

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Innovative Originality, Profitability, and Stock Returns

	
    
        
            
            







    
    










    
    
    
    











			
                    Review of Financial Studies, Forthcoming
 
        

    
	

	
	
		
		
			97 Pages
		
		

		Posted: 26 Jul 2012
		
			Last revised: 27 Jan 2020
		
		
	

	
		
			
			




	See all articles by David A. HirshleiferDavid A. Hirshleifer
Marshall School of Business, USC; National Bureau of Economic Research (NBER)
Po-Hsuan Hsu
National Tsing Hua University - Department of Quantitative Finance; National University of Singapore (NUS) - Asian Bureau of Finance and Economic Research (ABFER)
Dongmei Li
University of South Carolina - Darla Moore School of Business - Department of Finance


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Innovative Originality, Profitability, and Stock Returns

								
							
							
							
								Review of Financial Studies, Forthcoming
							

							
							
								
									Number of pages: 97
								
								
									Posted: 26 Jul 2012
								
								
									Last Revised: 27 Jan 2020
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							1,167
							
						

					

					
					

					
						
							
						

						
							
								
									Innovative Originality, Profitability, and Stock Returns
									

								
							
							
							
								NBER Working Paper No. w23432
							

							
							
								
									Number of pages: 77
								
								
									Posted: 30 May 2017
								
								
									Last Revised: 12 Jul 2023
								
							

							
						

						
							
							Downloads
							  131
							
						

					

					
				

			

		

	

	


	
	
	
	
		
	
	
		
			Date Written: July 5, 2017

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We propose that innovative originality is a valuable organizational resource, and that owing to limited investor attention and skepticism of complexity, greater innovative originality may be undervalued. We find that firmsâ€™ innovative originality strongly predicts higher, more persistent, and less volatile profitability; and higher abnormal stock returnsâ€”findings that are robust to extensive controls. The return predictive power of innovative originality is stronger for firms with higher valuation uncertainty, lower investor attention, and greater sensitivity of future profitability to innovative originality. This evidence suggests that innovative originality acts as a â€˜competitive moat,â€™ and is undervalued by the market. 

Link to the presentation slides: https://ssrn.com/abstract=3191097. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Limited attention, Market efficiency, Processing fluency, Innovative originality, Complexity, Ambiguity aversion

	
	

	
    

    
	

	
	
		JEL Classification: G11, G12, G14, O32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Hirshleifer,  David A. and Hsu,  Po-Hsuan and Li,  Dongmei, Innovative Originality, Profitability, and Stock Returns (July 5, 2017). Review of Financial Studies, Forthcoming,  Available at SSRN: https://ssrn.com/abstract=2117516 or http://dx.doi.org/10.2139/ssrn.2117516 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						David A. Hirshleifer (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Marshall School of Business, USC  ( email )

			

			
			
				
				
				
					Marshall School of Business
Los Angeles, CA  90089
United States

				

				
			

			
				
				
					HOME PAGE: http://https://sites.uci.edu/dhirshle/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Po-Hsuan Hsu

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Tsing Hua University - Department of Quantitative Finance  ( email )

			

			
			
				
				
				
					101, Section 2, Kuang-Fu Road
Hsinchu, Taiwan 300
China

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National University of Singapore (NUS) - Asian Bureau of Finance and Economic Research (ABFER)  ( email )

			

			
			
				
				
				
					BIZ 2 Storey 4, 04-05
1 Business Link
Singapore, 117592
Singapore

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Dongmei Li

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of South Carolina - Darla Moore School of Business - Department of Finance  ( email )

			

			
			
				
				
				
					1014 Greene Street
Columbia, SC  29208
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,167

			

		
		
		
			Abstract Views

			    6,907

		

		
		 
		
			Rank

			   28,787

		

		
	


	
		
            
            	       61 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,871

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Market Efficiency eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Efficiency eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,915

                                    

                                    
                                        PAPERS

                                           23,289

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,566

                                    

                                    
                                        PAPERS

                                           40,671

                                    

                                

                                
                            

                        

                    

                
	
                    IO: Theory eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Theory eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              907

                                    

                                    
                                        PAPERS

                                           14,553

                                    

                                

                                
                            

                        

                    

                
	
                    Development of Innovation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Development of Innovation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              471

                                    

                                    
                                        PAPERS

                                            5,750

                                    

                                

                                
                            

                        

                    

                
	
                    Innovation Measurement & Indicators eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Innovation Measurement & Indicators eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              333

                                    

                                    
                                        PAPERS

                                            1,242

                                    

                                

                                
                            

                        

                    

                
	
                    Management of Innovation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Management of Innovation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              292

                                    

                                    
                                        PAPERS

                                            6,756

                                    

                                

                                
                            

                        

                    

                
	
                    Innovation Finance & Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Innovation Finance & Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              224

                                    

                                    
                                        PAPERS

                                            5,174

                                    

                                

                                
                            

                        

                    

                
	
                    Decision-Making in Economics & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Decision-Making in Economics & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              185

                                    

                                    
                                        PAPERS

                                            7,560

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Limited Attention, Information Disclosure, and Financial Reporting

                        
                            By
                                
                                
                                    
                                    David A. Hirshleifer
                                     and 
                                
                                    
                                    Siew Hong Teoh
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Investor Psychology in Capital Markets: Evidence and Policy Implications

                        
                            By
                                
                                
                                    
                                    Kent D. Daniel, 
                                    
                                
                                    
                                    David A. Hirshleifer, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Market Frictions, Price Delay, and the Cross-Section of Expected Returns

                        
                            By
                                
                                
                                    
                                    Kewei Hou
                                     and 
                                
                                    
                                    Tobias J. Moskowitz
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Do Investors Overvalue Firms with Bloated Balance Sheets?

                            
                                By
                                    
                                    
                                        
                                        David A. Hirshleifer, 
                                        
                                    
                                        
                                        Kewei Hou, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Why Do New Issues and High-Accrual Firms Underperform: The Role of Analysts' Credulity

                            
                                By
                                    
                                    
                                        
                                        Siew Hong Teoh
                                         and 
                                    
                                        
                                        T.j. Wong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Investor Attention, Overconfidence and Category Learning

                            
                                By
                                    
                                    
                                        
                                        Lin Peng
                                         and 
                                    
                                        
                                        Wei Xiong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Investor Attention: Overconfidence and Category Learning

                            
                                By
                                    
                                    
                                        
                                        Wei Xiong
                                         and 
                                    
                                        
                                        Lin Peng
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Driven to Distraction: Extraneous Events and Underreaction to Earnings News

                            
                                By
                                    
                                    
                                        
                                        David A. Hirshleifer, 
                                        
                                    
                                        
                                        Sonya S. Lim, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Industry Information Diffusion and the Lead-Lag Effect in Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Kewei Hou
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Learning with Information Capacity Constraints

                            
                                By
                                    
                                    
                                        
                                        Lin Peng
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.140 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
