
Citation: Song, Jialin, Luyu Wang,

Sihong Wu, and Yiyi Su. 2024.

Stock Overvaluation, Management

Myopia, and Long-Term Firm

Performance. Journal of Risk and

Financial Management 17: 161.

https://doi.org/10.3390/jrfm17040161

Academic Editors: Ruipeng Liu and

Thanasis Stengos

Received: 4 March 2024

Revised: 6 April 2024

Accepted: 12 April 2024

Published: 16 April 2024

Copyright: © 2024 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

Journal of

Risk and Financial
Management

Article

Stock Overvaluation, Management Myopia, and Long-Term
Firm Performance
Jialin Song 1, Luyu Wang 2,*, Sihong Wu 3 and Yiyi Su 1,*

1 School of Economics and Management, Tongji University, 1 Zhangwu Road, Shanghai 200092, China;
sdsongjialin@tongji.edu.cn

2 Mobile Payment Department, China UnionPay, 1899 Guozhan Road, Shanghai 200135, China
3 Department of Management and International Business, University of Auckland, 12 Grafton Road,

Auckland 1010, New Zealand; sihong.wu@auckland.ac.nz
* Correspondence: wangluyu@163.sufe.edu.cn (L.W.); suyiyi@tongji.edu.cn (Y.S.)

Abstract: How does stock overvaluation in secondary financial markets affect long-term firm
performance when significant corporate “insiders” seek to realize self-benefit? Using a sample of
Chinese listed companies from 2007 to 2018, we find that overvaluation of stock price has a negative
impact on long-term firm performance. Moreover, our results show that management myopia
mediates the relationship between stock overevaluation and long-term performance. Our study
enriches the discussion of stock overvaluation and extends the management myopia literature by
considering unique aspects of the irrational behavior of firm decision makers, providing implications
for governments to improve their capital market reform and development.
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1. Introduction

Promoting the reform of China’s registration-based IPO system and guiding the
capital market to reasonable pricing are together a social-concern issue for guaranteeing the
sustainable growth of capital market entities. Since the establishment of the China Securities
Regulatory Commission (CSRC) in 1992, China has long practiced the approval-based
system. IPO-waiting companies take considerable time to list because of the complex
recommendation, selection, and approval processes by local authorities and the CSRC.
The scarcity of IPOs has made China’s retail investors focus on chasing price trends in
secondary markets, providing scholars with an ideal background for studying the economic
consequences of stock overvaluation.

Existing research focuses primarily on how prices in primary markets affect firm
performance. Owing to the phenomenon known as the “three highs” (high issue price,
high P/E ratio, and high excess funds raised) in China’s IPO firms, overvalued equity
directly increases the funds that firms raise and facilitates operating and investing activities
(Cai et al. 2008; Chan et al. 2004; Li et al. 2018), yet few studies show concern about the
real effect of secondary market prices. Some scholars have explored financing roles: stock
overvaluation facilitates corporate equity mergers and acquisitions, expands firm size
(Shleifer and Vishny 2003), and eases financing constraints (Campello and Graham 2013;
Titman 2013); but Bond et al. (2012) have argued that there are three new mechanisms
based on information roles—learning, incentive, and irrational behavior. Managers may
learn from stock prices and use price information as an anchor for their actions. Surging
prices may induce self-confidence and encourage irrational managers to take on more risky
investments, which may result in unfavorable outcomes (Chen et al. 2007; Goldstein and
Guembel 2008).

The purpose of our study is to draw on and extend Bond et al.’s (2012) research and
analyze whether managerial myopia may explain long-term firm performance as a result
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of stock overvaluation. In the literature, managerial myopia refers to managers’ tendency
to invest for short-term gains rather than long-term payoffs (Laverty 1996). As China has
a more concentrated ownership structure, price changes tend to trigger myopia among
core decision makers, which may have a profound effect on a firm’s sustainability when
not properly addressed. To the best of our knowledge, few empirical studies have explored
the role of managerial myopia within the context of stock overvaluation.

We select Chinese A-share listed companies from 2007 to 2018 to test our hypotheses.
Empirical results show that stock overvaluation increases short-term performance but,
overall, harms long-term performance. In addition, we test the mediating effect of managerial
myopia, where stock overvaluation induces myopia behavior, resulting in a significant
performance slump in the long run.

The contribution of this study is as follows. First, we investigate the long-term real
effects of stock overvaluation in secondary markets. It is imperative that firms focus on the
long run, which shows better capability in resisting environmental threats and achieving
sustainable development (Cao et al. 2022; Rostami et al. 2022), and this supplements
existing literature on firm performance. Second, based on the information role raised
by Bond et al. (2012), this study considers equity sold by corporate insiders and slower
R&D growth as new mediators, which is distinguished from previous research that mainly
focuses on overinvestment. Third, our findings have implications for practice. Stock market
bubbles occasionally occur across countries, destroying a firm’s intrinsic value and leading
to economic chaos, such as the IT bubble in the United States in the early 2000s and the
Chinese stock market crash in 2015. Policy makers should thus accelerate their reform
of the registration system in the financial market, increase transparency of information
disclosure, and strengthen internal firm governance to alleviate the phenomenon of stock
overvaluation that may disrupt the capital market.

2. Literature Review and Hypothesis Development
2.1. Stock Overvaluation and Firm Performance

Stock overvaluation refers to the situation where the market price of a firm’s stock is
higher than its intrinsic value (Fu et al. 2013). In other words, the stock is trading at a price
not justified by the firm’s financial performance or future prospects. Several factors may
contribute to stock overvaluation: investors are overly optimistic about the stock market, since
they are influenced by market sentiment or have non-public information (Seybert and Yang
2012); market bubbles lead to the general overvaluation of stock prices (Dong et al. 2021); or
market participants may push up the stock price by market manipulation (Fu et al. 2013).

To resolve the inconsistent findings on the dual effects of stock overvaluation in the
literature (Campello and Graham 2013; Jensen 2005; Shleifer and Vishny 2003), we discuss
the short- and long-term impacts of stock overvaluations on firm performance. In the short
term, firms may perform better when the stock prices are overvalued. An overvalued
stock price attracts more investors, increasing a firm’s market value and strengthening
market position (Goldstein et al. 2013). The focal firms may also benefit from better
financing opportunities, trading conditions, and greater market recognition as a result
of stock overvaluation (Baker et al. 2003; Shleifer and Vishny 2003). In the long term,
however, stock overvaluation overall indicates a negative performance impact. Investors
may pursue overvalued stocks for short-term profits, pushing up stock prices, and this
delivers favorable signals to the market. However, once large shareholders sell their stocks
in quantities and show less concern about a firm’s future value (Brown and Cliff 2004), the
stock price crashes. Moreover, managers face higher market expectations and assessment
pressures when stock prices reach a peak (Goldstein et al. 2013). To maintain overvalued
prices, managers may take risks to meet investors’ expectations, including overinvestment
(Jensen 2005), earning management (Stein 1996), and excessive financial leverage (Bushee
1998). However, the waste and dispersion of resources can result in a decline in return on
investment and damage to the firm’s competitiveness, thereby reducing its profitability in
the long run (Moeller et al. 2005). Therefore, we propose the following hypothesis:
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Hypothesis 1. Stock overvaluation facilitates a firm’s short-term performance while hindering
future performance in the long term.

