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Institutional Investors Limited Attention and Corporate Innovation
CAO Feng DAI Ming

(School of Business Administration s Hunan University , Changsha 410006, China)

Abstract: External shocks cause significant volatility in the stock prices of some firms owned by in-
stitutional investors, which makes them focus more on these firms and neglect others, resulting in
limited attention from institutional investors to the firms that receive less attention. Using A-share
listed firms in Shanghai and Shenzhen from 2003 to 2019 as samples, this paper examines the effect
of institutional investors limited attention on firm innovation and its underlying mechanism. We find
that institutional investors limited attention diminishes the innovation of the firms with declining at-
tention from institutional investors by decreasing institutional investors’ site visits and reducing the
threat of share sell-off. Further analysis shows that the above negative effect is mainly manifested in
substantive innovation, while the effect on strategic innovation is not significant. Moreover, the
negative effect is more pronounced in firms with poor corporate governance, state ownership, pro-
cyclical industries, and regions with weak legal environment. In summary., this study reveals the in-
hibitory effect of institutional investors limited attention on firm innovation and its mechanism,
which has implications for enhancing firm innovation and promoting the development of institutional
investors,

Key words: Limited Attention; Corporate Innovation; Institutional Investors; Corporate Governance
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