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Motivation
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� Common narrative: passive investment improves individual 
investment decisions (low cost, limited agency,  good monitors, etc.)

� Passive investors affect asset prices through their trading decisions 
(strategic incentives) and the equilibrium impact on other 
investors

� Are the capital allocations informationally efficient?

� Important for welfare and market efficiency

� Important for firms’ cost of  equity

� Evidence from my two studies



Research Design
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� Theory (Kacperczyk, Nosal, Sundaresan, 2019):

� Consider a general equilibrium model with active and passive sector

� The joint role of  market power and information

� Look at price informativeness as a function of  market size

� Empirics (Kacperczyk, Sundaresan, Wang, 2020):

� Study the importance of  institutional investors (active and passive) for 
price efficiency globally

� Emphasize the informational frictions in markets



Price Informativeness
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Results: Theory
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Empirical Setting
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� Examine price informativeness (same definition as in theory) by:

� Domestic vs. foreign investors

� Active vs. passive investors

� Stage of  country’s development

� Use MSCI index inclusion as a shock to relative ownership



Results: Overall Sample
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Results: MSCI Shock (Foreign Ownership)
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Results: MSCI Shock (Active Ownership)
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Results: MSCI Shock (Informativeness)
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Results: Long-Term Performance

14



Conclusions
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� Institutional investors improve price informativeness…

� … but the effect is largely coming through active investors

� Restricting the participation of  active investors induces an entry of  
passive investors and lowers price informativeness

� The effect depends on the origin of  capital and the assets in which 
the capital is allocated