2.2. The Mediating Role of Managerial Myopia

The concept of managerial myopia is argued by Laverty (1996) as “decision-making
behavior that maximizes short-term profits, but not long-term profits” in discussing
economic short-termism. Two mutually exclusive choices must be decided by managers
under intertemporal circumstances: one leads to immediate private benefit in the short
term with spending less effort, and the other may bring about more profit in the long
run but requires more effort and patience in operating activities. Intuitively, managers
are assumed to be entirely rational; they may also take speculative actions for short-term
benefit to avoid future uncertainties.

When it comes to stock overvaluation, excessive rising prices allow for more rent-seeking
opportunities for management. Bolton et al. (2006) demonstrated that, in a speculative
market, managers try to sell overvalued stocks to realize private benefit when their
compensation package includes large amounts of stocks. Even where managers are
restricted from selling shares, they nonetheless care about the market price because
their contracts are in some respects contingent on stock performance. Importantly, in
developing economies, stock prices are pushed up by investors’ sentiment instead of
a firm’s intrinsic value. Therefore, managers may lack incentives to invest in a firm’s
long-run value, since stock prices are less correlated with future growth (Bond et al. 2012).
Managers may even make efforts to push up stock price in the short term and create
market liquidity by selling their own shares, at the cost of small and medium shareholders
(Bolton et al. 2006; Edmans et al. 2017).

For example, LeEco, a Chinese conglomerate listed on the Shenzhen Stock Exchange in
2010, maintains businesses in video streaming, cloud services, and software development.
China’s investors placed great expectations on LeEco, which set multiple records for being
among the most valuable companies on the second-board market. However, Jia Yueting,
the chairman of LeEco, insisted on selling his shares for more than CNY 14 billion (USD
2100 million), and showed no interest in the firm’s businesses. As a result, LeEco encountered
severe financial difficulties due to poor management, and the market value dropped from
USD 160 billion to USD 0.7 billion before finally going bankrupt in 2020 (Li and Li 2022).

Secondly, managers may intend to forgo long-term investment programs to maintain
short-term stock prices. Managers may use the resources they have at their disposal and
their personal authority to influence the size and manner of activities in which the firm
invests (Stein 1989). Overvalued stocks tend to be subject to higher market expectations
and shareholder pressure (Bolton et al. 2006). As a result, managers are more inclined to
choose projects with short maturities and high returns when making investment decisions
(Holmström 1999; Narayanan 1985). For long-term investments, approaches such as R&D are
not the primary investment objectives of managers (Maritan 2001). Since R&D investment
requires a large amount of capital on an ongoing basis, it puts pressure on managers’
performance appraisals and cash flow operations (Edmans et al. 2017). There is a high degree
of risk and uncertainty as to whether R&D breakthroughs will be realized and translated into
products and benefits (Bloom 2007). In addition, R&D benefits take a long time to materialize,
and they are primarily intertemporal (Belderbos et al. 2015). As the Chinese proverb says,
“A bird in the hand is worth two in the bush”, so that managers are more inclined to seize
immediate benefits than rely on nebulous future gains. Therefore, we propose Hypothesis 2:

Hypothesis 2. Stock overvaluation will lead to managerial myopia.

Managerial myopia is not exclusively determined by innate and stable personal
characteristics; it is also influenced by the environment (Stein 1989). When the stock
price is overvalued, myopia is an important feature of management in reducing their
future efforts. Managers place short-term interests above long-term value by ignoring R&D
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growth, innovation capabilities, talent, market share, and long-term investment returns,
and these responses are detrimental to the firm’s long-term performance (Bolton et al. 2006;
Bond et al. 2012). Therefore, we propose Hypothesis 3:

Hypothesis 3. Managerial myopia will mediate the relationship between stock overvaluation and
long-term performance.

Our analytical framework is shown in Figure 1, which presents all the hypotheses.
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3. Research Methodology
3.1. Data and Sample

To construct our sample, we started with A-share listed firms on China’s Shanghai and
Shenzhen Stock Exchanges from 2007 to 2018. Data on stock price and firm fundamentals
were derived from the CSMAR database. The following procedures were applied to ensure
a representative sample: (1) excluding ST and ST* stocks, which indicate firms are under
warnings of delisting; (2) removing firms belonging to the finance and insurance industries;
and (3) excluding firms listed for less than one year. Continuous variables were winsorized
at the 1st and 99th percentiles to mitigate the influence of extreme value. In total, we
obtained a sample of 2444 firms and 16,458 firm-year observations.

3.2. Measures

Dependent variable. The dependent variable is the firm’s performance. Following
Fairfield et al. (2003), Richardson et al. (2005), and Dechow et al. (2010), we measured the
performance effect of overvalued equity on return-on-assets (ROA), which is calculated by
a firm’s operating income deflated by contemporaneous average total assets. To emphasize
our concerns for various time horizons, we regress explanatory variables on ROA in the
next 1 to 3 years to study our hypotheses between the short term and the long run.

The independent variable is Stock Overvaluation. Rhodes-Kropf et al. (2005) argue that
Tobin’s Q and market-to-book (M/B) ratio, which are commonly used in firm evaluation, fail to
distinguish stock overvaluation from a firm’s future growth opportunities. Rhodes-Kropf et al.
suggest decomposing the M/B ratio into two parts: (1) Stock Overvaluation, defined as the
difference between the firm’s market value m and the estimated intrinsic value v̂, where
v̂ is calculated using a set of ordinary least squares (OLS) functions that incorporate firm
size, leverage, net profit (ni), and an indicator (I) for negative net profit, and (2) Growth,
measured as a firm’s estimated intrinsic value v̂ minus book value b, reflecting the firm’s
future cashflow and growth potential. A large positive value of Stock Overvaluationi,t
indicates that a firm i’s stock price is overall above its reasonable level in year t. The
calculation process is shown in Equation (1):

Ln
(

M
B

)
i,t

= Ln(Mi,t)− Ln(Bi,t) = mi,t − bi,t

= (mi,t − v̂i,t) + (v̂i,t − bi,t)

= Stock Overvaluationi,t + Growthi,t

(1)
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where
v̂i,t = f j( f irm sizei,t, leveragei,t, nii,t, Ii,t).

= β0,j + β1,j f irm sizei,t + β2,jleveragei,t + β3,jnii,t + β4,j Ii,t ∗ nii,t.
In Equation (1), the subscripts i, t, and j denote the firm, year, and industry, respectively,

with j representing the industry in which firm i operates. The market-to-book (M/B) ratio is
directly retrieved from the CSMAR database, where M, B denote the firm’s market capitalization
and firm’s book value, and the lowercase m, b stand for the logarithm value of M and B.

