
Accepted Manuscript

Litigation risk and institutional monitoring

Kuntara Pukthuanthong, Harry Turtle, Thomas Walker, Jun Wang

PII: S0929-1199(17)30320-6
DOI: doi: 10.1016/j.jcorpfin.2017.05.008
Reference: CORFIN 1202

To appear in: Journal of Corporate Finance

Received date: 22 May 2015
Revised date: 18 May 2017
Accepted date: 18 May 2017

Please cite this article as: Kuntara Pukthuanthong, Harry Turtle, Thomas Walker, Jun
Wang , Litigation risk and institutional monitoring, Journal of Corporate Finance (2016),
doi: 10.1016/j.jcorpfin.2017.05.008

This is a PDF file of an unedited manuscript that has been accepted for publication. As
a service to our customers we are providing this early version of the manuscript. The
manuscript will undergo copyediting, typesetting, and review of the resulting proof before
it is published in its final form. Please note that during the production process errors may
be discovered which could affect the content, and all legal disclaimers that apply to the
journal pertain.

http://dx.doi.org/10.1016/j.jcorpfin.2017.05.008
http://dx.doi.org/10.1016/j.jcorpfin.2017.05.008


AC
CEP

TE
D M

AN
USC

RIP
T

 
 

Litigation Risk and Institutional Monitoring 

 

Kuntara Pukthuanthong 

University of Missouri 

 

Harry Turtle 

Colorado State University 

 

Thomas Walker 

Concordia University 

 

Jun Wang* 

University of Wesrern Ontario 

 

This version: November 28, 2016 

 

Abstract  

According to the existing literature, institutional investors have a significant impact on the 

litigation risk of publicly traded companies. This should be particularly true after the Private 

Securities Litigation Reform Act (PSLRA) of 1995 that encourages institutional investors to 

serve as lead plaintiffs in securities class actions. Using a large sample of securities class action 

lawsuits, we distinguish between different types of institutional investors based on their 

investment horizon and ownership structure and find that both factors significantly affect a 

firm’s litigation risk. Short-term institutional investors are more likely to monitor firms through 

ex-post litigation, whereas long-term institutional investors prefer to monitor firms internally. 

Further, we document a nonlinear relation between the stock ownership of the largest 

institutional investor and a firm’s litigation risk. In particular, as measures of long-term (short-

term) ownership increase, the likelihood of litigation declines (increases). In summary, 

shareholder litigation may be an effective external monitoring device for short-term investors 

that serves as a substitute for internal corporate governance mechanisms. 
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