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Non Technical Summary

This paper proposes a mechanism through which imperfect information in the equity
market has a long-run economic impact. The transmission channel is based on two
premises. First, the R&D-producing sector is equity dependent. This is a result of its
need for up-front large-scale investment under high uncertainty, together with its high
intensity in intangible capital. Second, the equity issued from R&D intensive firms can
be persistently rationally mispriced away from their realized market returns. This is the
outcome of both private and public noisy signals (e.g. "market sentiment"), entering
investors’ information set. When growth is driven by technology advances, which is the
outcome of R&D, then the presence of optimism in the equity market can generate
permanent productivity gains. This is because optimism results in the alleviation of the
credit constraints faced by R&D-producing firms and therefore can boost their
production.

The welfare criterion employed in this paper is the aggregate consumption path. To
highlight the effect of the equity market information distortion, the model economy’s
welfare is contrasted to the one of an economy that bears perfect information in the
equity market. It is shown that optimism generates two opposing effects on aggregate
consumption. On the one hand, since it results in higher R&D investment, it accelerates
R&D growth, and thereby increases output, wages and consumption. On the other hand,
it results in excess capital losses that reduce investors’ consumption. For every
generation of investors the trade-off between wage income and equity returns reflects in
terms of utility the cost of R&D investment given the limited economic resources. The
welfare analysis highlights that the outcome of this trade-off differs across different
generations of investors.

The main result is that the long-run effect of equity market’s optimism on welfare is
always positive. This is because higher R&D investment and capital losses in the equity
market take place only when the effect of optimism is present, while the productivity
gains from R&D are infinitively-lived. This result relies on the interaction of the
model’s assumptions. In particular, there are market distortions, such as monopolistic
pricing and R&D production externalities, which can imply that there is
underinvestment in R&D. This is the case when the private returns to R&D are
delivered through firm-specific equity contracts that do not account for the social
returns to R&D production in terms of long-run productivity gains.

The paper shows how the equity market information distortion can alleviate the
different market distortions. It highlights the role of public information in coordinating
investors' decisions into increasing the resources available for R&D investment. The
welfare analysis also implies that under some conditions the outcome of the
consumption trade-off that optimism generates is positive for all generations of



investors. The necessary and sufficient condition is that public information transmitting
optimism is released more than once. The remaining necessary conditions ensure that
the mechanism of optimism delivers a sufficiently high positive impact on long-run
economic performance. The paper concludes with a discussion of the scope for policy.

Non Technical Summary

Tento ¢lanek navrhuje mechanismus, diky némuZz nedokonald informace na akciovych
trzich ma dlouhodoby ekonomicky dopad. Pfechodovy mechanismus je zalozen na dvou
premisach. Za prvé, R&D sektor zavisi na vlastnim jméni. Tento pfedpoklad je dilezity
pro masivni investice pifi velké neurcitosti, spole¢n¢ sjeho vysokym obsahem
nehmotného kapitalu. Za druhé, akcie vydané R&D intensivnimi firmami miZze byt
konzistentn¢ racionaln¢ Spatné ocenéno mimo ocekavané trzni hodnoty. Toto je
vysledek soukromych 1 vefejnych rozmazanych informaci (,,trzni sentiment®)
vstupujicich do informacénich vstupd investor. Pokud je rlst veden pokrokem
v technologiich, ktery je vystupem v R&D, pak optimismus na akciovych trzich mize
generovat permanentni nartst v produktivité. K tomuto dochazi proto, ze optimismus
uvoliiuje penéZni omezeni, kterému celi R&D firmy, coz vede k urychleni jejich
produktivity.

Kritérium bohatstvi pouzité vtomto c¢lanku je celkova spotfebni cesta. Abychom
oziejmili efekt poruchy informaci akciovych trhii, bohatstvi modelu je kontrastovano
s jednou z ekonomik, ktera nese perfektni informace na akciovych trzich. Je ukazano, ze
optimismus generuje dva opacné efekty na celkovou spotiebu. Na jednu stranu to
urychluje R&D rlst zpisobeny vysSimi investicemi, a tudiz zvySuje vystup, mzdy a
spotfebu. Na druhou stranu to zptsobuje ztraty kapitalu snizujici spotfebu investorti. Pro
kazdou generaci investorti je efekt mezi pfijmy z mezd a vynosy z akcii odrazen
v pojmech ceny na uzitku z R&D investic ddn omezenymi ekonomickymi zdroji.
Analyza bohatstvi ukazuje, Ze vystup tohoto efektu se 1isi pro rizné generace investort.

Hlavnim vysledkem je fakt, Ze efekt optimismu na akciovych trzich na bohatstvi je vzdy
pozitivni. Toto je proto, Ze se vys§i R&D investice a kapitdlové ztraty na akciovych
trzich vyskytuji jen v pfitomnosti optimismu, zatimco zvySena produktivita z R&D trva
vécné. Tento vysledek zavisi na interakci predpokladi modelu. Konkrétné jde o trzni
poruchy jako monopolistické oceniovani a R&D produk¢ni externality, které mohou
implikovat, ze dojde k podinvestovani v R&D. Toto je ptipad, kdy soukromé zisky z
R&D jsou dorucené pomoci kontrakti specifickych pro kazdou firmu, které
nezapocitavaji spoleCenské zisky z R&D produkce v pojmech dlouhodobého ristu
produktivity.

Tento ¢lanek ukazuje, jak porucha informace akciového trhu miize zmirnit rizné jiné
trzni poruchy. Toto vyzdvihuje roli vefejné informace na koordinovani rozhodnuti
investortt pro zvySeni dostupnych zdroji jako investice v R&D. Analyza bohatstvi
rovnéz implikuje, Ze pti uréitych predpokladech mize byt efekt na spotfebu generovany
optimismem pozitivni pro vSechny generace investorti. Nutnd a postacujici podminka
tika, Ze vefejna informace prendsejici optimismus je vzdana vice nez jednou. Zbyvajici
nutné podminky zajist'uji, ze mechanismus optimismu doruci dostate¢né velky pozitivni
dopad na dlouhodobou ekonomickou produktivitu. Clanek uzavira diskusi nad moznymi
pravidly.



