can sustain their
advantage by differentiating themselves or, alternatively, achieving a cost advantage over
competitors. Later, Barney (1991) refined this view through the resource-based view, which
emphasizes firm-specific resources that are valuable, rare, inimitable, and non-substitutable as
the foundation for sustaining a competitive advantage. According to this framework, firms that
protect and develop unique resources—tangible such as technologies or intangible such as brand
reputation—can maintain long-term differentiation and limit imitation (Teece et al., 1997).
However, resource-based view assumes that these advantages can persist in relatively stable

environments. In dynamic and policy-sensitive industries, this assumption may not hold.

Building on the resource-based view, Hart (1995) introduced the natural resource-based view,
which extends strategic management theory by integrating environmental sustainability into
competitive advantage formation. The natural resource-based view argues that firms investing in
eco-friendly innovation—such as carbon reduction strategies, circular economy practices, or
green technology adoption—can create both environmental and economic value, gaining an
advantage over competitors. According to Begum et al. (2022), firms embracing sustainability-
driven innovations benefit from reduced environmental impact, enhanced operational efficiency,

and stronger market differentiation.

Moreover, empirical evidence indicates that firms proactively engaging in green innovation
enjoy first-mover advantages, as they attract eco-conscious consumers and position themselves
ahead of regulatory compliance requirements (De Stefano et al., 2016; Aftab et al., 2023; Lim et
al., 2024; Su et al., 2024). However, the persistence of this advantage is contingent on external
factors, particularly industry-wide adoption and policy shifts. For instance, if government

policies lower the cost of green innovation for competitors, early adopters may lose their



differentiation, leading to a more level playing field. This situation raises the key question of
whether government intervention in green innovation sustains or erodes first-mover competitive

advantages.

Thus, while resource-based view and natural resource-based view explain how green innovation
can initially generate competitive advantages, they do not fully account for how those advantages
may erode when policy incentives accelerate market-wide adoption. This limitation calls for

integrating a more dynamic perspective.

2.2. Sustainable vs. temporary competitive advantage in green innovation

Historically, sustainable competitive advantage was understood as a long-term, defensible market
position, largely determined by inimitable firm-specific assets (Barney, 1991; Porter, 1985).
However, recent research highlights that competitive advantages are increasingly transient
(Dagnino et al., 2021; Forrest & Tallapally, 2024; Huang et al., 2015; Jorgensen, 2024),

particularly in industries characterized by technological advancement and regulatory change.

The theory of temporary competitive advantage provides a useful lens for understanding this
shift. D’ Aveni (1994) introduced the concept of hypercompetition, arguing that industries are
increasingly characterized by quick shifts in market leadership, where competitive advantages
are frequently disrupted by innovation, technological change, and regulatory forces. In fact,
Suarez and Lanzolla (2005) emphasized that a firm’s ability to sustain competitive advantage
over time depends on two key factors: the speed with which technology evolves and the potential
expansion of the product market. A durable first-mover advantage is guaranteed in the presence
of a strong technological edge, scarcity of assets left to competitors, and the existence of a strong

base for consumers.



In environments characterized by fast developing technology and fast expanding consumer base,
it is more challenging for firms to cling to their competitive advantage—especially when
external shocks like regulatory incentives make those advantages easier to imitate. According to
Thomas and D’ Aveni (2009), the increasing volatility in financial returns supports the idea that
the transitory component of competitive advantage is increasing over time, at the expense of its

more permanent component.

In such dynamic environments, firms must constantly adapt and innovate to maintain
differentiation, as temporary advantages are constantly replaced by new innovations. This reality
is especially salient in policy-sensitive sectors such as tourism, where firms that once led in
sustainability may find their advantage diluted when subsidies lower the costs of green

innovation for all.

This change is particularly relevant for tourism firms engaged in sustainability-driven innovation
(Kuo et al., 2022). While initial investments in green business models provide an advantage,
these benefits may diminish over time as industry adoption increases. Furthermore, the cost of
maintaining differentiation rises, as firms must reinvest in new sustainability initiatives to stay

ahead of competitors (Martin-Rios & Ciobanu, 2019).

As such, temporary competitive advantage complements the resource-based view and natural
resource-based view by explaining not only how competitive advantage is created—but how it is

threatened when external forces (such as policies) shift the basis of competition.

2.3. Strategic ambidexterity.: balancing green innovation and market adaptation

In this fast-evolving landscape, strategic ambidexterity serves as a response mechanism to the

instability of green competitive advantages, and helps firms navigate the balance between
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innovation and competitive positioning (Tushman & O’Reilly, 1996; Raisch & Birkinshaw,
2008). Ambidextrous green tourism firms should balance: 1) exploration by investing in new
sustainability innovations, such as energy management systems or regenerative tourism models;
and 11) exploitation by maximizing returns from existing sustainable initiatives, ensuring

efficiency and profitability.

In this context, tourism firms investing in green innovation face a strategic trade-off (Dias et al.,
2024; Ferrer-Roca et al., 2022; Tajeddini et al., 2024; Vo Thanh et al., 2020): while over-reliance
on exploration (continuous investment in new sustainability technologies) may lead to high costs
and reduced profitability, focusing only on exploitation (maximizing current sustainability

efforts) may result in loss of differentiation and vulnerability to competitors’ innovations.

Importantly, policy interventions such as the Inflation Reduction Act add a layer of urgency to
this trade-off. As incentives expand green adoption, early adopters must decide whether to

double down on innovation or consolidate past investments.

Accordingly, strategic ambidexterity suggests that green tourism firms must actively reassess
their competitive positioning in response to market changes and policy interventions. Rather than
rely only on first-mover advantages, firms must continuously reconfigure their resource base—

balancing efficiency and innovation—to sustain differentiation in a shifting regulatory landscape.

