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Capital Market Mispricing and Corporate Financial
Asset Investment
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Abstract: Based on the data from the listed companies from 2007 to 2019, the
impact and mechanism of capital market mispricing on corporate financial asset
investment are investigated from the perspective of performance pressure due to
corporate overvaluation. The results find that stock price overvaluation
significantly increases corporate financial asset allocation. The mechanism tests
show that capital market mispricing acts on corporate financial asset investment
through the channels of catering and financing constraints. Managers tend to
increase financial assets out of catering when investors are more short-sighted and
the gap between the financial and operating rates of returns is larger. Stock price
overvaluation reduces firms’ financing constraints by increasing equity financing,
which provides firms with funds to invest in financial assets. The impact of
mispricing on financial asset investment is more significant in the group with higher
investors’ limited concerns, more short-sighted managers, and when the stock
market is in a bear market.
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