According to Rhodes-Kropf et al. (2005), the critical issue involves estimating the appropriate
v̂i,t for each firm-year observation to break down M/B into Stock Overvaluation and Growth
components. For each industry j, an OLS function fj with unique parameters βj should be
estimated over the entire research period (i.e., 2007–2018 in this study). This function is designed
to capture the specific relationship between a firm’s estimated intrinsic value v̂, its size, leverage,
and profitability within the focal industry. After calculating the numeric value of v̂, Stock
Overvaluation can be directly derived from Equation (1) as the difference between m and v̂.

Mediators. We adopted Equity Sell and R&D Growth as mediators to proxy managerial
myopia. First, in China’s context, stock holdings are highly concentrated among directors,
supervisors, and senior executives (Lakonishok and Lee 2001), where large shareholders
own more discourse rights in strategic areas, which is very different from western dispersed
ownership structures. We therefore restricted equity selling behavior to significant corporate
“insiders”, and this is calculated as shares sold by directors, supervisors, and senior
management (who own more than 5% of the total shares of the firm) divided by the
total shares in the focal year, denoted as Equity Sell. Second, followed Edmans et al. (2017),
we also used annual growth rate of R&D expenditure (R&D Growth) to capture a firm’s
capability and motivations to invest in long-term strategies.

Control variables. Consistent with existing studies, we controlled several firm-level
characteristics, including Firm Size (the natural logarithm of a firm’s total assets), Leverage
(a firm’s total debt divided by total assets), Age (number of years since the firm was
listed), Institution Hold (the proportion of shares held by institutional investors), Top 1 (the
proportion of shares held by the largest shareholder), State Hold (the proportion of shares
held by state-owned entities), and Analyst Coverage (the number of analysts covering the
focal stock divided by 100).

3.3. Statistical Model

We employ firm-level panel regressions to study the relationship between stock
overvaluation and firm performance. Industry fixed effect (δi) and year fixed effect (ηt) are
both controlled in our analysis to mitigate unobserved heterogeneity within industries and
years which may independently influence firm performance.

As depicted in Equation (2), the independent variable (Stock Overvaluation) is regressed
on ROA over the next 1 to 3 years to explore the potential real effect of mispricing across
different time horizons. The term εi,t represents the regression error. In line with Hypothesis
1, we focus on β1 and expect β1 > 0 in the short term (regressed on next-1-year ROA) and
β1 < 0 in the long term (regressed on next-3-year ROA):

ROAi, t+1, t+2, t+3 = α + β1 ∗ Stock Overvaluationi, t + βControls + δi + γt + εi,t (2)

To investigate the mediating role of Equity Sell and R&D Growth in the relationship
between Stock Overvaluation and long-term ROA, we adopt the mediation analysis framework
proposed by Baron and Kenny (1986), which involves testing a series of equations as shown
in Equations (3)–(5).

First, we examine the effect of Stock Overvaluation on the proposed mediators, myopia
levels, as indicated by equity sales and R&D investment through Equation (3). Consistent
with Hypothesis 2, we posit β2 > 0, indicating that Stock Overvaluation is associated with
higher levels of myopia.

Second, we assess the impact of the mediators (Myopia) on the dependent variable (ROA)
by testing Equation (4). We anticipate β3 < 0, suggesting that higher levels of myopia, which
are driven by increased Equity Sell and reduced R&D, are detrimental to firm performance.
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Third, both the mediators (Myopia) and the independent variable (Stock Overvaluation)
are included in Equation (5) to test the full model. According to Hypothesis 3, we expect
β4, the coefficient for stock overvaluation in the presence of mediators, to be still significant
but smaller than β2, indicating the impact of stock overvaluation on long-term ROA is
partially mediated by the level of myopia.

Myopia = α + β2 ∗ Stock Overvaluationi,t + βControls + δi + γt + εi,t (3)

ROAi, t+3 = α + β3 ∗ Myopia + βControls + δi + γt + εi,t (4)

ROAi, t+3 = α + β4 ∗ Stock Overvaluationi,t + β5Myopia + βControl + δi + γt + εi,t (5)

4. Results

Table 1 reports the summary statistics of the variables and their correlations. Variance
inflation factors (VIFs) of independent variables ranged from 1.49 to 2.33 and are well
below the cutoff of 10, indicating that multicollinearity is not a major concern. The main
regressions are presented in Tables 2 and 3.

Table 1. Descriptive Statistics and Correlations.

Variables Mean SD 1 2 3 4 5 6 7 8 9 10

1. ROA 0.0379 0.0567
2. Stock Overvaluation −0.0002 0.4481 0.1247
3. Equity Sell 0.0016 0.0088 0.0129 0.0520
4. R&D Growth 0.8006 1.4670 0.0174 0.0149 0.0407
5. Firm Size 21.8956 1.2752 0.0327 0.0710 −0.0888 0.0499
6. Leverage 0.4589 0.2117 −0.3509 −0.0376 −0.1116 −0.0273 0.4161
7. List Age 9.5094 5.8928 −0.1513 0.0601 −0.1657 −0.0114 0.2277 0.3502
8. Institution Hold 0.0686 0.0816 0.2840 0.2712 0.0031 0.0400 0.1849 −0.0165 −0.0111
9. Top 1 Hold 0.3598 0.1524 0.0954 0.0220 −0.0708 −0.0196 0.2703 0.0583 −0.0850 −0.0911
10. State Hold 0.1872 0.2266 −0.0401 −0.0078 −0.1431 −0.0321 0.3406 0.2239 0.2524 −0.0231 0.4506
11. Analyst Coverage 0.0709 0.0890 0.3846 0.1786 −0.0067 0.0529 0.4044 −0.0642 −0.1474 0.5139 0.1102 0.0392

Note: Two-tailed tests. Significant at the 0.05 level when Pearson correlations >0.0165 or <−0.0165.

Table 2. Stock Overvaluation and Firm Performance (N = 16,458).

Model 1 Model 2 Model 3

ROAt+1 ROAt+2 ROAt+3

Stock Overvaluation
0.0040 *** 0.0013 −0.0047 ***
(0.0014) (0.0014) (0.0016)

Firm Size
−0.0002 −0.0011 ** −0.0020 ***
(0.0005) (0.0005) (0.0005)

Leverage −0.0735 *** −0.0609 *** −0.0533 ***
(0.0029) (0.0028) (0.0031)

List Age 0.0001 0.0002 ** 0.0004 ***
(0.0001) (0.0001) (0.0001)

Institution Hold
0.1021 *** 0.0891 *** 0.0647 ***
(0.0057) (0.0058) (0.0066)

Top 1 Hold 0.0406 *** 0.0389 *** 0.0438 ***
(0.0030) (0.0030) (0.0034)

State Hold
−0.0083 *** −0.0067 *** −0.0025

(0.0021) (0.0022) (0.0023)

Analyst Coverage 0.1489 *** 0.1225 *** 0.1185 ***
(0.0059) (0.0060) (0.0068)

Constant
0.0265 ** 0.0484 *** 0.0763 ***
(0.0121) (0.0116) (0.0123)

R2 0.255 0.191 0.137
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05. Industry and year dummy added.
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Table 3. The Mediating Effect of Managerial Myopia (N = 16,458).

