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This report was generated autonomously by an AI 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:10.1111/1540-6261.00587.

1 Summary

1.1 The Paper

Pástor and Veronesi (2003) study how learning about average profitability affects stock valuation.
Their model predicts that younger firms should have higher market-to-book ratios because un-
certainty about long-run profitability declines over time. Table II tests that prediction with yearly
Fama-MacBeth regressions of log market-to-book on a transformed firm-age variable and related
controls.

1.2 Replication Findings

This replication qualitatively reproduces Table II column 1. The AGE coefficient is -1.56 with a
t-statistic of -8.37, against the paper’s -1.15 and -9.36. The sign and strong significance support the
claim that younger firms command higher market-to-book ratios. The same specification confirms
out of sample from 2001 through 2024, with AGE equal to -0.7557 and a t-statistic of -7.98.

2 Data

Three standard sources supply the panel. Compustat annual fundamentals (comp.funda) provide
book equity, profitability, dividends, assets, and the components of market equity. The CRSP
monthly stock file (crsp.msf) provides the first valid stock price used in the firm birth-year rule.
The CRSP/Compustat merged link history (crsp.ccmxpf_lnkhist) maps gvkey to permno.

The in-sample panel covers 1963 through 2000 and contains 161,317 firm-year observations,
or 4,245 firms per year on average. The paper reports 4,234. Following the paper, market equity,
book equity, and assets must each be at least $1 million and M/B must lie between 0.01 and 100.
The out-of-sample panel covers 2001 through 2024 and contains 119,571 firm-years.
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3 Methodology

Book equity is stockholders’ equity plus deferred taxes and investment tax credit less preferred
stock, following the paper’s item hierarchy. Market equity is fiscal-year-end price times shares.
The dependent variable is log(M/B) = log(ME/BE). A firm is born in the earlier of its first valid
CRSP price year and its first valid Compustat market-value year, and AGE equals −1/(1 + age).

Each year from 1963 through 2000 gets one cross-sectional OLS regression of log(M/B) on
AGE. The reported coefficient is the time-series average of the yearly slopes, and the t-statistics
apply a Newey-West correction to the yearly coefficient series.

Key differences from the paper. This replication covers only Table II column 1 and not the lead
specifications that fill the rest of Table II. Current CRSP and Compustat vintages can also shift
effective birth years and therefore the AGE magnitude.

4 Results

4.1 Table II Column 1

Table 1: Fama-MacBeth Regression of log(M/B) on AGE

Metric Replication Paper

Intercept 0.20 0.21
t-statistic 1.75 2.35
AGE -1.56 -1.15
t-statistic -8.37 -9.36
Average R2 0.06 0.05
Average firms per year 4,245 4,234
Years 38 38

The replication matches the paper’s sign and qualitative conclusion. Younger firms have signifi-
cantly higher market-to-book ratios. The slope remains about 36 percent more negative than the
paper’s estimate. Data-vintage differences in the CRSP and Compustat histories can shift the age
distribution.

The average R2 is 0.06 versus 0.05 in the paper. The intercept is close but has weaker statistical
significance. Standard errors are Newey-West adjusted over the annual coefficient series. There
are no fixed effects because each regression is a single-year cross-section.
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4.2 Out-of-Sample Extension

Table 2: Post-2000 Fama-MacBeth Extension
Metric 2001–2024

Intercept 0.5861
t-statistic 16.89
AGE -0.7557
t-statistic -7.98
Average R2 0.0114
Average firms per year 4,982
Years 24

The post-2000 slope remains negative and strongly significant. Its smaller magnitude and lower R2

show that age explains less of the modern cross-section, but the central relation persists. Standard
errors use the same Newey-West adjustment and the annual regressions contain no fixed effects.

5 Assessment

This replication confirms the central age-valuation result in and out of sample. The remaining
limitation is quantitative rather than directional. It does not fully recover the published AGE
magnitude or estimate the broader Table II specification set.
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