2.4. Policy-Induced Disruption: The Impact of the Inflation Reduction Act

Government policies play a crucial role in forming business environments, influencing industry
dynamics, competitive landscapes, and consequently, affecting firm strategies. Policy
interventions—such as regulatory changes, subsidies, tax incentives, or environmental

mandates—can stimulate growth in certain sectors while simultaneously disrupting others. A
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revealing example of how government policy can disrupt competitive advantage is the Inflation
Reduction Act, signed into law in August 2022. This legislation aims to accelerate clean energy
investment, promote green innovation, and reduce carbon emissions across multiple industries,
including tourism (Inflation Reduction Act, 2022). Along these lines, the Inflation Reduction Act
introduces financial incentives—such as tax credits, subsidies, and grants—that significantly
lower the cost of sustainability-driven investments. While this encourages broader industry
adoption of green initiatives, it also reduces the differentiation of firms that had previously built

a competitive edge through sustainability innovation.

This situation introduces two strategic challenges for green tourism firms. First, there is an
increased competition from late adopters. Notice that firms that invested previously in
sustainability had a cost advantage over competitors who hesitated to make similar investments.
However, by reducing the costs and risks of green adoption, the Inflation Reduction Act erodes
the entry barriers that once protected early adopters’ market positions—a dynamic that aligns
with the theory of temporary competitive advantage; and second, there is pressure to reinvest in
new differentiating strategies. To maintain a competitive edge, firms must now pivot toward
newer, more advanced sustainability strategies beyond the scope of Inflation Reduction Act-

supported initiatives.

This environment enhances the relevance of strategic ambidexterity (Dias et al., 2024; Ferrer-
Roca et al., 2022; Tajeddini et al., 2024; Vo Thanh et al., 2020), as firms must simultaneously
exploit prior sustainability investments while exp/oring new innovations to sustain
differentiation. Firms that rely only on past green investments may find their advantage diluted,

while those that reconfigure their innovation efforts may re-establish a temporary edge.
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To empirically assess the market response to the Inflation Reduction Act, we analyze changes in
the market value of tourism firms in reaction to two key events that shaped expectations
regarding the policy’s enactment (Bauer et al., 2023): 1) the brown event (July 14, 2022) where
news reports suggested that the Inflation Reduction Act might not pass, introducing uncertainty
about the continuation of federal incentives for sustainability investments (Cochrane &
Friedman, 2022); and ii) the green event (July 27, 2022) where a legislative agreement was
reached, signaling that the Inflation Reduction Act would indeed be enacted, confirming that
government support for green innovation would soon be available to all firms (Romm et al.,

2022).

These two events offer a natural setting' to analyze how market participants adjusted their
expectations regarding the competitive advantage of green tourism firms in response to policy

uncertainty and eventual confirmation.

The brown event, occurring on July 14, 2022, was marked by media coverage suggesting that the
Inflation Reduction Act might not be approved (Cochrane & Friedman, 2022). This development
must have introduced uncertainty about the future of government-backed incentives for green
investments, implying that firms would continue to bear the full costs of sustainability initiatives
without external financial support. From a strategic management perspective, this event has
direct implications for competitive advantage. On the one hand, the resource-based view

(Barney, 1991) and the natural resource-based view (Hart, 1995) suggest that firms investing in

! The Inflation Reduction Act represents a particularly interesting case for study because it emerged from the alluded
two extreme events that caused expectations to change in diametrically opposite directions. On July 14, news reports
revealed that Senator Joe Manchin of West Virginia withdrew his support for new environmental spending, a crucial
vote needed to pass legislation in the face of Republican opposition. This event, dubbed the "brown event," served as
a market signal indicating that the environmental policy package would not be implemented. In contrast, on July 27,
Senator Manchin reached an agreement with the Democratic Party, allowing the environmental policy to pass through
the Senate. This second event, which referred to as the “green event,” completely reversed market expectations,
signaling that the environmental spending package was becoming a reality.
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green innovation gain a differentiation advantage due to valuable, rare, inimitable, and non-
substitutable resources; and on the other hand, firms that had already made significant
investments in green innovation must have established entry barriers, making it difficult for
competitors to replicate their sustainability efforts without incurring high costs, in line with
Porter and Van der Linde (1995) and Teece et al. (1997). If the Inflation Reduction Act were not
enacted, these barriers would remain intact, preserving the differentiation and competitive edge
of early adopters of sustainability-driven innovation. From an investor viewpoint, the brown
event signaled that the status quo would continue, meaning that green firms that had already
positioned themselves as sustainability leaders would retain their relative advantage over
competitors who had not yet transitioned to green practices (Bansal & Clelland, 2004; Schrettle
et al., 2014). Since government incentives would not reduce the cost of green investments for
competitors, first movers would be less likely to experience new competitive pressures from
firms that had previously lagged in sustainability. Investors would likely view this as favorable to
early green innovators, expecting their market advantage to persist longer in the absence of

government-driven diffusion.

H1. Green innovative tourism companies will experience more positive abnormal returns in
response to the brown event than their non-green counterparts, as investors anticipate a

continued advantage under sustained entry barriers.

The green event, which occurred on July 27, 2022, confirmed that the Inflation Reduction Act
would be enacted (Romm et al., 2022). This legislative decision meant that financial incentives
for sustainability-driven investments would become available to all firms, significantly reducing
the costs of adopting green innovations. In this case, from a competitive advantage standpoint,

this policy shift represented a potential disruption to the market positioning of green firms. Firms
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that had previously differentiated themselves through sustainability-driven innovation had done
so at a higher cost, securing first-mover advantages by making early investments in eco-friendly
technologies, sustainable operations, or carbon reduction strategies, among others. These firms
benefited from consumer preference for green products and reputational advantages (Amatulli et

al., 2021), positioning them as leaders in sustainability.