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Equity Sell ROAt+3 ROAt+3 R&D Growth ROAt+3 ROAt+3

Stock
Overvaluation

0.0008 *** −0.0045 *** −0.0747 ** −0.0045 ***
(0.0002) (0.0016) (0.0312) (0.0016)

Equity Sell −0.1579 *** −0.1522 ***
(0.0542) (0.0541)

R&D Growth
0.0021 *** 0.0020 ***
(0.0003) (0.0003)

Firm Size
−0.0002 *** −0.0018 *** −0.0021 *** 0.0089 −0.0018 *** −0.0020 ***

(0.0001) (0.0005) (0.0005) (0.0133) (0.0005) (0.0005)

Leverage −0.0006 −0.0535 *** −0.0533 *** 0.2128 *** −0.0538 *** −0.0537 ***
(0.0004) (0.0031) (0.0031) (0.0679) (0.0030) (0.0031)

List Age −0.0002 *** 0.0004 *** 0.0004 *** −0.0081 *** 0.0004 *** 0.0005 ***
(0.0000) (0.0001) (0.0001) (0.0022) (0.0001) (0.0001)

Institution
Hold

0.0004 0.0606 *** 0.0647 *** 0.7719 *** 0.0588 *** 0.0631 ***
(0.0009) (0.0064) (0.0066) (0.1699) (0.0064) (0.0066)

Top 1 Hold −0.0028 *** 0.0423 *** 0.0433 *** 0.0861 0.0426 *** 0.0436 ***
(0.0005) (0.0034) (0.0034) (0.0880) (0.0034) (0.0034)

State Hold
−0.0018 *** −0.0027 −0.0028 0.0385 −0.0025 −0.0026

(0.0002) (0.0023) (0.0023) (0.0647) (0.0023) (0.0023)

Analyst
Coverage

−0.0018 * 0.1135 *** 0.1182 *** −0.1487 0.1141 *** 0.1188 ***
(0.0010) (0.0067) (0.0068) (0.1615) (0.0067) (0.0068)

Constant
0.0072 *** 0.0724 *** 0.0774 *** 0.4492 0.0702 *** 0.0754 ***
(0.0013) (0.0123) (0.0123) (0.2858) (0.0123) (0.0122)

R2 0.071 0.137 0.137 0.090 0.138 0.139

Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Industry and year dummy added.

Hypothesis 1 predicts that overvalued equity will have a positive performance effect
in the short term and a negative effect in the long term. Models 1 and 3 in Table 2 show
that the coefficient of stock overvaluation on immediate performance (ROAt+1) is positive
(β = 0.0040, p < 0.01), while that on long-run performance (ROAt+3) is significantly negative
(β = −0.0047, p < 0.01). This signifies that, as stock overvaluation increases by one standard
deviation, the firm’s next-period and next-three-period ROA change by +0.179% and
−0.211%, respectively. Hypothesis 1 is thus supported.

Hypothesis 2 predicts that overvalued equity leads to managerial myopia, where we
should observe more equity sold by significant corporate insiders and lower growth rates
in long-term R&D when stock overvaluation is high. As our results in Models 1 and 4 in
Table 3 show, the coefficient of stock overvaluation on equity sell is significantly positive
(β = 0.0008, p < 0.01), and that on R&D growth is significantly negative (β = −0.0747,
p < 0.05). This reveals that a one standard deviation increase in stock overvaluation will
increase equity sell by 0.036% of a firm’s total shares and decrease R&D growth by 3.35%.
Hypothesis 2 is thus supported.

Hypothesis 3 states that managerial myopia mediates the relationship between stock
overvaluation and long-run firm performance. Models 2 and 5 in Table 3 support that
equity sell overall frustrates long-term performance (β = −0.1579, p < 0.01), and greater
investment in R&D accelerates long-term performance (β = 0.0021, p < 0.01). Models 3 and
6 test the mediating effect. Both mediators pass the Sobel test at the 5% significance level,
and the proportions of total effect mediated by equity sell and R&D growth are 8.5% and
14.26%, respectively. Hypothesis 3 is thus supported.
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Robustness Test

We conducted several additional analyses to ensure the robustness of our findings.
First, we used Return-on-Equity (ROE) to proxy firm performance and found that the results
remain robust (Appendix A.1). Second, we employed two additional measures to proxy
for managerial myopia. Following Zhao et al. (2012), we calculated the level of Earnings
Management by applying the modified Jones model (Appendix A.2).

TAi,t

Ai,t−1
= β0 + β1 ∗

1
Ai,t−1

+ β2 ∗
(∆REVi,t − ∆RECi,t)

Ai,t−1
+ β3 ∗

PPEi,t

Ai,t−1
+ εt (6)

TAi,t is the total accrued profit; Ai,t−1 is the total assets at the end of period t − 1;
∆REVi,t is the change in main business income from period t to period t − 1; ∆RECi,t
is the change in accounts receivable from period t to period t − 1; PPEi,t is the original
value of fixed assets at the end of period t. The absolute value of the residuals from
the equation was taken as an indicator of managerial myopia. The higher the level of
earnings management, the more management tends to embellish financial statements
through operational manipulations, indicating an increase in managerial myopia. The
results indicated that stock overvaluation significantly increased the level of earnings
management, and the increase in earnings management reduced long-term performance,
and the mediating effect was also verified. In addition, we applied Capital Expenditure
(CAPEX) as a proxy for managerial myopia (Appendix A.3), calculated as the net cash
outflow from the acquisition of fixed assets, intangible assets, and long-term assets minus
the cash inflow from the disposal of these assets, divided by total assets. According to
Laverty (1996), managerial myopia might have positive correlations with capital expenditure.
However, the results show that the relationship between stock overvaluation and capital
expenditure is not significant.

Third, we ran regressions without adding any fixed effect (Appendix A.4). The results
that remain unchanged are presented in Appendix A.5. In addition, we controlled the firm
fixed effect instead of the industry fixed effect in the regression (Appendix A.5). Similar
results were obtained as those obtained in the main analyses. Fourth, we added additional
control variables (Appendix A.6). Cash Flow represents the firm’s cash holdings, calculated
as cash reserves divided by total assets. Duality indicates the combined role of CEO
and chairman. These two variables were selected because they respectively represented
the firm’s financial robustness and corporate governance structure, both of which had
significant impacts on the long-term performance of the company. After incorporating
these control variables, both the base regression results and the tests for mediating effects
remained significant.

