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This report was generated autonomously by an Al replication pipeline for the “Does Empirical Finance
Replicate?” project. It documents one attempt to reproduce the paper’s main analysis from the data and
methods described below. Individual replications may contain mistakes. Treat the numbers as estimates
to be checked, not as a verdict on the original paper. Original article: doi:10.1111/0022-1082.00285.

1 Summary

1.1 The Paper

Baker and Wurgler (2000) show that the equity share in new issues predicts aggregate stock returns.
The equity share is the fraction of external financing that firms raise through equity rather than
debt. When firms collectively issue relatively more equity, subsequent market returns are low.
The authors read this as evidence that firms time the equity market. They issue equity when
it is overpriced, and the overpricing then corrects. The main result is a strongly negative slope
in a univariate OLS regression of one-year-ahead market returns on the lagged equity share S;,
estimated over 1928-1997 with 70 observations.

1.2 Replication Findings

The univariate predictability result replicates exactly. The replication recovers b = —7.48 (t = —3.87)
for VW returns and b = —13.10 (t = —3.62) for EW returns, against the paper’s —7.42 (t = —3.86)
and —13.12 (t = —3.64). The differences are rounding only, and the sample size of 70 observations
matches exactly. All three inputs are publicly available, namely the Federal Reserve Bulletin
issuance series posted on Jeffrey Wurgler’s NYU website, CRSP monthly stock index returns, and
Shiller’s CPIL.

Two extensions fall outside this replication. The multivariate Table V specification, which
adds the Value Line book-to-market ratio as a control, needs the full 1927-1996 DJIA book-to-
market series, which was not available. Out-of-sample evaluation over 1998-2008 rests on only 11
observations and is therefore inconclusive.



2 Data

Equity and debt issuance. Annual nominal equity and debt issuance come from the Federal
Reserve Bulletin series posted on Jeffrey Wurgler’s NYU website (https://pages.stern.nyu!
edu/~jwurgler/). Predictors from 1927-1996 yield 70 in-sample predictor-return pairs after the
one-year lead for returns. The series carries nonmissing annual S through 2007, which supports the
out-of-sample test.

CPI deflation. Shiller’s CPI series, available back to 1871 athttp://www.econ.yale.edu/~shiller/
data.htm, converts nominal CRSP returns to real returns. The issuance file supplies S; directly as
equity issues divided by total equity and debt issues.

Market returns. Annual value-weighted (VW) and equal-weighted (EW) CRSP returns are built
by compounding monthly returns from the CRSP monthly stock index file (crsp.msi), accessed
through WRDS.

Unavailable data. The full 1927-1996 Value Line DJIA book-to-market series behind Baker and
Wurgler’s Table V was not available, because the Value Line coverage at hand begins in 1987.
Table V therefore falls outside this replication.

3 Methodology

The equity share is defined as

RealEquitylIssues,

Sy = :
' RealEquitylssues, + RealDebtIssues;

The predictive regression is
Te41 = &+ BSt + €41,

where 74,1 is the annual CRSP return, either VW or EW. Estimation is OLS throughout, with
heteroskedasticity-robust standard errors that match the paper’s Table III description. The sample
runs from 1928 to 1997, with S; measured at year-end t and r;; the return over calendar year t + 1.
The equity share is standardized once, using its 1927-1996 mean and standard deviation, and the
same standardized predictor enters the full-sample and half-sample panels.

4 Results

4.1 In-Sample (1928-1997)

Table |1 compares the replication to the paper for the univariate specifications from Baker and
Waurgler’s Table III.
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Table 1: Predictive Regression: Equity Share — One-Year-Ahead Market Return

Panel Return Paper Replication
b t b t
A:1928-1997 VW —742 386 —748 -—3.87
EW -13.12 -3.64 —13.10 —-3.62
B: 1928-1962 VW -739 -314 751 =317
EW —1424 —-297 1418 -295
C:1963-1997 VW -782 —-199 776 —-197
EW -11.20 -198 —-11.29 -1.99

Notes: OLS with heteroskedasticity-robust standard errors. Panel A has N = 70; Panels B and C have N = 35 each. All
panels retain the full-sample standardization of S.

The full-sample VW coefficient of —7.48 (t = —3.87) means that a one-standard- deviation
increase in the equity share is associated with a 7.48 percentage point lower return the following
year. The EW slope is —13.10 (t = —3.62), consistent with greater predictability in smaller stocks.

4.2 Out-of-Sample (1998-2008)

Extending to 1998-2008 yields only 11 observations. The VW coefficient remains negative at —1.26
(t = —0.07), while the EW coefficient reverses sign to 1.43 (t = 0.07). This result is inconclusive,
because an 11-observation window has no power to distinguish a broken predictor from sampling
noise.

4.3 What Was Not Replicated

Table V of Baker and Wurgler (2000) adds the Value Line book-to-market ratio to the predictive
regression, and the full historical series was not available. This replication therefore covers the six
univariate equity-share specifications of Table III and documents Table V as outside the available
data coverage.
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