However, government-backed incentives now allowed late adopters to implement similar
initiatives at a lower cost, thereby reducing the distinctiveness of early movers’ efforts. This
erosion of differentiation aligns with the logic of temporary advantage theory, where external
forces can rapidly dismantle formerly secure positions. It also reflects the challenge of
ambidexterity: firms must not only have innovated early, but also adapt and re-innovate in

response to shifting policy dynamics (Tushman & O’Reilly, 1996).

From an investor perspective, the green event likely signaled increased competitive parity and
reinvestment risk for early movers, who would need to adopt new innovations to regain lost

differentiation. This reduced perceived value could trigger a negative stock market response.

H2. Green innovative tourism companies will experience lower abnormal returns in response to
the green event than their non-green counterparts, as investors anticipate increased competition

and erosion of early-mover advantages under the new policy framework.
3. Data and Methodology

To analyze how policy-induced changes affect the market valuation of tourism firms, we employ
an event study methodology (Poretti & Heo, 2022). Event studies are widely used in financial
economics (MacKinlay, 1997; McWilliams & Siegel, 1997; EI Ghoul et al., 2023), as well as in

hospitality and tourism research (Nicolau & Sharma, 2022), to assess stock market reactions to
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new information, allowing us to measure abnormal returns associated with relevant events. In the
following subsections, we outline the sample selection, the key event dates, and the models used

for estimating abnormal returns and conducting the subsequent explanatory analysis.
3.1.8ample

We construct our sample by first retrieving all publicly listed “Travel & Leisure” companies in
the United States from the LSEG Datastream database that were active as of fiscal year 2022 (N
=332). Next, we collected environmental, social, and governance (ESG) data on Refinitiv Eikon,
and removed firms with missing accounting and market (i.e., stock prices) data. The final sample
comprises 143 different firms. The distribution of sampled firms across sub-industries is the
following: Restaurants & Bars (38%), Casinos & Gambling (17%), Recreational Services (15%),
Hotels & Motels (10%), Airlines (10%), and Travel & Tourism (9%). This diverse representation
allows for a comprehensive analysis of tourism-related firms and their market response to policy

shifts.
3.2.Key events

Our analysis focuses on the two key dates related to the Inflation Reduction Act described in
section 2.4 (Cochrane & Friedman, 2022; Romm et al., 2022): both events are directly tied to the
legislative process of the Inflation Reduction Act and reflect shifts in expectations about its
passage and the resulting incentives for green innovation. The first event is the “brown event” on
July 14, 2022, corresponding to the disclosure of news indicating that support for the new
legislation was faltering—this situation suggested a high likelihood that the act would not be
passed, along with policies supporting green and sustainable innovation. The second event is the

“green event” on July 27, 2022, occurring when news surfaced that a legislative agreement was
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reached—this development signaled that the Inflation Reduction Act was close to being enacted,

promising significant incentives for firms to invest in green and sustainable practices.
3.3. Model development

To measure the stock market reaction to the two events of interest, we used an event-study
methodology, in line with previous studies. Firstly, we estimated the parameters from the market

model using six months of daily returns prior to the event date.
Rit = o + BiRme + €1t (1)

Then, we calculated the abnormal returns (4R) by subtracting from actual daily returns the

expected returns using the market model parameters and the actual market index return.
ARy = € =Ry — (&\z‘*‘ IBLRmt) (2)

where R;; is the actual return of company i on day ¢, R, is the actual market index return on day
t, and &, and f, are the market model parameters derived from equation (1). We estimated the
parameters using daily returns over a one-year period ending two days before the first event date.
Given the proximity of the two events, we used the same parameters for both events, which
enabled us to avoid using parameters for the second event estimated over a period overlapping

the first event. We used the FTSE USA Travel & Leisure Index as the market index.

Next, to obtain the cumulative abnormal returns (CAR), we summed abnormal returns over a 3-

day period, i.e. (-1,+1).
CAR;; = Xi-_1 ARy A3)

The rationale for using this three-day window (-1,+1) is threefold. First, financial markets react

quickly to new information, but some price adjustments may begin before the official event due
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to information leaks, speculation, or early media coverage (Fama, 1970). By including one day
before the event, we capture any anticipatory market behavior that may have been driven by pre-
event speculation. Second, while efficient market hypothesis suggests that stock prices should
adjust immediately to new public information, trading frictions or investor interpretation delays
can cause partial adjustments that extend beyond the event day (McWilliams & Siegel, 1997).
Including one day after the event accounts for such delayed market responses, ensuring that our
CAR estimates capture the full price adjustment process. And third, a three-day window balances
comprehensiveness and precision. According to McWilliams and Siegel (1997), a shorter
window (e.g., event day only) risks missing early reactions and post-event corrections, while a
longer window is unwarranted in this case, as the events were clearly defined, sudden, and
unanticipated, making it unlikely that relevant price movements would extend over multiple
days. Additionally, longer windows increase the risk of capturing unrelated market

developments, introducing noise into the analysis (Brown & Warner, 1985).

Innovativeness. The typology proposed by Miles and Snow (1978) categorizes business
strategies into four distinct groups: defenders, analyzers, reactors and prospectors. Prospectors
are the most innovative companies as they adapt to new contexts rapidly and have a propensity to
be creative and innovative. Conversely, defenders tend to preserve the status quo, prioritizing

efficiency over innovation.

