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		Abstract

		This paper shows that improving financial efficiency may reduce real efficiency. While the former depends on the total amount of information available, the latter depends on the relative amounts of hard and soft information. Disclosing more hard information (e.g. earnings) increases total information, raising financial efficiency and reducing the cost of capital. However, it induces the manager to prioritize hard information over soft by cutting intangible investment to boost earnings, lowering real efficiency. The optimal level of financial efficiency is non-monotonic in investment opportunities. Even if low financial efficiency is desirable to induce investment, the manager may be unable to commit to it. Optimal government policy may involve upper, not lower, bounds on financial efficiency. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Financial efficiency, real efficiency, managerial myopia, investment, disclosure, cost of capital

	
	

	
    

    
	

	
	
		JEL Classification: G12, G14, G18, G31, G38

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Edmans,  Alex and Heinle,  Mirko Stanislav and Huang,  Chong, The Real Costs of Financial Efficiency When Some Information Is Soft (May 3, 2016). Review of Finance, Forthcoming, European Corporate Governance Institute (ECGI) - Finance Working Paper No. 380/2013,  Available at SSRN: https://ssrn.com/abstract=2316194 or http://dx.doi.org/10.2139/ssrn.2316194 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Alex Edmans (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				London Business School - Institute of Finance and Accounting  ( email )

			

			
			
				
				
				
					Sussex Place
Regent's Park
London NW1 4SA
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Mirko Stanislav Heinle

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Pennsylvania - Accounting Department]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Accounting Department  ( email )

			

			
			
				
				
				
					3641 Locust Walk
Philadelphia, PA  19104-6365
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Chong Huang

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of California, Irvine - Paul Merage School of Business  ( email )

			

			
			
				
				
				
					Irvine, CA  92697-3125
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,553

			

		
		
		
			Abstract Views

			   12,145

		

		
		 
		
			Rank

			   20,715

		

		
	


	
		
            
            	       12 Citations
		

	

	
		
			
				       56 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                
	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,566

                                    

                                    
                                        PAPERS

                                           18,574

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    European Corporate Governance Institute (ECGI) - Finance Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Corporate Governance Institute (ECGI) - Finance Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,186

                                    

                                    
                                        PAPERS

                                              847

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Paolo Fulghieri at University of North Carolina Kenan-Flagler Business School

                                    

                                
                            

                        

                    

                
	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,661

                                    

                                    
                                        PAPERS

                                           11,530

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Accounting, Corporate Governance, Law & Institutions eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Accounting, Corporate Governance, Law & Institutions eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,780

                                    

                                    
                                        PAPERS

                                           11,793

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Vernon J. Richardson at University of Arkansas at Fayetteville

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance & Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance & Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,605

                                    

                                    
                                        PAPERS

                                            6,617

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                
	
                    Accounting Theory - Analytical Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Accounting Theory - Analytical Models eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,043

                                    

                                    
                                        PAPERS

                                              811

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Jeremy Bertomeu at Washington University in St. Louis - John M. Olin Business School, Anne Beyer at Stanford University - Graduate School of Business , Edwige Cheynel at Washington University in St. Louis - John M. Olin Business School

                                    

                                
                            

                        

                    

                
	
                    Corporate Governance: Disclosure, Internal Control, & Risk-Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Governance: Disclosure, Internal Control, & Risk-Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              945

                                    

                                    
                                        PAPERS

                                            5,073

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Lucian A. Bebchuk at Harvard Law School

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Real Effects of Financial Markets

                        
                            By
                                
                                
                                    
                                    Philip Bond, 
                                    
                                
                                    
                                    Alex Edmans, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Real Effects of Financial Markets

                        
                            By
                                
                                
                                    
                                    Philip Bond, 
                                    
                                
                                    
                                    Alex Edmans, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Real Effects of Financial Shocks: Evidence from Exogenous Changes in Analyst Coverage

                        
                            By
                                
                                
                                    
                                    FranÃ§ois Derrien
                                     and 
                                
                                    
                                    Ambrus Kecskes
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Real Effects of Analyst Coverage

                            
                                By
                                    
                                    
                                        
                                        FranÃ§ois Derrien
                                         and 
                                    
                                        
                                        Ambrus Kecskes
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Shaping Liquidity: On the Causal Effects of Voluntary Disclosure

                            
                                By
                                    
                                    
                                        
                                        Karthik Balakrishnan, 
                                        
                                    
                                        
                                        Mary Brooke Billings, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.133 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
