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Abstract
• Management, directly or indirectly, learns from its firm’s stock

price, so a more informative stock price should make the firm

more productive. We show that stock price informativeness

increases firm productivity.

• We provide direct evidence of one channel through which stock

price informativeness affects productivity; specifically, we find

that CEO turnover is less sensitive to Tobin’s q when

informativeness is lower.

• We predict and confirm that the productivity of smaller and

younger firms, better governed firms, more specialized firms,

and firms with more competition is more strongly related to the

informativeness of their stock price.

• We further address endogeneity concerns with the use of

brokerage closures, S&P 500 additions, and mutual fund

redemptions as plausibly exogenous events.
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1. Introduction

• We use differences in the quality of price discovery across US

firms to investigate whether better price discovery makes

firms more productive and whether it does so differentially

across firms.

• After demonstrating that better stock market price discovery

makes firms more productive, we show that the relation

between the quality of stock price discovery and productivity

varies across firms in predictable ways.



1. Introduction

Stock’s price information
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Stock market
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Real economy

Corporate managers can learn from the information in stock prices for

mergers & acquisitions (M&A) decisions: if a firm’s stock price drops after

an M&A announcement, the manager may cancel the planned acquisition

(Luo, 2005), the acquirer may itself be taken over (Mitchell and Lehn,

1990), or the CEO may lose her job (Lehn and Zhao, 2006). In addition to

management, directors and activists can take actions to force changes in

how firms are managed, and investors in general can take market-based

corrective actions (Bond et al., 2010). Further, managerial incentives

typically depend directly on stock prices. Bond et al. (2012) review the

theoretical and empirical literature on the real effects of price discovery.
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1. Introduction
• Contributions

➢ First, the paper adds to the literature on corporate productivity.

We provide evidence that stock price informativeness has a

positive effect on firms’ TFP.

➢ Second, we show that the impact of SPI on TFP depends on

firm characteristics. We find that the impact falls with firm

size, age, and complexity; it increases with competition,

financial constraints, and governance.

➢ Third, our paper adds to the literature on the effect of financial

markets on the real economy.

➢ Fourth, our paper contributes to the literature that assesses the

benefits and costs of exchange listings for corporations.
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2. Literature review and hypothesis development
2.1. Review of existing literature
✓ There has been a noticeable increase in the attention paid by

research in financial economics on the real ef_x0002_fects of

financial markets on the economy. (Bond et al., 2012; Morck

et al., 2013;Wurgler, 2000...)

✓ Price has an informational role.(Hayek, 1945; Fama and

Miller, 1972; Dow and Gorton, 1997;Bond et al., 2010)

✓ There is also empirical evidence showing that price discovery

in the stock market affects firms’ decisions. (Durnev et al.,

2004; Chen et al., 2007...)

✓ Existing studies also investigate how stock price discovery

affects other corporate decisions besides investment.

(Subrahmanyam and Titman,1999;Luo, 2005...)



2. Literature review and hypothesis development

2.1. Review of existing literature
✓ The only work we are aware of that bears on this issue is a

calibration exercise in David et al. (2016) that is focused on

investment and concludes that learning from financial markets

contributes little to productivity.

✓ Different measures for the informativeness of stock prices in

the literature:PSI, following Roll (1988) and Morck et al.

(2000); PIN(Easley et al.,1996; and Easley et al., 2002a,

2002b)); Gammas ( Llorente et al., 2002); APIN(Duarte and

Young, 2009)

✓ TFP is the most widely used measure for productivity.We use

a firm-level TFP calculated using a more recent method by

Ackerberg et al. (2015).



2. Literature review and hypothesis development

2.2. Theoretical motivation for our tests
✓ In a Bayesian framework, the weight economic agents put on

the stock price when a decision is taken depends on how

informative the stock price is. Hence, if the stock price is not

informative, they will ignore it, but if it is informative, it will

affect their decision as long as the stock price is a useful

signal for that decision.

✓ While investment decisions often affect the scale of operations,

many other decisions do not affect the scale of operations but

rather the efficiency of operations.It follows that decisions

other than investment decisions may be more likely to have an

impact on productivity.
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3. Measures of stock price informativeness
3.2. Stock price nonsynchronicity (PSI)
We decompose the stock return into the systematic part explained

by the market return and industry return and firm-specific

residual variation. When there is relatively more firm-specific

variation, the return co-moves less with the market return and the

industry return, so R2 is smaller. To perform our decomposition,

we use the following linear regression:

where j is for firm j, i is for industry i, and t is for day t,rj, i, t is the

stock return of firm j in industry i defined at the three-digit

standard industrial classification (SIC) on day t, rm, t is the value

weighted market return on day t, and ri, t is the value weighted

industry return on day t.



3. Measures of stock price informativeness

3.2. Stock price nonsynchronicity (PSI)

✓ The regression is estimated for each firm j within a year, and

the R2 of the regression is used to construct PSIj for stock j in

a given year as follows:
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4. Data and sample

Our firm-level accounting data are from Compustat. We use TAQ data to

calculate PIN and the daily stock file from the Center for Research in Security

Prices (CRSP) to calculate PSI. Mutual fund data are from the Thomson–

Reuters mutual fund holdings database and CRSP mutual fund database.

Institutional ownership and blockholder data are from Thomson–Reuters 13F.

CEO turnover data are from ExecuComp. Corporate governance related data

are from RiskMetrics. The product market competition variables we use are

from the Hoberg–Phillips data library.

Our sample is from 1994 to 2015 and includes 66,341 firm-year observations.
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5. Empirical evidence
5.1. Baseline regressions
If more informative stock prices help make firms more

productive, we should find a positive relation between TFP and

SPI. Our baseline regression specification regresses TFP on

lagged average SPI and controls for firm characteristics, year

fixed effects, and firm fixed effects:

where i is the firm index, t is the year index, SPIi,t−3,t−1 stands for

the measure of stock price informativeness, which is the average

of the previous three years, X is the vector of control variables,

Γ is the coefficient vector for the control variables, μi is the firm

fixed effect, ϑt is the year fixed effect, and ɛit is the error term.

The results are reported in Table 2.
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6.2. Price informativeness, inputs, and outputs



7. Cross-sectional heterogeneity



7.1. Firm characteristics



7.2. Financial constraints



7.3. Product market competition



7.4. Corporate governance



8. Alternative efficiency measures



We now show that the relation between TFP and SPI holds for

other efficiency measures. Following Loderer et al. (2016), we

use the following five efficiency measures: sales/book-value-of-

assets ratio, sales/value-of-assets-in-place (VAIP) ratio, cost of

goods sold (COGS) per employee, ROA, and the loss dummy

for negative net in_x0002_come. We also include a TFP growth

measure originally proposed by Chun et al. (2011).



9.Conclusion



Our paper provides evidence that an increase in the informativeness of a

firm’s stock price causes an increase in the firm’s productivity.

We show that firms’ CEO turnover decisions are less sensitive to Tobin’s q

after firms experience fund flow pressure or a brokerage firm closure and a

reduction in CEO turnover has an adverse impact on firm productivity.

We predict and confirm that firm size, firm age, and firm complexity affect

adversely the ability of the firm to exploit information in its stock price. We

also find that financial constraints, product market competition, and better

governance amplify the sensitivity of productivity to stock price

informativeness.

Our results have implications for the role of the stock market and the benefits

of being a listed company.

Our analyses focus on US public firms, but our findings may have

implications on cross-country differences in living standards.
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