Fifth, we conducted heterogeneity tests using sales growth as a grouping criterion
(Appendix A.7). Based on the sales growth median, listed firms were divided into
high-growth and low-growth groups. The results indicated that for low-growth listed
firms, if the stock price was overvalued by the market, managerial myopia became
more pronounced (higher equity sales, lower R&D investment). Correspondingly, stock
overvaluation had a more severe impact on these firms’ long-term performance. It may be
necessary for regulatory authorities to pay closer attention to the issue of stock overvaluation
in low-growth firms.

Sixth, we examined the interaction terms between Institutional Holding, Block Holding,
and SOE Holding with stock overvaluation (Appendix A.8). Only SOE holding was found
to inhibit equity sell in the context of stock overvaluation. Similarly, we used SOE as
a moderator and found that SOE weakens the relationship between stock overvaluation
and firm long-term performance (Appendix A.9). We also find that, when stocks
are overvalued, equity selling behavior within SOEs is significantly lower than in
non-SOEs. This may be due to the fact that the internal control process of SOEs is
more stringent and standardized in the Chinese context, and this has a dampening effect
on managerial myopia.
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Finally, to further check the robustness of our results, we constructed an instrument
variable (IV) to verify our hypotheses (Appendix A.10). We calculate the average
level of stock overvaluation within the same industry for a given fiscal year, and we
apply this average value as the instrument variable of stock overvaluation. The results
remain robust.

5. Discussion

In this paper, we investigate the negative impact of stock overvaluation on firm
long-term performance from the perspective of managerial myopia. When the stock price
is overvalued, managers may reduce their holdings excessively to obtain a large cash
gain directly, and, after the reduction, they care less about the firm’s operations and are
unwilling to put in more effort to push up the firm’s future long-term value. In addition,
they may neglect projects that are beneficial to the firm’s long-term development, such as
R&D growth, while choosing to achieve short-term profits by maintaining an overvalued
stock price.

Our results provide evidence that erroneous price signals in the secondary market can
affect the motives and decisions of managers, which in turn affects the firm’s real operations.
This paper considers the characteristics of China’s capital market and extends the research
related to how the capital market affects the real economy, based on the construction of
theoretical models and empirical tests. Unlike those studies based on financing channels
in the existing literature, this paper investigates how stock overvaluation may distort the
motivation and willingness of managers, which in turn affects corporate decision making,
which is more in line with the background of the more stringent equity financing system of
China’s capital market. The theoretical model and empirical evidence in this paper enrich
the literature on managerial myopia and the research on the irrational decision-making
effect of stock overvaluation.

This paper also has important practical significance. China’s President Xi has emphasized
the importance of capital market development and reform in serving the real economy.
This paper provides strong evidence supporting the conclusion that the capital market
reforms implemented under President Xi’s leadership and the Party Central Committee
are extremely important for the development of the real economy. These reforms include
adhering to capital market reforms, strengthening information disclosure, improving
pricing efficiency, and further improving the rules for reducing holdings.
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Appendix A. Robustness Check

Appendix A.1. Using ROE Instead of ROA

Model 1 Model 2 Model 3

ROEt+1 ROEt+2 ROEt+3

Stock Overvaluation
−0.0029 −0.0022 −0.0155 ***
(0.0034) (0.0032) (0.0037)

Firm Size
0.0029 ** 0.0011 −0.0007
(0.0013) (0.0013) (0.0013)

Leverage −0.0676 *** −0.0464 *** −0.0479 ***
(0.0078) (0.0072) (0.0075)

List Age 0.0001 0.0002 0.0007 ***
(0.0002) (0.0002) (0.0002)

Institution Hold
0.2272 *** 0.1937 *** 0.1389 ***
(0.0132) (0.0131) (0.0144)

Top 1 Hold 0.0884 *** 0.0812 *** 0.0905 ***
(0.0070) (0.0068) (0.0077)

State Hold
−0.0211 *** −0.0183 *** −0.0095 *

(0.0052) (0.0051) (0.0055)

Analyst Coverage 0.2752 *** 0.2151 *** 0.2158 ***
(0.0129) (0.0131) (0.0152)

Constant
−0.0775 ** −0.0219 0.0398

(0.0303) (0.0287) (0.0308)

R2 0.151 0.112 0.087
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Industry and year dummy added.
N = 16,458.

Appendix A.2. Using Earning Management as a Proxy for Myopia

Model 1 Model 2 Model 3

Earning
Management ROAt+3 ROAt+3

Stock Overvaluation
0.0070 *** −0.0060 ***
(0.0015) (0.0016)

Earning Management −0.0163 * −0.0149 *
(0.0087) (0.0087)

Firm Size
−0.0057 *** −0.0017 *** −0.0018 ***

(0.0006) (0.0006) (0.0006)

Leverage 0.0388 *** −0.0538 *** −0.0539 ***
(0.0031) (0.0033) (0.0032)

List Age 0.0002 ** 0.0005 *** 0.0005 ***
(0.0001) (0.0001) (0.0001)

Institution Hold
0.0058 0.0590 *** 0.0647 ***

(0.0071) (0.0065) (0.0067)

Top 1 Hold 0.0101 *** 0.0412 *** 0.0426 ***
(0.0037) (0.0035) (0.0035)

State Hold
−0.0129 *** −0.0018 −0.0019

(0.0027) (0.0024) (0.0024)

Analyst Coverage 0.0108 0.1117 *** 0.1172 ***
(0.0071) (0.0068) (0.0069)

Constant
0.1700 *** 0.0702 *** 0.0741 ***
(0.0129) (0.0131) (0.0131)

R2 0.089 0.139 0.140
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Industry and year dummy added.
N = 16,458.
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Appendix A.3. Using Capital Expenditure as a Proxy for Myopia

Model 1 Model 2 Model 3

CAPEXt+3 ROAt+3 ROAt+3

Stock Overvaluation
−0.0001 −0.0047 ***
(0.0010) (0.0016)

CAPEX
0.0829 *** 0.0829 ***
(0.0108) (0.0108)

Firm Size
−0.0006 −0.0017 *** −0.0020 ***
(0.0004) (0.0005) (0.0005)

Leverage −0.0004 −0.0533 *** −0.0532 ***
(0.0020) (0.0030) (0.0031)

List Age −0.0007 *** 0.0005 *** 0.0005 ***
(0.0001) (0.0001) (0.0001)

Institution Hold
0.0384 *** 0.0572 *** 0.0614 ***
(0.0050) (0.0064) (0.0066)

Top 1 Hold 0.0017 0.0426 *** 0.0436 ***
(0.0026) (0.0034) (0.0034)

State Hold
−0.0067 *** −0.0019 −0.0019

(0.0017) (0.0023) (0.0023)

Analyst Coverage 0.0402 *** 0.1103 *** 0.1152 ***
(0.0051) (0.0067) (0.0068)

Constant
0.0581 *** 0.0662 *** 0.0715 ***
(0.0084) (0.0123) (0.0123)

R2 0.164 0.139 0.140
Notes: Robust standard errors in parentheses; *** p < 0.01. Industry and year dummy added. N = 16,458.

