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5. CONCLUSIONS & DISCUSSIONS 

 

Table 5-1 Summary of the empirical results 

Hypotheses Results 

H1：R&D expenses are positively associated with the market excess rate 

of return. 

Be Supported

H2：R&D investment with the capitalization of R&D expenses is 

positively associated with the market excess rate of returns. 

Be Supported

H3：The number of patents granted for each year is positively related with 

the market excess rate of return.  

Be Rejected 

H4：The cumulated number of patents granted in each year is positively 

related with the market excess rate of return. 

Be Rejected 

H5：The indicator of capitalization of R&D has significantly distinctive 

impact on stock returns from the measurement of R&D expenditures. 

Be Supported

H6：The indicator of patent count has significantly distinctive impact on 

stock returns from the measurement of the cumulated number of 

patents. 

Be Rejected 

H7：The measurements of patents have significantly distinctive influence 

on the excess stock returns than the measurements of R&D. 

Be Supported

H8：Indicators of R&D expenses, capitalized R&D, patent count and 

accumulated patent count are associated with subsequent stock 

returns.  

Be Supported
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As the Table 5-1 presents, it is the summary of our empirical findings and 

the results for the hypotheses. The following major conclusions can be drawn from 

the evidence presented above: 

(1). We show that the return premiums are significantly greater for 

high-level of R&D than for low-level R&D. The mimicking returns both for the 

R&D-expense factor and capitalize-R&D factor are significantly positive related to 

excess stock returns. In other words, it implies that companies with more R&D 

investment are worth of higher rates of stock returns. One alternative explanation for 

excess returns to R&D-intensive firms is that these returns are compensation for 

risk-bearing. As a result, the factors of R&D expenditures and R&D capitalization 

indeed capture and explain excess stock returns, after controlling the market risk, size, 

and book-to-market ratio. It indicates that both R&D expenditures and capitalized 

R&D yield value-relevant information to investors, and the market valuation of the 

R&D investment is an economics asset of yielding future benefits. Stock market can 

capture R&D information, and reflect it in stock returns. 

 

(2). Contrary to our intuition and expectation, the mimicking returns for 

patent count are significantly negative associated with excess stock returns, especially 

in small-size stocks. Additionally, the other indicator of patents, returns for the 

cumulated patent-count factor, is significantly negatively related to excess stock 

returns as well. Though we revise the research data by dropping 5% of outliers, the 

negative relation between excess stock returns and patent count still appears. One 

possible explanation is that the distribution of patented innovation is known to be 

extremely skewed, implying that a few patents are very valuable and many are worth 

almost nothing. As for the cumulated patent count factor, in some groups, premiums 

show positive relation with excess stock returns, after dropping extreme values.  
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(3). In the matter of comparison the between measurements of R&D 

expenses and R&D capital, our findings show that the factor of R&D expenses has 

more impact on stock returns than the factor of R&D capitalization. One possible 

explanation is that the “flow” concept is more suitable than the “stock” concept in the 

Fama and French (1993) regression of stock returns. Here, R&D expenses stand for 

the flow idea while R&D capitalization is similar to the stock idea. Be careful, it 

doesn’t represent that factors of R&D expenditures are superior than capitalized R&D 

when explaining stock returns. As mentioned above, both of these two R&D-related 

factors are strongly associated with stock returns. On the other hand, in comparison 

between patent-count and accumulated patent-count, there is no difference in 

explaining stock returns. It is likely that, for a large proportion of the sample, they do 

not possess any patents.  

 

(4). When it comes to compare R&D to patents, we find that there is 

statistically significant difference between the two in explaining excess stock returns. 

Overall, patent-related return premiums have larger impact than R&D-related return 

premiums on excess stock returns, especially in small-size stocks, though they are in 

the negative direction while R&D-related premiums are in the positive direction with 

stock returns.  

 

(5). Finally, taking the time-lag effect into consideration, we try 1-year to 

5-year lag for the variables of R&D and patents in the extended Fama and French 

model. Consistent with previous studies’ findings, that innovative activity in firms 

could create future economic benefits, we find that, on average, R&D-related return 

premiums have 3-year lag effect on excess stock returns at best. As for patent-related 

return premiums, it shows 5-year lag at least for excess stock returns.  


