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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:10.1111/0022-1082.00490.

1 Summary

1.1 The Paper

Stocks with higher dispersion in analysts” earnings forecasts earn lower future returns. Diether,
Malloy, and Scherbina (2002) establish this by sorting stocks each month into portfolios on fore-
cast dispersion, using I/B/E/S unadjusted summary data from 1983 to 2000, and find a D1-D5
spread of 0.79% per month, or 9.48% annualized. The effect concentrates in small stocks and past
losers. That pattern supports Miller’s (1977) hypothesis that short-sale constraints let prices reflect
optimistic views when opinions diverge.

1.2 Replication Findings

Table II replicates closely. The D1-D5 spread for all stocks is 0.75% per month against the paper’s
0.79%, with t = 2.63 against 2.88. The smallest quintile gives a spread of 1.27% (t = 5.72) against
the paper’s 1.37% (t = 5.98). Spreads fall monotonically from small to large stocks, as they do
in the paper. Out of sample over 2001 to 2024, the all-stock effect weakens to 0.45% per month
(t = 1.84), while the small-stock spread stays significant at 0.74% (t = 3.02).

2 Data

The sample builds on the I/B/E/S unadjusted summary file (ibes.statsumu_epsus), restricted to
fiscal year 1 forecasts (fpi=1) with two or more analysts and a stock price above $5. The dated
I/B/E/S—CRSP link (wrdsapps. ibcrsphist) maps tickers to CRSP PERMNOs. CRSP daily price
and shares outstanding measure size on the I/B/E/S third Thursday, and CRSP monthly ordinary
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and delisting returns supply the next-month return. Dispersion equals the standard deviation of
EPS forecasts divided by the absolute value of the mean forecast. The final sample contains 569,971
stock-months covering 9,650 unique stocks over 215 months.

3 Methodology

Each month, eligible stocks are sorted into five size quintiles using market capitalization on the
I/B/E/S third-Thursday date, and then into five dispersion quintiles within each size quintile.
Portfolio returns for the following month are equal-weighted. Newey—West t-statistics use a stan-
dard automatic lag rule, since the paper states only that inference is adjusted for autocorrelation
and its exact lag cannot be recovered.

4 Results

4.1 Table II: Mean Returns by Size and Dispersion

Table 1: D1-D5 Spread by Size Quintile (% /month)

Ours Paper
Size D1-D5 t D1-D5 t
S1 (small) 127 5.72 1.37 598
S2 0.84 2.61 0.89 3.12
S3 0.67 2.20 0.67 241
S4 039 1.24 048 1.55
S5 (large) 022 0.68 029 0.94
All 075 2.63 0.79 2.88

Equal-weighted monthly returns, Feb 1983 — Dec 2000. -statistics adjusted for autocorrelation.

All signs and significance patterns match. The D1-D5 spread is statistically significant for S1-S3
in both our replication and the paper, and declines with firm size. The all-stock D1 return is 1.51%
versus 1.48% in the paper, and D5 is 0.76% versus 0.69%.

4.2 Out-of-Sample (2001-2024)

Table 2: OOS Dispersion Quintile Returns (% /month)

Portfolio Return

D1 (low) 1.01

D2 1.00
D3 0.94
D4 0.82
D5 (high)  0.55
D1-D5 0.45




The dispersion effect weakens but persists in sign. The all-stock D1-D5 spread drops from 0.75%
(t = 2.63) in sample to 0.45% (t = 1.84) out of sample. Under the full conditional design, the S1
spread remains 0.74% (t = 3.02), while the spread declines across larger size groups.