Appendix A.4. Regressions with No Fixed Effect

Model 1 Model 2 Model 3

Equity Sell ROAt+3 ROAt+3

Stock Overvaluation
0.0013 *** −0.0055 ***
(0.0002) (0.0013)

Equity Sell −0.2016 *** −0.1841 ***
(0.0539) (0.0537)

Firm Size
0.0001 ** −0.0029 *** −0.0029 ***
(0.0000) (0.0005) (0.0005)

Leverage −0.0019 *** −0.0513 *** −0.0519 ***
(0.0003) (0.0028) (0.0028)

List Age −0.0002 *** 0.0004 *** 0.0005 ***
(0.0000) (0.0001) (0.0001)

Institution Hold
−0.0008 0.0762 *** 0.0836 ***
(0.0009) (0.0065) (0.0067)

Top 1 Hold −0.0028 *** 0.0421 *** 0.0434 ***
(0.0005) (0.0034) (0.0035)

State Hold
−0.0030 *** 0.0022 0.0017

(0.0002) (0.0022) (0.0022)

Analyst Coverage −0.0037 *** 0.1035 *** 0.1052 ***
(0.0009) (0.0065) (0.0065)

Constant 0.0043 *** 0.0856 *** 0.0845 ***

(0.0010) (0.0094) (0.0095)

R2 0.046 0.089 0.091
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05. Industry and year dummy added.
N = 16,458.
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Appendix A.5. Using Firm Fixed Effect Instead of Industry Fixed Effect

Model 1 Model 2 Model 3 Model 4 Model 5

ROAt+1 ROAt+2 ROAt+3 Equity Sell R&D
Growtht+3

Stock
Overvaluation

0.0119 *** 0.0050 *** −0.0071 *** 0.0011 *** −0.0849
(0.0021) (0.0019) (0.0023) (0.0003) (0.0555)

Firm Size
−0.0087 *** −0.0160 *** −0.0230 *** 0.0001 −0.1437 ***

(0.0018) (0.0017) (0.0017) (0.0001) (0.0380)

Leverage −0.0177 ** 0.0114 * 0.0288 *** 0.0034 *** 0.3605 ***
(0.0069) (0.0062) (0.0065) (0.0006) (0.1359)

List Age −0.0120 0.0757 ** 0.0671 0.0004 0.1382
(0.0117) (0.0355) (0.0574) (0.0003) (0.0919)

Institution
Hold

0.0755 *** 0.0628 *** 0.0260 *** 0.0015 0.8191 ***
(0.0079) (0.0075) (0.0086) (0.0012) (0.2348)

Top 1 Hold 0.0582 *** 0.0518 *** 0.0661 *** −0.0106 *** 0.2233
(0.0107) (0.0099) (0.0116) (0.0016) (0.2637)

State Hold
0.0035 0.0053 0.0062 0.0015 *** −0.0602

(0.0052) (0.0045) (0.0046) (0.0003) (0.1619)

Analyst
Coverage

0.0582 *** −0.0016 −0.0263 *** −0.0020 0.0696
(0.0084) (0.0077) (0.0093) (0.0014) (0.2578)

Constant
0.2499 *** −0.0268 0.1663 0.0002 2.8558 ***
(0.0684) (0.1777) (0.2830) (0.0029) (0.8703)

R2 0.061 0.046 0.061 0.024 0.019
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Firm and year dummy added.
N = 16,458.

Appendix A.6

Appendix A.6.1. Adding Cash Flow and Duality as Control Variables for the Main Regression

Model 1 Model 2 Model 3

ROAt+1 ROAt+2 ROAt+3

Stock Overvaluation
0.0040 *** 0.0010 −0.0046 ***
(0.0014) (0.0014) (0.0016)

Firm Size
−0.0003 −0.0010 ** −0.0018 ***
(0.0005) (0.0005) (0.0005)

Leverage −0.0595 *** −0.0481 *** −0.0411 ***
(0.0031) (0.0031) (0.0033)

List Age 0.0001 0.0002 *** 0.0005 ***
(0.0001) (0.0001) (0.0001)

Institution Hold
0.0962 *** 0.0840 *** 0.0596 ***
(0.0057) (0.0058) (0.0066)

Top 1 Hold 0.0390 *** 0.0374 *** 0.0425 ***
(0.0030) (0.0031) (0.0035)

State Hold
−0.0098 *** −0.0077 *** −0.0041 *

(0.0022) (0.0022) (0.0024)

Analyst Coverage 0.1460 *** 0.1183 *** 0.1133 ***
(0.0059) (0.0060) (0.0068)

Cash Flow
0.0515 *** 0.0485 *** 0.0466 ***
(0.0037) (0.0037) (0.0042)

Duality −0.0026 ** −0.0012 −0.0021 *
(0.0010) (0.0010) (0.0012)

Constant
0.0120 0.0316 *** 0.0591 ***

(0.0122) (0.0117) (0.0123)

R2 0.265 0.200 0.143
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Firm and year dummy added.
N = 16,458.
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Appendix A.6.2. Adding Cash Flow and Duality as Control Variables for the Mediation Test

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Equity Sell ROAt+3 ROAt+3
R&D

Growth ROAt+3 ROAt+3

Stock
Overvaluation

0.0009 *** −0.0045 *** −0.0680 ** −0.0045 ***
(0.0002) (0.0016) (0.0314) (0.0016)

Equity Sell −0.1303 ** −0.1243 **
(0.0538) (0.0538)

R&D Growth
0.0021 *** 0.0021 ***
(0.0003) (0.0003)

Firm Size
−0.0002 *** −0.0017 *** −0.0019 *** 0.0087 −0.0016 *** −0.0019 ***

(0.0001) (0.0005) (0.0005) (0.0135) (0.0005) (0.0005)

Leverage −0.0016 *** −0.0415 *** −0.0413 *** 0.1938 *** −0.0417 *** −0.0415 ***
(0.0004) (0.0033) (0.0033) (0.0736) (0.0033) (0.0033)

List Age −0.0002 *** 0.0004 *** 0.0004 *** −0.0085 *** 0.0005 *** 0.0005 ***
(0.0000) (0.0001) (0.0001) (0.0022) (0.0001) (0.0001)

Institution
Hold

0.0007 0.0556 *** 0.0597 *** 0.7343 *** 0.0540 *** 0.0580 ***
(0.0009) (0.0064) (0.0066) (0.1715) (0.0064) (0.0066)

Top 1 Hold −0.0028 *** 0.0412 *** 0.0422 *** 0.1143 0.0413 *** 0.0423 ***
(0.0005) (0.0034) (0.0035) (0.0896) (0.0034) (0.0035)

State Hold
−0.0017 *** −0.0042 * −0.0043 * 0.0198 −0.0040 * −0.0041 *

(0.0002) (0.0024) (0.0024) (0.0668) (0.0024) (0.0024)

Analyst
Coverage

−0.0013 0.1085 *** 0.1132 *** −0.1448 0.1090 *** 0.1136 ***
(0.0010) (0.0067) (0.0068) (0.1639) (0.0067) (0.0068)

Cash Flow
−0.0040 *** 0.0456 *** 0.0461 *** −0.0896 0.0463 *** 0.0468 ***

(0.0007) (0.0042) (0.0042) (0.0945) (0.0042) (0.0042)

Duality 0.0000 −0.0022 * −0.0021 * −0.0267 −0.0022 * −0.0021 *
(0.0002) (0.0012) (0.0012) (0.0262) (0.0012) (0.0012)

Constant
0.0089 *** 0.0555 *** 0.0602 *** 0.4811 0.0533 *** 0.0581 ***
(0.0013) (0.0124) (0.0123) (0.2933) (0.0123) (0.0123)

R2 0.074 0.143 0.143 0.091 0.145 0.145
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Firm and year dummy added.
N = 16,188.

