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Is Catering-based Investment Definitely Inefficient?
From Stakeholders’ Approach

Zhu Dixing, Pan Min
Department of Finance, School of Economics and Management
Wuhan University
Abstract Empirical studies within the frame of investors’ approach
in corporate finance theories demonstrate that market mispricing
could influence managers’ investment decisions. Polk and Sapienza
(2009) proposed catering theory of corporate investment decisions,
which is regarded as the most efficient explanation for the relation
between such market behavior and corporate decisions. They point
out that if managers reject the investment on the project that inves-
tors think profitable, investors (sharecholders) might be compelled to
reduce shareholding period, leading to external pressure of corporate
management. Hence, managers, aware of short-term share price, may
expand or tighten investment in accordance with investors, i.e. give
rise to catering investment behavior. It is indicated by the theories
of catering finance that, under the assumption of constant intrinsic
value and optimal investment, firm’s real investment will cater the
investor sentiment in markets. Most scholars inside and abroad sim-
ply regard that the change in catering-based investment will distort
the resource allocation. This paper observes the economic results of
catering investment behavior and point out stakeholders as a chan-
nel linking market and long-term corporate value after releasing the
assumption of the invariability of constant fundamental value and
optimum investment level under investor irrational assumption. That
is, investor sentiment might influence corporate stakeholders’ antici-
pation of corporate value; when corporate is overpriced in market,
stakeholders will increase the investment and efforts of corporate
cooperation, including banks’ credit conditions of this company, co-
operation conditions of upstream and downstream firms, diligence
of employees and so on. Such anticipation and behavior change may
improve the business environment, followed by even lower marginal
cost of capital and much higher marginal revenue product of labor,
which eventually bring about corporate value enhancement and
investment level optimization. The empirical results from financial
data of listed firms in Chinese capital market from 1998 to 2010 sup-
port this assumption.
Key Words Behavior Corporate Finance; Investor Sentiment; Ca-

tering Channel; Investment Decision
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Patent Output, Intellectual Property Protection and
Market Value: Evidence from China’s Listed Companies
Li Shi, Hong Tao, Wu Chaopeng
School of Management, Xiamen University
Abstract As a representative emerging country, China has ex-
perienced fast yet unbalanced development in both financial and
patent systems since the early 1990s. Using newly available data,
this paper examines the relations among patent output, intellectual
property right protections, and stock market valuations in China.
Some of our empirical findings are consistent with the results of
prior studies based on developed countries, while others are novel
to relevant literature. Specifically, this study finds that one more
patent output from listed companies is associated with 2.23 million
RMB increment of their market value. Moreover, one more output
of innovation patent, design patent and appearance patent could en-
hance market value by 3.09 million, 2.60 million and 1.59 million
RMB respectively. We also find that the effect of patent outputs
on market value is four times larger for high tech companies than
that of companies in traditional industries. In addition, the effect is
stronger in the cities with stronger intellectual property protection
and the provinces with lower patent piracy. We also conduct instru-
mental variable regressions to mitigate the potential endogeneity
issues in view of the relation between patent output and market
value. Based on our findings, we draw several implications for the
government and investors. First, the business environments in Chi-
na suffer from weak intellectual property protection, which may
slow down the countries’ economic momentum in the future. Our
paper documents a real effect of intellectual property protection on
the economy through enhancing market value of local firms. Given
this effect, governments are strongly recommended to strengthen
intellectual property protection, which not only motivates firms
to invest in innovation but also encourages financial market par-
ticipants to appreciate intellectual property. Secondly, our results
suggest that China stock market offers effective pricing for patent
outputs of companies. Therefore, stock investors could make better
investment decisions by utilizing the information of listed compa-
nies’ patent output.
Key Words Patent Output; Intellectual Property Protection; Mar-
ket Value
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