Our proxy for innovation follows Bentley-Goode et al. (2019) as it is a function of six ratios
capturing the four dimensions underlying the classification developed by Miles and Snow
(1978): 1) the Research & Development-to-sales ratio; 2) the SG&A-to-sales ratio (SG&A stands

for selling, general and administrative expenses); 3) the year-on-year sales variation as a
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percentage; 4) the employees-to-sales ratio; 5) the property, plant, and equipment-to-assets ratio;

and 6) the standard deviation of the total number of employees. The formula reads as follows:

Innovation Score = R&D-to-Sales ratio + SG&A-to-Sales ratio + Sales Growth + Employees-to-

Sales ratio — PP&E-to-Assets ratio + Standard deviation of total number of employees

The rationale behind these ratios is that firms with greater R&D spendings are more likely to
innovate, while firms with higher SG&A-to-sales ratio are those that explore new market
opportunities and invest more in marketing expenses. Furthermore, more innovative firms (i.e.,
prospectors) “tend to exhibit quicker and more volatile growth as new product-markets
materialize” (Poretti et al., 2024, p.6). We thus expect a higher revenue growth for prospectors.
Next, the employees-to-sales ratio proxies for the firm’s efficiency in producing and distributing
its goods and services, and this ratio should be higher for more innovative firms. The property,
plant, and equipment-to-assets ratio sheds light on the company’s “capital and technological
perspective” and is anticipated to be reduced for prospectors (Bentley-Goode et al., 2019).
Finally, when a company’s headcount fluctuates significantly it is a sign that the firm is less

stable, which is often the case with innovative and growing businesses.

Following the literature (Avci et al., 2011; Bentley et al., 2013; Koseoglu et al., 2013; Poretti et
al., 2024), our proxy for innovation is a score calculated as the 5-year rolling average of a
combination of the six ratios (i.e., the score in 2022 is the average of the score over the past five
years). Based on the score distribution, firms in the first (i.e., lowest) quartile are defenders,

while firms in the fourth quartile are prospectors.

Sustainability. We classify firms based on their inclination toward sustainable practices. To do
so, we use an ESG rating retrieved from Refinitiv Eikon. Refinitiv evaluates ESG performance

by analyzing 630 company-level metrics, selecting 186 of the most relevant per industry for
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assessment. These metrics, categorized into 10 groups, contribute to the overall ESG score,
reflecting a company’s commitment and effectiveness in sustainability, based on publicly
available data. The scores are further categorized into environmental, social, and governance
pillars. These scores are normalized to percentages, facilitating comparison across industries
(Refinitiv, 2022). The average (median) ESG scores for sampled firms is 41.9 (42.0), with a

minimum score of 11.1 and a maximum score of 86.9.

We explained the cumulative abnormal returns calculated with equation (3) using the following

ordinary least squares model:

CAR; = 8, + 0,PROSPECTOR_GREEN; + 3,PROSPECTOR_BROWN; +
0;BROWN_EVENT; + 8,PROSPECTOR_GREEN; x BROWN_EVENT, +

9sPROSPECTOR_BROWN; * BROWN_EVENT; + 9; ¥_s CONTROLS + &;, (4)

where PROSPECTOR_GREEN; is a binary variable that takes the value of 1 for innovative and
sustainable firms and PROSPECTOR_BROWN; is a binary variable that takes the value of 1 for
innovative and non-sustainable firms. The baseline category is formed by non-innovative firms,
i.e. non-prospectors. We define “green prospectors” as prospector firms with an ESG score

above the sample median.

Accordingly, using innovativeness and sustainability, we define the variables as indicated
previously: PROSPECTOR_GREEN;, as a prospector firm that has an ESG score higher than the
sample median, is measured through a dummy variable that takes the value of 1 for innovative
and sustainable firms; and PROSPECTOR_BROW N; as a prospector firm that has an ESG score
smaller or equal to the sample median, is measured by another dummy variable that takes the

value of 1 for innovative and non-sustainable firms.

20



BROWN_EVENT,; is a binary variable that is equal to 1 when cumulative abnormal returns relate
to July 14, and 0 if they relate to July 27. This variable allows us to explicitly differentiate
between the two key events and analyze whether firms reacted differently to the uncertainty of
the Inflation Reduction Act not passing (brown event) versus its confirmed enactment (green

event).

CONTROLS is a vector of control variables that includes:

1) SIZE, measured by the natural logarithm of total assets, may be a determinant of financial
performance and market expectations because larger firms typically have greater financial
stability, diversified revenue streams, and stronger investor confidence (Orfila-Sintes &

Mattsson, 2009), which may influence their stock price sensitivity to policy changes.

i1) LEVERAGE, measured as the debt-to-assets ratio, is introduced because firms with higher
leverage are generally more financially constrained, making them more sensitive to economic
shocks, in general, and regulatory changes, in particular. For this specific case, given that the
Inflation Reduction Act introduces tax incentives and subsidies, it may affect highly leveraged

firms differently.

i11) RETURN ON ASSETS, calculated as net income divided by total assets. Since more profitable
firms may be better positioned to invest in green innovation and capitalize on sustainability
incentives introduced by the Inflation Reduction Act, controlling for return on assets ensures that
differences in stock market reactions are not simply attributable to differences in financial

performance (Chrysafis et al., 2024).

iv) GROWTH, obtained as the year-on-year percentage variation in revenue. Growth-oriented

firms may be more responsive to policy changes that affect investment opportunities. Therefore,
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by including revenue growth, we account for the fact that firms with different growth trajectories
may react differently to the Inflation Reduction Act, particularly in relation to its incentives for

sustainable investments (Gossling et al., 2024).

v) EFFECTIVE TAX RATE, calculated as income taxes divided by earnings before taxes. Recall
that the Inflation Reduction Act introduces tax credits and incentives for sustainability
investments, meaning that firms with higher effective tax rates may benefit more from these
provisions (He et al., 2024). Consequently, controlling for the effective tax rate ensures that
observed market reactions are not confounded by tax-related investor expectations. Industry

fixed effects are not included since the sample is restricted to Travel & Leisure firms?.

