

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Corporate Investment and Financing Under Asymmetric Information

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			61 Pages
		
		

		Posted: 8 Jan 2009
		
			Last revised: 2 Apr 2010
		
		
	

	
		
			
			




	See all articles by Erwan MorellecErwan Morellec
Ecole Polytechnique FÃ©dÃ©rale de Lausanne; Swiss Finance Institute
Norman Schuerhoff
Swiss Finance Institute - HEC Lausanne


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Corporate Investment and Financing Under Asymmetric Information

								
							
							
							
								
									Number of pages: 61
								
								
									Posted: 08 Jan 2009
								
								
									Last Revised: 02 Apr 2010
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  902
							
						

					

					
					

					
						
							
						

						
							
								
									Corporate Investment and Financing Under Asymmetric Information
									

								
							
							
							
								Swiss Finance Institute Research Paper No. 09-09
							

							
							
								
									Number of pages: 61
								
								
									Posted: 02 Apr 2009
								
								
									Last Revised: 02 Apr 2010
								
							

							
						

						
							
							Downloads
							  472
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: March 10, 2010

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We develop a dynamic model of corporate investment and financing decisions in which corporate insiders have superior information about the firm's growth prospects. We show that firms with positive private information can credibly signal their type to outside investors using the timing of corporate actions and their debt-equity mix. Using this result, we show that asymmetric information induces firms with good prospects to speed up investment, leading to a significant erosion of the option value of waiting to invest. Additionally, we demonstrate that informational asymmetries may not translate into a financing hierarchy or pecking order over securities. Finally, we generate a rich set of testable implications relating firms' investment and financing strategies, abnormal announcement returns, and external financing costs to a number of managerial, firm, and industry characteristics 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: real options, investment timing, asymmetric information, financing

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Morellec,  Erwan and Schuerhoff,  Norman, Corporate Investment and Financing Under Asymmetric Information (March 10, 2010).  Available at SSRN: https://ssrn.com/abstract=1012049 or http://dx.doi.org/10.2139/ssrn.1012049 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Erwan Morellec (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Ecole Polytechnique FÃ©dÃ©rale de Lausanne  ( email )

			

			
			
				
				
				
					College of Management
Extranef Quartier UNIL-Dorigny
1015 Lausanne, CH-1015
Switzerland

				

				
			

			
				
				
					HOME PAGE: http://sfi.epfl.ch/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Swiss Finance Institute]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Swiss Finance Institute 

			

			
			
				
				
				
					c/o University of Geneva
40, Bd du Pont-d'Arve
CH-1211 Geneva 4
Switzerland

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Norman Schuerhoff

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Swiss Finance Institute - HEC Lausanne  ( email )

			

			
			
				
				
				
					Chavannes-prÃ¨s-Renens
Switzerland

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [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

				      902

			

		
		
		
			Abstract Views

			    5,030

		

		
		 
		
			Rank

			   26,701

		

		
	


	
		
            
            	        3 Citations
		

	

	
		
			
				       41 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Corporate Finance: Capital Structure & Payout Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Capital Structure & Payout Policies eJournal

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

                                
                                    
                                        FOLLOWERS

                                            2,644

                                    

                                    
                                        PAPERS

                                           15,035

                                    

                                

                                
                                    
                                        This Journal is curated by:

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

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,900

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Investment Timing, Agency and Information

                        
                            By
                                
                                
                                    
                                    Steven R. Grenadier
                                     and 
                                
                                    
                                    Neng Wang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Investment Timing, Agency, and Information

                        
                            By
                                
                                
                                    
                                    Steven R. Grenadier
                                     and 
                                
                                    
                                    Neng Wang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Dynamics of Mergers and Acquisitions in Oligopolistic Industries

                        
                            By
                                
                                
                                    
                                    Jianjun Miao
                                     and 
                                
                                    
                                    Dirk Hackbarth
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Corporate Investment and Financing Under Asymmetric Information

                            
                                By
                                    
                                    
                                        
                                        Erwan Morellec
                                         and 
                                    
                                        
                                        Norman Schuerhoff
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Real Options Signaling Games with Applications to Corporate Finance

                            
                                By
                                    
                                    
                                        
                                        Steven R. Grenadier
                                         and 
                                    
                                        
                                        Andrey Malenko
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Dynamics of Going Public

                            
                                By
                                    
                                    
                                        
                                        Maria Cecilia Bustamante
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resource Allocation within Firms and Financial Market Dislocation: Evidence from Diversified Conglomerates

                            
                                By
                                    
                                    
                                        
                                        Gregor Matvos
                                         and 
                                    
                                        
                                        Amit Seru
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Resource Allocation within Firms and Financial Market Dislocation: Evidence from Diversified Conglomerates

                            
                                By
                                    
                                    
                                        
                                        Gregor Matvos
                                         and 
                                    
                                        
                                        Amit Seru
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Real Option Financing Under Asymmetric Information

                            
                                By
                                    
                                    
                                        
                                        Matthieu Bouvard
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Real Option Financing Under Asymmetric Information

                            
                                By
                                    
                                    
                                        
                                        Matthieu Bouvard
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
