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		Abstract

		The percentage of U.S. equity held by institutional investors has quadrupled in the past four decades, and a prominent share of trading activity is due to institutions. Yet we know little about how institutions affect the informational efficiency of share prices, one important dimension of market quality. We study a broad cross-section of NYSE-listed stocks between 1983 and 2004 using measures of the relative informational efficiency of prices constructed from transaction data. We find that stocks with greater institutional ownership are priced more efficiently in the sense that their transaction prices more closely follow a random walk. This result cannot be attributed to liquidity effects and is not likely the result of reverse causality. We also show that institutional trading activity is one mechanism by which prices become more efficient, even when institutions trade passively or follow momentum strategies. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: market efficiency, institutional investors, institutional trading, market quality

	
	

	
    

    
	

	
	
		JEL Classification: G14, G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kelley,  Eric K. and Boehmer,  Ekkehart, Institutional Investors and the Informational Efficiency of Prices (July 24, 2007). AFA 2007 Chicago Meetings Paper, Sixteenth Annual Utah Winter Finance Conference,  Available at SSRN: https://ssrn.com/abstract=791905 or http://dx.doi.org/10.2139/ssrn.791905 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Eric K. Kelley

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Tennessee, Knoxville  ( email )

			

			
			
				
				
				
					916 Volunteer Blvd
Knoxville, TN  37996
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ekkehart Boehmer (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Singapore Management University - Lee Kong Chian School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Singapore Management University - Lee Kong Chian School of Business  ( email )

			

			
			
				
				
				
					Singapore

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				    1,485

			

		
		
		
			Abstract Views

			    6,330

		

		
		 
		
			Rank

			   17,546

		

		
	


	
		
            
            	       48 Citations
		

	

	
		
			
				       62 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

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

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

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

                                
                                    
                                        FOLLOWERS

                                            2,918

                                    

                                    
                                        PAPERS

                                           23,377

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    IO: Empirical Studies of Firms & Markets eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Empirical Studies of Firms & Markets eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,175

                                    

                                    
                                        PAPERS

                                           14,586

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Who Underreacts to Cash-Flow News? Evidence from Trading between Individuals and Institutions

                        
                            By
                                
                                
                                    
                                    Randolph B. Cohen, 
                                    
                                
                                    
                                    Paul A. Gompers, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Individual Investor Sentiment and Stock Returns

                        
                            By
                                
                                
                                    
                                    Ron Kaniel, 
                                    
                                
                                    
                                    Gideon Saar, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Individual Investor Trading and Stock Returns

                        
                            By
                                
                                
                                    
                                    Ron Kaniel, 
                                    
                                
                                    
                                    Gideon Saar, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Individual Investor Sentiment and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Ron Kaniel, 
                                        
                                    
                                        
                                        Gideon Saar, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Individual Investor Sentiment and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Ron Kaniel, 
                                        
                                    
                                        
                                        Gideon Saar, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Dynamics of Institutional and Individual Trading

                            
                                By
                                    
                                    
                                        
                                        John M. Griffin, 
                                        
                                    
                                        
                                        Selim Topaloglu, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Institutional Herding

                            
                                By
                                    
                                    
                                        
                                        Richard W. Sias
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Institutional Investors and Equity Returns: Are Short-Term Institutions Better Informed?

                            
                                By
                                    
                                    
                                        
                                        Zhe Zhang
                                         and 
                                    
                                        
                                        Xuemin Sterling Yan
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Momentum Trading by Institutions

                            
                                By
                                    
                                    
                                        
                                        S.g. Badrinath
                                         and 
                                    
                                        
                                        Sunil Wahal
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Daily Momentum and Contrarian Behavior of Index Fund Investors

                            
                                By
                                    
                                    
                                        
                                        Massimo Massa
                                         and 
                                    
                                        
                                        William N. Goetzmann
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.085 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