Appendix A.7. Heterogeneity Test: The Real Effect of Stock Overvaluation with Different Growth Level

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

ROAt+1 ROAt+3 Equity Sell R&D Growth

HighGrowth LowGrowth High
Growth

Low
Growth

High
Growth

Low
Growth

High
Growth

Low
Growth

Stock
Overvaluation

0.0126 *** −0.0057 *** 0.0014 −0.0106 *** 0.0007 ** 0.0012 *** −0.0595 −0.0904 **
(0.0019) (0.0020) (0.0022) (0.0022) (0.0003) (0.0003) (0.0439) (0.0449)

Firm Size
−0.0014 ** 0.0006 −0.0020 *** −0.0019 ** −0.0003 *** −0.0001 * 0.0118 0.0081

(0.0007) (0.0007) (0.0008) (0.0008) (0.0001) (0.0001) (0.0182) (0.0193)

Leverage −0.0802 *** −0.0691 *** −0.0622 *** −0.0456 *** −0.0004 −0.0007 0.0343 0.3582 ***
(0.0039) (0.0040) (0.0044) (0.0042) (0.0007) (0.0005) (0.0936) (0.0973)

List Age 0.0002 ** 0.0003 ** 0.0006 *** 0.0003 ** −0.0002 *** −0.0003 *** −0.0088 *** −0.0074 **
(0.0001) (0.0001) (0.0001) (0.0001) (0.0000) (0.0000) (0.0031) (0.0031)

Institution
Hold

0.0841 *** 0.0997 *** 0.0583 *** 0.0566 *** 0.0004 −0.0000 0.6463 *** 1.0318 ***
(0.0072) (0.0095) (0.0082) (0.0115) (0.0012) (0.0015) (0.2044) (0.3104)

Top 1 Hold 0.0441 *** 0.0345 *** 0.0483 *** 0.0362 *** −0.0025 *** −0.0032 *** 0.1529 0.0329
(0.0039) (0.0045) (0.0045) (0.0052) (0.0007) (0.0007) (0.1140) (0.1353)

State Hold
−0.0043 −0.0107 *** −0.0051 * −0.0004 −0.0016 *** −0.0021 *** 0.1021 −0.0397
(0.0028) (0.0032) (0.0030) (0.0036) (0.0003) (0.0003) (0.0837) (0.0990)

Analyst
Coverage

0.1244 *** 0.1604 *** 0.1096 *** 0.1191 *** −0.0014 −0.0017 −0.1802 −0.0789
(0.0072) (0.0095) (0.0087) (0.0112) (0.0013) (0.0016) (0.2059) (0.2804)

Constant
0.0542 *** 0.0034 0.0810 *** 0.0691 *** 0.0086 *** 0.0059 *** 0.2805 0.4976
(0.0175) (0.0169) (0.0176) (0.0173) (0.0019) (0.0017) (0.3799) (0.4166)

N 8230 8228 8230 8228 8230 8228 8230 8228

R2 0.317 0.204 0.186 0.106 0.070 0.081 0.099 0.094

Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Firm and year dummy added.



J. Risk Financial Manag. 2024, 17, 161 14 of 17

Appendix A.8. The Interaction Effect of Shareholder Structure and Stock Overvaluation

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7

ROAt+3 ROAt+3 ROAt+3 Equity Sell Equity Sell Equity Sell ROAt+3

Stock Overvaluation
−0.0078 *** −0.0202 *** −0.0088 *** 0.0008 *** 0.0007 0.0011 *** −0.0086 ***

(0.0019) (0.0033) (0.0019) (0.0002) (0.0004) (0.0003) (0.0019)

Stock Overvaluation *
Institutional Holding

0.0453 *** 0.0009
(0.0140) (0.0016)

Stock Overvaluation * Block
Holding

0.0452 *** 0.0005
(0.0080) (0.0010)

Stock Overvaluation * SOE
Holding

0.0268 *** −0.0019 *** 0.0266 ***
(0.0048) (0.0005) (0.0048)

Equity Sell −0.1463 ***
(0.0539)

Firm Size −0.0020 *** −0.0024 *** −0.0024 *** −0.0002 *** −0.0002 *** −0.0002 *** −0.0024 ***
(0.0005) (0.0005) (0.0005) (0.0001) (0.0001) (0.0001) (0.0005)

Leverage −0.0530 *** −0.0527 *** −0.0524 *** −0.0006 −0.0006 −0.0006 −0.0525 ***
(0.0031) (0.0031) (0.0031) (0.0004) (0.0004) (0.0004) (0.0031)

List Age 0.0005 *** 0.0005 *** 0.0005 *** −0.0002 *** −0.0002 *** −0.0002 *** 0.0004 ***
(0.0001) (0.0001) (0.0001) (0.0000) (0.0000) (0.0000) (0.0001)

Institution Hold
0.0574 *** 0.0662 *** 0.0647 *** 0.0003 0.0004 0.0004 0.0647 ***
(0.0064) (0.0066) (0.0066) (0.0009) (0.0009) (0.0009) (0.0066)

Top 1 Hold 0.0437 *** 0.0427 *** 0.0436 *** −0.0028 *** −0.0028 *** −0.0028 *** 0.0432 ***
(0.0034) (0.0034) (0.0034) (0.0005) (0.0005) (0.0005) (0.0034)

State Hold
−0.0025 −0.0026 −0.0031 −0.0018 *** −0.0018 *** −0.0018 *** −0.0033
(0.0023) (0.0023) (0.0023) (0.0002) (0.0002) (0.0002) (0.0023)

Analyst
Coverage

0.1194 *** 0.1184 *** 0.1193 *** −0.0017 * −0.0018 * −0.0018 * 0.1190 ***
(0.0068) (0.0068) (0.0068) (0.0010) (0.0010) (0.0010) (0.0068)

Constant 0.0767 *** 0.0836 *** 0.0819 *** 0.0072 *** 0.0073 *** 0.0068 *** 0.0829 ***
(0.0123) (0.0123) (0.0123) (0.0013) (0.0013) (0.0013) (0.0123)

R2 0.138 0.139 0.139 0.071 0.071 0.071 0.139

Notes: Robust standard errors in parentheses; *** p < 0.01, * p < 0.1. Firm and year dummy added. N = 16,458.

