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Financial Statement Restatement and Corporate Investment Inefficiency

of Listed Firms

LI Qingyuan, LUO Wan
(School of Economics and Management, Wuhan 430072, China)

Abstract: The paper provides more direct evidence on the causal relation between the quality of financial reporting and invest-
ment efficiency by studying the investment behavior before and after the listed firms announced their financial statement re-
statement. The accounting error corrections disclosed by the listed firms in their annual reports from 2006 to 2009 are restate-
ment samples. This paper uses two different procedures such as PSM to obtain control samples to examine the investment effi-
ciency change before and after the listed firms announced their financial statement restatement. The results suggest that; 1)
Prior to the announcement, the restatement firms under-invest when they are financially constrained and over-invest when they
are financially unconstrained; 2) More importantly, after the announcement, these listed firms’ investment efficiency improves
significantly.

Key Words: financial statement restatement; under-investment; over-investment; investment efficiency; financial statement

information quality; financial constraint; control company; statement restatement company
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