4. Results and discussion

4.1. Descriptive statistics

Table 1 provides descriptive statistics for the full sample, for prospectors and non-
prospectors. Overall, 19.6% of sampled firms are prospectors, and 16.8% are green prospectors.
85.7% of prospectors are also green prospectors. Following the brown event, cumulative
abnormal returns were equal to 2.9% on average for prospectors and 0.1% for non-prospectors.
Surrounding the green event, cumulative abnormal returns were equal to -3.1% for prospectors,
and -1.1% for non-prospectors. Furthermore, prospectors tend to be smaller (SIZE), with a higher
degree of leverage (LEVERAGE), disclose a lower accounting performance (RETURN ON
ASSETYS), grow at a faster rate (GROWTH), and tend to have a lower effective tax rate. Appendix
A provides a correlation matrix. We also ran a variance inflation factors (VIF) analysis, and the

results indicate that factors range between 1.0 and 2.3, which is below the usually accepted

2 In untabulated robustness tests, we replicated Table 3 using sub-industry fixed effects. The results remained
consistent with our main findings. We thank the referee for suggesting these additional tests.
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maximum threshold of 10 (Hair et al., 2010). Overall, multicollinearity does not seem to be an

1Ssue.

Insert Table 1 about here

Table 2 presents univariate analyses of cumulative abnormal returns surrounding the two
key events. Focusing on July 14, the brown event, the results indicate that in general, stock
markets reacted positively to the announcement with average cumulative abnormal returns of
+0.5% for all firms. Interestingly, prospectors experienced more positive cumulative abnormal
returns, reaching +2.9%. In contrast, cumulative abnormal returns for non-prospector firms were
limited to +0.1%. Regarding the green event on July 27, the overall industry reacted negatively,
with average cumulative abnormal returns of -1.4%. Furthermore, prospectors exhibited negative
cumulative abnormal returns during the green event reaching -3.1%. All cumulative abnormal

returns appear significantly lower for the green event than for the brown event.

Insert Table 2 about here

4.2.Main analyses

Table 3 presents the results of our main analyses related to the application of model (4). The
findings indicate that, in general, brown prospector companies experienced greater abnormal
returns than other firms around the two events, while green prospector companies experienced
lower returns. This is evidenced by the positive (negative for green prospectors) and significant
coefficients (p < 0.05 and p < 0.01) on both variables, PROSPECTOR GREEN and

PROSPECTOR_BROWN.

Comparing abnormal returns surrounding July 14 (brown event) and July 27 (green event), the

positive and significant (p < 0.01) coefficient on BROWN EVENT (columns (1) and (2)) shows
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that, in general, abnormal returns were more positive (or less negative) around the brown event
than around the green event. This is further confirmed by the negative and significant (p < 0.01)
coefficient on GREEN EVENT in columns (3) and (4), reinforcing the notion that firms reacted

less favorably when the Inflation Reduction Act was confirmed.

This divergence likely reflects changing investor expectations about the stability of early-mover
advantages. In line with the theory of temporary competitive advantage (D’ Aveni et al., 2010),
the green event reduced perceived barriers to green innovation by enabling broader industry

adoption, which undermined the unique positioning of first movers.

To test Hypotheses 1 and 2, we included interaction terms (PROSPECTOR _GREEN *
BROWN _EVENT and PROSPECTOR_GREEN * GREEN_EVENT) in columns (2) and (4). The
results support both hypotheses. The coefficient on PROSPECTOR GREEN * BROWN EVENT
is positive and significant, indicating that investors reacted more favorably to green prospectors
when the Inflation Reduction Act appeared unlikely to pass. This finding supports Hypothesis 1
and suggests that investors expected early green innovators to retain their competitive edge under
the status quo, consistent with resource-based view and natural resource-based view assumptions

about valuable and difficult-to-imitate sustainability resources (Barney, 1991; Hart, 1995).

However, the coefficient on PROSPECTOR _GREEN * GREEN EVENT is negative and
significant, indicating that the policy confirmation led investors to reassess the future
competitive position of green prospectors. This erosion of advantage supports Hypothesis 2 and

is in line with the idea that sustainability-based differentiation is inherently unstable in policy-

driven markets (D’Aveni, 1994; Thomas & D’Aveni, 2009).

These findings underscore the strategic ambidexterity challenge faced by green tourism firms. In

the face of policy shifts that commoditize green practices, firms must reinvest in new innovations
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to regain differentiation, balancing exploration (new investments) with exploitation (leveraging

existing green capabilities).

Further supporting this interpretation, we find that RETURN ON ASSETS is positively associated
with cumulative abnormal returns, which suggests that more profitable firms were rewarded by
investors, likely due to their greater capacity to reinvest in future innovation and absorb
regulatory changes (Chrysafis et al., 2024). By contrast, SIZE, LEVERAGE, GROWTH and
EFFECTIVE TAX do not exhibit significant effects, which implies that investor attention was

more focused on firms’ innovation orientation than structural or financial characteristics.

