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Motivation: There has, for some time, been a lack of consensus in the field of economics on the 

relationship between the financial sector and economic growth. Much research has explored the nexus 

between financial markets and economic growth through the lens of liquidity and by considering the 

availability of external financing. My research seeks to broaden the debate by offering another 

mechanism by which financial markets influence economies. I provide theory and evidence that 

informational asymmetries between equity markets participants and firm-managers influence the rate of 

innovation and technology adoption in national economies.  

Theory: Not all participants in equity markets are equally informed about the companies in which 

they are considering investing. Institutional investors, who often dedicate many analysts to determine the 

management practices and productivity of a firm, hold a different degree of information than retail 

investors, who base many of their investment decisions on market sentiment. ,QYHVWRUV�PD\�KDYH�D�³SUR-

WHFKQRORJ\�ELDV´�DQG�VR�Parket sentiment may often be overly optimistic about the adoption of novel 

technology. This means a market with a high proportion of uninformed investors may value a firm 

investing at the technological frontier more highly than if it did not. Firm-managers, seeking to maximize 

equity value


