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E Q U I T I E S

This paper provides evidence that investors often fail to consider economic links between companies when making investment decisions
and this phenomenon can have a substantial effect on asset prices. The links examined in the paper are publicly available and sometimes
represent long-standing relationships between firms, with the given customer on average accounting for 20% of the supplier’s sales.

We contend that it is possible to harvest large and predictable returns by buying (or selling) the supplier firm after a positive (or negative)
shock to its customer. This customer momentum strategy is largely unaffected in both magnitude and significance by controlling for the
three-factor model, liquidity, own-firm momentum, industry momentum, within-industry lead-lag relationships, and across-industry
momentum.

We believe the customer–supplier link provides a natural framework to test investor inattention. Not only is the link publicly available to all
investors, but given our results on real effects of the link, it is difficult to argue that this link should not be taken into account when forming
expectations about suppliers’ future cash flows. More generally, customer–supplier limited attention poses a roadblock for standard asset
pricing models.

What we document is not an isolated situation that is constrained to a few firms, but instead is a systematic violation across firms that has a
material effect on prices. If it is true that investors ignore even these blatant links, then the informational efficiency of prices to reflect more
complex pieces of information is potentially less likely.
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be relied on in making an investment or other decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment which may differ materially, and should not be relied upon as such. Diversification does not
eliminate the risk of experiencing investment losses.

The information in this paper may contain projections or other forward-looking statements regarding future events, targets, forecasts or expectations regarding the strategies
described herein, and is only current as of the date indicated. There is no assurance that such events or targets will be achieved, and may be significantly different from that shown
here. The information in this document, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and may be superseded
by subsequent market events or for other reasons. 
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