
 

Accepted Manuscript

Innovation Externalities and the Customer/Supplier Link

Keming Li

PII: S0378-4266(17)30217-0
DOI: 10.1016/j.jbankfin.2017.09.003
Reference: JBF 5207

To appear in: Journal of Banking and Finance

Received date: 17 March 2016
Revised date: 25 July 2017
Accepted date: 6 September 2017

Please cite this article as: Keming Li , Innovation Externalities and the Customer/Supplier Link, Journal
of Banking and Finance (2017), doi: 10.1016/j.jbankfin.2017.09.003

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.jbankfin.2017.09.003
http://dx.doi.org/10.1016/j.jbankfin.2017.09.003


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

1 
 

Innovation Externalities and the Customer/Supplier Link 

 

7/07/2016 

 

Keming Li, Ph.D 

Assistant Professor of Finance 

Department of Accounting, Computing and Finance  

Texas A&M University-San Antonio  

One University Way  

San Antonio, TX 78224 

Phone: (281) 748-2971 

E-mail: kli@tamusa.tamus.edu 

 

 

 

 

Abstract 

This paper proposes a novel channel through which innovation externalities can affect 

firm performance. I find cross-sectional evidence that the positive innovation outputs of 

customer firms increase their supplier profitability as measured by firm ROE. This result is 

robust to the inclusion of industry fixed effect, a control for both supplier and customer 

characteristics, such as ROE, advertisement expenditure, capital expenditure, firm age, industry 

concentration, institutional ownership, dividend yield, and a control for industry spillover or 

geographical spillover. To identify the causal effect of customer innovation outputs on supplier 

performance, I study an exogenous shock—State Street Bank and Trust Company v. Signature 

Financial Group, Inc.—and find that an increase in granted customer patents causes an 

improvement in future supplier performance. This effect is mainly driven by the demand channel 

and the knowledge diffusion channel from customers to suppliers.  
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