Insert Table 3 about here

5. Conclusions

This study examines how policy-induced changes affect the market valuation of tourism
firms, focusing on the Inflation Reduction Act and its implications for green innovation and
competitive advantage. Using an event study methodology, we analyze stock market reactions to
two key legislative events: the brown event (July 14, 2022), which signaled uncertainty about the
act’s passage, and the green event (July 27, 2022), which confirmed its enactment. The results
provide strong empirical evidence supporting our hypotheses: green prospectors were rewarded
during policy uncertainty (brown event), yet penalized following policy confirmation (green
event). These findings underscore that while green innovation may offer early-mover advantages,
such advantages are vulnerable to erosion when regulatory shifts reduce entry barriers. This
highlights the paradox that sustainability-driven differentiation, often viewed as a source of

durable advantage, can become fragile in policy-driven environments.

25



Regarding theoretical implications, the results of this study contribute to the strategic
management, financial economics, and sustainability literature by providing empirical evidence
on how policy interventions shape competitive advantage and investor behavior. Our findings

extend several theoretical frameworks:

First, this study challenges traditional assumptions embedded in the resource-based view
(Barney, 1991) and the natural resource-based view (Hart, 1995), which suggest that
sustainability-oriented resources—such as green innovation and environmental branding—can
offer long-term, inimitable differentiation. While these theories explain the origins of early-
mover advantages, our findings show that such advantages can erode when government
incentives reduce imitation costs and facilitate widespread adoption. The negative reaction to the
green event indicates that investors anticipated a collapse of entry barriers, undermining the

uniqueness of early adopters.

This insight advances the theory of temporary competitive advantage (D’ Aveni, 1994;
Wiggins & Ruefli, 2005), showing that regulatory interventions—rather than competitive
imitation alone—can accelerate the transience of firm advantages. It adds nuance to
sustainability strategy by revealing that policy, while fostering green adoption, can

simultaneously redistribute competitive positions.

Second, we extend the concept of strategic ambidexterity (Tushman & O’Reilly, 1996;
Raisch & Birkinshaw, 2008) into the domain of sustainability policy. Ambidexterity typically
refers to firms balancing exploration (innovation) with exploitation (efficiency). Our results
show that green prospectors—who had explored early—were rewarded under uncertainty but
penalized when policy shifted the landscape. This suggests that sustainability-oriented firms

must engage in ongoing reconfiguration of their strategies—adapting to regulatory shifts while
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seeking new areas of differentiation beyond compliance. Without this adaptive response, early

investments risk obsolescence as sustainability becomes commoditized.

Third, we contribute to the literature on policy-driven investor behavior, showing that
green policies do not universally boost firm valuation. While prior research emphasized the
positive financial signaling of sustainability incentives (Wang & Chen, 2017; Cimen, 2019), our
findings indicate a more complex dynamic: when policies eliminate differentiation, they may
depress value for early movers. Investors responded not to the policy per se, but to its
implications for industry-wide imitation, revealing a critical trade-off between promoting

sustainability and preserving strategic uniqueness.

This study provides valuable practical implications for tourism and hospitality decision-
makers, policymakers, and investors. Specifically, our findings highlight key strategic
considerations for firms navigating policy-induced changes in competitive advantage, as well as

implications for investment strategies in response to green policy interventions.

We put forth three sets of practical implications. The first set revolves around strategic
considerations for tourism and hospitality firms beyond regulatory compliance. The results
demonstrate that tourism and hospitality firms that had already invested heavily in sustainability,
1.e., green prospectors, experienced negative stock market reactions following the confirmation
of the Inflation Reduction Act. This result suggests that relying only on early green investments
as a differentiator is not a sustainable strategy in the long run, as government incentives can
reduce entry barriers and enable late adopters to catch up at a lower cost. Rather than treating
environmental investments as “static differentiators”, hotel chains, airlines, resorts, and travel
service providers should develop “dynamic capabilities” that allow them to maintain a strategic

edge in changing regulatory environments. The implication is that tourism and hospitality firms
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need to continuously innovate beyond regulatory compliance rather than treat sustainability as a
static competitive advantage. As a consequence, these firms need to adjust their exploration-
exploitation balance accordingly. Firms that fail to adapt may find their competitive advantages
short-lived, particularly in industries where government incentives may create new market
“equalization effects.” For example, tourism and hospitality firms could develop innovative eco-
friendly experiences beyond government-mandated green initiatives (e.g., for hotels, carbon-
neutral lodging; for restaurants, zero-waste dining options; or for tour operators, sustainable
tourism packages), and invest in next-generation sustainability infrastructure. Additionally, given
that tourism and hospitality industries are highly exposed to both regulatory and environmental
shifts, companies must actively participate in sustainability policymaking by engaging with
industry associations and tourism regulatory bodies to define—or refine—policies that support
long-term green innovation. This way, they can better anticipate how future policies might affect
their business models and stay ahead of emerging potential trends in eco-tourism and hospitality

sustainability standards.

The second set of practical implications are for tourism policymakers so that they can
balance industry-wide sustainability and competitive fairness. While the Inflation Reduction Act
aimed to accelerate green investment, its passage led to negative stock market reactions for
early-adopter hospitality firms, suggesting that wide-ranging incentives can disrupt existing
competitive dynamics and penalize first movers. To ensure that sustainability policies encourage
innovation rather than simply “leveling” the playing field, policymakers could consider tiering
sustainability incentives by offering different levels of benefits to firms based on their historical
commitment to sustainability. For instance, early adopters of sustainability initiatives could

receive higher financial incentives, extended tax credits, or additional grants to continue pushing
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the boundaries of green innovation, while new adopters could receive baseline support to
facilitate their transition toward environmentally responsible practices. Additionally,
policymakers could implement performance-based incentives that reward firms based on tangible
sustainability achievements, such as verified carbon footprint reductions or energy efficiency
improvements. This approach would ensure that policy-driven sustainability efforts do not erode
competitive differentiation for first movers while still fostering broader industry-wide adoption

of green practices.

