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Does the Stock Market Harm Investment Incentives?
# & A Alexander Ljungqvist (New York University )
#o 5 KA A 216 #2 &t 2010-11-19 13:30-15:30
A A RNGB:

Do stock market-listed firms in the U.S. invest sub optimally due to agency costs
resulting from separation of ownership and control? We derive testable predictions
distinguishing between underinvestment due to rational “short-termism” and
overinvestment due to “empire building.” Our identification strategy exploits a rich
new data source on unlisted U.S. firms which are essentially agency-cost free. Listed
firms invest less and are less responsive to changes in investment opportunities
compared to observably similar unlisted firms, especially in industries in which stock
prices are particularly sensitive to current profits. Listed firms also tend to smooth
earnings growth and dividends and avoid reporting losses. These patterns are
consistent with short-termism and do not appear to be due to firms endogenously
choosing to be public or private: Firms that go public for reasons other than to fund
investment invest like unlisted firms pre-IPO and like listed firms post-IPO. Nor do
the results appear to be driven by measurement error. Our evidence suggests that
the stock market distorts investment, at least for the fast-growing companies in our
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