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		Abstract

		Motivated from investment-based asset pricing, we propose a new factor model that consists of the market factor, a size factor, an investment factor, and a return-on-equity factor. The new model [i] outperforms the Carhart (1997) four-factor model in pricing portfolios formed on earnings surprise, idiosyncratic volatility, financial distress, equity issues, as well as on investment and return-on-equity; [ii] performs similarly as the Carhart model in pricing portfolios on momentum as well as on size and book-to-market; but [iii] underperforms in pricing the total accrual deciles. Our modelâ€™s performance, combined with its clear economic intuition, suggests that it can serve as a new workhorse model for academic research and investment management practice. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Asset pricing anomalies, investment, ROE, factor models, investment-based asset pricing

	
	

	
    

    
	

	
	
		JEL Classification: G12, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Hou,  Kewei and Xue,  Chen and Zhang,  Lu, Digesting Anomalies: An Investment Approach (December 4, 2012). Fisher College of Business Working Paper No. 2012-03-021, Charles A. Dice Center Working Paper No. 2012-021,  Available at SSRN: https://ssrn.com/abstract=2152674 or http://dx.doi.org/10.2139/ssrn.2152674 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Kewei Hou

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Ohio State University (OSU) - Department of Finance]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Ohio State University (OSU) - Department of Finance  ( email )

			

			
			
				
				
				
					2100 Neil Avenue
Columbus, OH  43210-1144
United States
614-292-0552 (Phone)
614-292-2418 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Chen Xue

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: University of Cincinnati]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Cincinnati  ( email )

			

			
			
				
				
				
					College of Business Administration
Cincinnati, OH  45221
United States
(513) 556-7078 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Lu Zhang (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Ohio State University - Fisher College of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Ohio State University - Fisher College of Business  ( email )

			

			
			
				
				
				
					2100 Neil Avenue
Columbus, OH  43210-1144
United States
585-267-6250 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]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

				    1,708

			

		
		
		
			Abstract Views

			   12,489

		

		
		 
		
			Rank

			    3,569

		

		
	


	
		
            
            	       17 Citations
		

	

	
		
			
				       26 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Ohio State University, Fisher College of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Ohio State University, Fisher College of Business Research Paper Series

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

                                
                                    
                                        FOLLOWERS

                                            6,942

                                    

                                    
                                        PAPERS

                                              597

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Darren T. Roulstone at Ohio State University (OSU) - Fisher College of Business, Kewei Hou at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

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

                                
                                    
                                        FOLLOWERS

                                            3,021

                                    

                                    
                                        PAPERS

                                           32,400

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    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

                                            2,565

                                    

                                    
                                        PAPERS

                                           40,905

                                    

                                

                                
                            

                        

                    

                
	
                    Econometrics: Econometric Model Construction, Estimation & Selection eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Econometrics: Econometric Model Construction, Estimation & Selection eJournal

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

                                
                                    
                                        FOLLOWERS

                                              670

                                    

                                    
                                        PAPERS

                                            2,531

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Optimal Investment, Growth Options, and Security Returns

                        
                            By
                                
                                
                                    
                                    Jonathan Berk, 
                                    
                                
                                    
                                    Richard C. Green, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Value Premium

                        
                            By
                                
                                
                                    
                                    Lu Zhang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        A Cross-Sectional Test of a Production-Based Asset Pricing Model

                        
                            By
                                
                                
                                    
                                    John H. Cochrane
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Equilibrium Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Joao F. Gomes, 
                                        
                                    
                                        
                                        Leonid Kogan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Equilibrium Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Joao F. Gomes, 
                                        
                                    
                                        
                                        Leonid Kogan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Investments and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        K.c. John Wei, 
                                        
                                    
                                        
                                        Feixue Xie, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Investments and Stock Returns

                            
                                By
                                    
                                    
                                        
                                        K.c. John Wei, 
                                        
                                    
                                        
                                        Feixue Xie, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Investment and Asset Price Dynamics: Implications for the Cross-Section of Returns

                            
                                By
                                    
                                    
                                        
                                        Murray Carlson, 
                                        
                                    
                                        
                                        Adlai J. Fisher, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dissecting Anomalies

                            
                                By
                                    
                                    
                                        
                                        Eugene F. Fama
                                         and 
                                    
                                        
                                        Kenneth R. French
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