The third set of practical implications aims at investors in tourism and hospitality firms.
For investors focused on the tourism and hospitality sector, our results suggest that not all
sustainability-related policies translate into immediate shareholder value creation. While
government incentives for green investments are generally viewed as positive, their impact on
individual firms depends on pre-existing competitive positioning. Specifically, our findings
indicate that: 1) early-adopter tourism and hospitality firms may face stock price declines when
sustainability incentives become widely accessible, eroding first-mover differentiation; and i1)
late-adopting firms may present investment opportunities, as they can take advantage of
sustainability incentives at a lower cost. According to these two points, investors in tourism and
hospitality firms should consider adjusting their sustainability investment strategies by, first,
identifying firms that integrate sustainability as part of their core strategy rather than those
merely responding to policy shifts, and second, by diversifying sustainability investments across
both first movers and later adopters, recognizing that policy-induced market shifts can

redistribute competitive advantages in the sector.

Regarding future research lines, this study opens several avenues for future research at the

intersection of sustainability strategy, policy-induced market shifts, and investor behavior in the
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tourism and hospitality industry. Our findings highlight key areas where additional investigation

could offer theoretical insights and provide more practical guidance for firms and policymakers:

First, future research could examine the long-term competitive consequences of policy-
driven sustainability transitions. A key question in this regard is whether first-mover
sustainability firms eventually regain their competitive edge over time or, conversely, whether
government incentives permanently level the playing field, reducing the differentiation
advantage of early adopters. Accordingly, longitudinal studies could track how early adopters
adjust their sustainability strategies over multiple years and whether they develop new forms of
differentiation beyond government-mandated sustainability initiatives. In fact, connected to this
idea, it would be relevant to explore how firms effectively balance exploration (innovation) and
exploitation (efficiency) when faced with regulatory shifts. Second, this study focuses on the
Inflation Reduction Act in the United States, but sustainability policies may vary significantly
across countries and regions. Accordingly, future research could analyze whether firms in regions
with stronger green incentives (e.g., the European Union) experience similar competitive
dynamics as those in the United States, and how multinational hospitality firms adjust their
sustainability strategies across different regulatory environments. Moreover, cross-country
comparative studies could reveal best practices in policy design and help identify which

regulatory structures most effectively promote both sustainability and market competition.

Third, while we focus on the tourism and hospitality industry as a whole, this sector
encompasses various sub-industries with distinct business models, operational challenges, and
investor sensitivities to policy changes. Future research could adopt a more granular approach by
examining the differential impacts of environmental policy announcements on specific sub-

industries such as restaurants, hotels, airlines, recreational services, travel agencies, or casinos.
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By conducting a more segmented analysis, researchers could gain a deeper understanding of how
environment-related financial risks and opportunities manifest across different business models
within the broader hospitality and tourism sector. Fourth, our study exclusively examines
publicly traded firms, as the availability of stock market data allows for the application of the
event study methodology to measure abnormal returns. However, many firms operating in the
tourism and hospitality industry—especially small and mid-sized businesses—are privately
owned. Future research could extend this analysis by exploring how the Inflation Reduction Act
influenced strategic reactions and operational adjustments among private firms. This analysis
could involve qualitative interviews or survey-based approaches to understand how non-publicly
listed companies perceived and responded to the policy, particularly in terms of sustainability
investments and pricing strategies. Such insights could complement our stock market-based
analysis and provide a more comprehensive picture of the act’s impact on the industry as a

whole.

Fifth, while our study focuses on firms based in the United States, the Inflation Reduction
Act has broader international implications due to the interconnected nature of global markets.
Many multinational corporations in tourism and hospitality have operations across multiple
countries, and policy changes in the United States can create spillover effects on firms in major
trade-partner nations. Future studies could examine how foreign tourism firms have been
indirectly affected by the act, for example, through foreign direct investment or competitive

dynamics.

An additional avenue for future research involves examining the dynamics of policy
adoption followed by announcements of its rollback. For example, a newly elected

administration with a different policy agenda—such as proposals to cut green-oriented policies—
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could signal the repeal of Inflation Reduction Act provisions. Such a reversal would provide a
natural experiment to test our integrated framework under inverted conditions. In this scenario,
early adopters of green innovation could regain a strengthened competitive advantage, as the
removal of incentives would raise, once again, entry barriers for sustainability investments,
making imitation costlier for late adopters. Investor reactions might therefore mirror, in reverse,
the pattern obtained in our study: positive abnormal returns for early movers and weaker or
negative returns for late adopters. Beyond replicating our methodology with such rollback
events, future research could assess whether competitive advantages eroded during incentive
periods are fully recoverable after policy withdrawal, or whether the temporary parity created

under broad incentives leaves lasting structural changes in the competitive landscape.

A promising avenue for future research is to incorporate leadership-level attributes—such
as the education, gender, and political affiliation of a firm’s CEO or owner—into analyses of
policy-induced competitive dynamics. Linking such variables to market reactions around policy
events such as the Inflation Reduction Act could help explain heterogeneity in strategic
adaptation among firms with similar resource profiles. For instance, CEOs with advanced
technical or environmental education may be more likely to take advantage of green incentives
for innovation, while ideological preferences could influence whether a firm aggressively
exploits or cautiously adopts such policies. Integrating these leadership-level controls into event
study would provide a richer understanding of the behavioral determinants underlying

competitive advantage in policy-sensitive markets.

Finally, future research could involve examining how domestic political contexts
influence market reactions to federal sustainability policies such as the Inflation Reduction Act.

