Accepted Manuscript

The customer knows best: The investment value of consumer
opinions

Jiekun Huang

Pl S0304-405X(18)30026-6

DOI: 10.1016/j.jfineco.2018.02.001
Reference: FINEC 2856

To appear in: Journal of Financial Economics
Received date: 28 April 2016

Revised date: 16 February 2017

Accepted date: 21 February 2017

Please cite this article as: Jiekun Huang, The customer knows best: The investment value of consumer
opinions, Journal of Financial Economics (2018), doi: 10.1016/j.jfineco.2018.02.001

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.


https://doi.org/10.1016/j.jfineco.2018.02.001
https://doi.org/10.1016/j.jfineco.2018.02.001

The customer knows best: The investment value of consumer
opinionst

Jiekun Huang**

& University of Illinois at Urbana-Champaign, Gies College of Business, Champaign IL, 61820, USA

ABSTRACT

This paper investigates whether consumer opinions convey value-relevantinformation to
financial markets. Using a data set of more than 14.5 million custemer preduct reviews
on Amazon.com from 2004 through 2015, I find evidence that consumer opinions contain
information for stock pricing. A spread portfolio that is long“on stecks with high abnormal
customer ratings and short on stocks with low abnormal customer.ratings delivers an abnormal
return of around 55.7 to 73.0 basis points per month. “Fhereiisno evidence of return reversals
in the subsequent year. The return predictability~of customer ratings continues to hold
after controlling for firm characteristics such as gross profitability, advertising, research
and development expenses, and trading,volume. Furthermore, abnormal customer ratings
positively predict revenues and earmings sturprises. These results suggest that consumer

opinions contain novel informationtabout firms’ fundamentals and stock pricing.
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