Appendix A.9. Using SOE as a Moderator

Model 1 Model 2 Model 3 Model 4

ROAt+1 ROAt+3 Equity Sell ROAt+3

Stock Overvaluation
0.0050 *** −0.0095 *** 0.0012 *** −0.0094 ***
(0.0017) (0.0020) (0.0003) (0.0020)

Stock Overvaluation X SOE
−0.0034 0.0117 *** −0.0011 *** 0.0115 ***
(0.0021) (0.0023) (0.0003) (0.0023)

SOE −0.0088 *** −0.0055 *** −0.0012 *** −0.0057 ***
(0.0013) (0.0014) (0.0001) (0.0014)

Equity Sell −0.1527 ***
(0.0540)

Firm Size 0.0001 −0.0021 *** −0.0001 ** −0.0021 ***
(0.0005) (0.0005) (0.0001) (0.0005)

Leverage −0.0731 *** −0.0519 *** −0.0006 −0.0520 ***
(0.0029) (0.0031) (0.0004) (0.0031)

List Age 0.0002 ** 0.0005 *** −0.0002 *** 0.0005 ***
(0.0001) (0.0001) (0.0000) (0.0001)

Institution Hold
0.1033 *** 0.0653 *** 0.0006 0.0654 ***
(0.0057) (0.0066) (0.0009) (0.0066)

Top 1 Hold 0.0372 *** 0.0414 *** −0.0033 *** 0.0409 ***
(0.0030) (0.0035) (0.0005) (0.0035)

State Hold
0.0050 * 0.0056 * −0.0001 0.0056 *
(0.0029) (0.0031) (0.0002) (0.0031)

Analyst Coverage 0.1473 *** 0.1187 *** −0.0020 ** 0.1184 ***
(0.0059) (0.0068) (0.0010) (0.0068)

Constant 0.0227 * 0.0793 *** 0.0064 *** 0.0803 ***
(0.0120) (0.0122) (0.0013) (0.0122)

R2 0.257 0.139 0.073 0.140
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. Industry and year dummy added.
N = 16,458.
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Appendix A.10

Appendix A.10.1. Using Industry Overvaluation as an Instrumental Variable

Model 1 Model 2 Model 3 Model 4 Model 5

ROAt+1 ROAt+2 ROAt+3 Equity Sell ROAt+3

Industry
Overvaluation

0.0108 *** −0.0015 −0.0293 *** 0.0020 *** −0.0290 ***
(0.0037) (0.0037) (0.0046) (0.0005) (0.0046)

Equity Sell −0.1475 ***
(0.0542)

Firm Size
−0.0004 −0.0012 ** −0.0019 *** −0.0002 *** −0.0019 ***
(0.0005) (0.0005) (0.0005) (0.0001) (0.0005)

Leverage −0.0734 *** −0.0608 *** −0.0532 *** −0.0006 −0.0533 ***
(0.0029) (0.0028) (0.0031) (0.0004) (0.0031)

List Age 0.0001 0.0002 ** 0.0004 *** −0.0002 *** 0.0004 ***
(0.0001) (0.0001) (0.0001) (0.0000) (0.0001)

Institution
Hold

0.1044 *** 0.0904 *** 0.0639 *** 0.0009 0.0640 ***
(0.0056) (0.0057) (0.0063) (0.0009) (0.0064)

Top 1 Hold 0.0417 *** 0.0391 *** 0.0422 *** −0.0026 *** 0.0418 ***
(0.0030) (0.0030) (0.0034) (0.0005) (0.0034)

State Hold
−0.0085 *** −0.0067 *** −0.0022 −0.0019 *** −0.0025

(0.0021) (0.0022) (0.0023) (0.0002) (0.0023)

Analyst
Coverage

0.1527 *** 0.1239 *** 0.1145 *** −0.0009 0.1143 ***
(0.0058) (0.0059) (0.0067) (0.0009) (0.0067)

Constant
0.0274 ** 0.0503 *** 0.0809 *** 0.0075 *** 0.0820 ***
(0.0122) (0.0117) (0.0124) (0.0013) (0.0124)

R2 0.255 0.191 0.139 0.071 0.140
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05. Industry and year dummy added.
N = 16,458.

Appendix A.10.2. Robustness Check—Using Industry Overvaluation as an Instrumental
Variable

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

ROAt+1 ROAt+2 ROAt+3
Equity

Sell
R&D

Growth ROAt+3

Stock
Overvaluation

0.0108 *** −0.0015 −0.0293 *** 0.0020 *** −0.0919 −0.0289 ***
(0.0037) (0.0037) (0.0046) (0.0005) (0.0972) (0.0046)

Equity Sell −0.1469 ***
(0.0542)

R&D
Growth

−0.0002
(0.0004)

Firm Size
−0.0004 −0.0012 ** −0.0019 *** −0.0002 *** 0.0124 −0.0019 ***
(0.0005) (0.0005) (0.0005) (0.0001) (0.0132) (0.0005)

Leverage −0.0734 *** −0.0608 *** −0.0532 *** −0.0006 0.2114 *** −0.0533 ***
(0.0029) (0.0028) (0.0031) (0.0004) (0.0679) (0.0031)

List Age 0.0001 0.0002 ** 0.0004 *** −0.0002 *** −0.0086 *** 0.0004 ***
(0.0001) (0.0001) (0.0001) (0.0000) (0.0022) (0.0001)

Institution
Hold

0.1044 *** 0.0904 *** 0.0639 *** 0.0009 0.7155 *** 0.0642 ***
(0.0056) (0.0057) (0.0063) (0.0009) (0.1665) (0.0064)

Top 1 Hold 0.0417 *** 0.0391 *** 0.0422 *** −0.0026 *** 0.0684 0.0418 ***
(0.0030) (0.0030) (0.0034) (0.0005) (0.0874) (0.0034)

State Hold
−0.0085 *** −0.0067 *** −0.0022 −0.0019 *** 0.0403 −0.0024

(0.0021) (0.0022) (0.0023) (0.0002) (0.0647) (0.0023)

Analyst
Coverage

0.1527 *** 0.1239 *** 0.1145 *** −0.0009 −0.2235 0.1144 ***
(0.0058) (0.0059) (0.0067) (0.0009) (0.1598) (0.0067)

Constant
0.0274 ** 0.0503 *** 0.0809 *** 0.0075 *** 0.3960 0.0817 ***
(0.0122) (0.0117) (0.0124) (0.0013) (0.2850) (0.0124)

R2 0.255 0.191 0.139 0.071 0.090 0.140
Notes: Robust standard errors in parentheses; *** p < 0.01, ** p < 0.05. Industry and year dummy added.
N = 16,458.
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