For example, firms headquartered in states with differing political orientations (e.g., Republican-
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leaning vs. Democratic-leaning) may face varying stakeholder pressures, consumer expectations,

and reputational dynamics that influence how markets perceive their sustainability strategies.
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Table 1. Descriptive statistics

Mean / St.
Full sample (N = 143) Percentage  dev. p25 pS0 p75
Cumulative abnormal returns brown event 0.005 0.052 -0.014 0.001 0.019
Cumulative abnormal returns green event -0.014 0.073  -0.048 -0.010 0.016
PROSPECTOR 19.6% - - - -
PROSPECTOR_GREEN 16.8% - - - -
PROSPECTOR_BROWN 2.8% - - - -
SIZE 13.392 2917 11.967 14.078 15.464
LEVERAGE 0.737 2.387  0.138 0.360 0.611
RETURN ON ASSETS -0.911 5369  -0.054 0.017 0.074
GROWTH 0.958 2252 0.167 0.450 0.778
EFFECTIVE TAX RATE 0.099 0.793  0.000 0.107 0.236
Prospectors (N =28)
Cumulative abnormal returns brown event 0.029 0.080  -0.020 0.000 0.060
Cumulative abnormal returns green event -0.031 0.136  -0.048 -0.003 0.018
PROSPECTOR_GREEN 85.7% - - - -
PROSPECTOR_BROWN 14.3% - - - -
SIZE 11.471 3294 8436 12.008 13.868
LEVERAGE 1.365 4359  0.036 0.254 0.513
RETURN ON ASSETS -1.841 6.727  -0.552 -0.025 0.041
GROWTH 2.507 4345  0.155 0.621 2.181
EFFECTIVE TAX RATE 0.048 0.264  -0.001 0.000 0.172
Non-prospectors (N = 115)
Cumulative abnormal returns brown event 0.001 0.044  -0.013 0.001 0.017
Cumulative abnormal returns green event -0.011 0.055  -0.047 -0.013 0.016
SIZE 13.860 2.628  12.729 14.346 15.640
LEVERAGE 0.584 1.574  0.173 0.378 0.613
RETURN ON ASSETS -0.684 4993  -0.032 0.026 0.075
GROWTH 0.581 1.055  0.167 0.415 0.721
EFFECTIVE TAX RATE 0.111 0.875  0.004 0.119 0.248
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Table 2. Univariate analyses

Average cumulative abnormal returns [-1;+1]

Event All firms Prospectors Non-prospectors
Jul-14 (brown event) 0.50% 2.90% 0.10%
Jul-27 (green event) -1.40% -3.10% -1.10%

sk % *

t-test of difference in means

w45 p20.01, ** p<0.05, * p<0.1
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Table 3. Regression Results for Abnormal Returns Around the Brown and Green Events

Dep. var.: Cumulative abnormal returns [-1;+1]
(Brown and Green events)

() (2) 3) (4)
PROSPECTOR _GREEN -0.01*** -0.04%** -0.01%** 0.02%**
(-7.48) (-33.26) (-7.48) (4.65)
PROSPECTOR_BROWN 0.02%* 0.02 0.02%* 0.03***
(2.04) (0.73) (2.04) (12.19)
BROWN _EVENT 0.02%** 0.01%**
(19.28) (268.46)
PROSPECTOR _GREEN*BROWN EVENT 0.06%**
(11.21)
PROSPECTOR_BROWN*BROWN _EVENT 0.01
(0.35)
GREEN EVENT -0.02%** -0.01***
(-19.28) (-268.46)
PROSPECTOR_GREEN* GREEN EVENT -0.06%**
(-11.21)
PROSPECTOR_BROWN*GREEN EVENT -0.01
(-0.35)
SIZE -0.00 -0.00 -0.00 -0.00
(-1.10) (-1.10) (-1.10) (-1.10)
LEVERAGE -0.00 -0.00 -0.00 -0.00
(-0.37) (-0.37) (-0.37) (-0.37)
RETURN ON ASSETS 0.00%** 0.00%** 0.00%** 0.00%**
(3.10) (3.10) (3.10) (3.10)
GROWTH 0.00 0.00 0.00 0.00
(0.53) (0.53) (0.53) (0.53)
EFFECTIVE TAX RATE -0.00 -0.00 -0.00 -0.00
(-1.16) (-1.16) (-1.16) (-1.16)
Constant 0.02 0.02 0.04 0.04
(0.80) (0.97) (1.64) (1.46)
Observations 286 286 286 286
R-squared 0.53 0.56 0.53 0.56

OLS estimations. Standard errors are clustered at the sub-industry level. z-statistics in parentheses. *** p<0.01, **

p<0.05, * p<0.1
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Appendix A. Correlation matrix

1 2 3 4 5 6 7 8 9

1: Cumulative abnormal returns 1.000

2: PROSPECTOR 0.0104 1.000

3: PROSPECTOR_GREEN 0.0012 0.9071* 1.000

4: PROSPECTOR BROWN 0.0221 0.3381* -0.089 1.000

5: SIZE 0.3161*  -0.4786* -0.5423* 0.072 1.000

6: LEVERAGE 0.0068 0.196 0.2091* -0.001 -0.2264* 1.000

7: RETURN ON ASSETS 0.2186* -0.208 -0.2346* 0.030 0.4835*  -0.3130* 1.000

8: GROWTH 0.2162 0.166 0.191 -0.020 -0.136 0.190 -0.0585 1.000

9: EFFECTIVE TAX RATE -0.0042 0.025 0.020 0.016 0.019 -0.020 -0.0055 0.0143 1.000
* denotes significance at the 1% level.

46





