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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:10.1111/0022-1082.00329.

1 Summary

1.1 The Paper

Lim asks whether optimistic earnings forecasts can be rational when analysts trade favorable re-
porting for management access and information precision. Quarterly cross-sectional regressions
show that smaller, more volatile, previously disappointing, and poorly performing companies
carry more optimistic consensus forecast bias. The evidence comes from individual quarterly
I/B/E/S forecasts, Compustat earnings and special items, CRSP returns, and SDC underwriter
relationships.

1.2 Replication Findings

The in-sample replication is qualitative. LNSIZE, SIGMA, PREVBIAS, and ALPHA match Table IV
in sign and significance, while D4Q carries the paper’s positive sign but is significant in the repli-
cation. The sample construction uses period-matched actual earnings, date-valid identifier links,
split-adjusted stale prices, weekly rather than monthly market-model variables, consecutive-quarter
PREVBIAS matches, fiscal rather than calendar Q4, and the large-special-item screen. Extending
the same specification to 1997–2024 preserves the size, prior-bias, and poor-performance relations.
The volatility relation falls to zero, so the out-of-sample support is weaker.

2 Data

The replication uses I/B/E/S unadjusted detail forecasts and period-matched I/B/E/S actual
EPS, the CRSP monthly stock file (crsp.msf) for prices and market capitalization, the CRSP daily
stock and index files (crsp.dsf and crsp.dsi) for weekly returns, the WRDS link table between
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I/B/E/S tickers and CRSP PERMNOs applied on valid dates, date-valid CRSP/Compustat merged
links, and Compustat quarterly fundamentals (comp.fundq) for the fiscal-quarter and special-item
fields. I/B/E/S actual EPS substitutes for the paper’s Compustat actual EPS on the same economic
object, and paper footnote 7 reports similar mean bias under this substitution. The available detail
fields cannot support the paper’s lead-underwriter screen.

The in-sample file spans March 1984 through December 1996 and contains 80,040 company-
quarters. The complete target sample contains 63,867 observations and 4,736 PERMNOs. The out-
of-sample file spans March 1997 through December 2024 and contains 279,607 company-quarters.
Its complete target sample contains 238,896 observations and 10,371 PERMNOs.

3 Methodology

For company i in quarter t, the dependent variable is

BIASit = 100
mediana(ÊPSait − EPSit)

Padj
i,t−15m

.

The sample keeps each analyst’s latest forecast within 90 days of quarter end, requires an adjusted
stale price of at least five dollars, drops forecast errors above ten dollars, removes large-special-
item observations, and trims quarterly BIAS tails at 2.5 percent. LNSIZE is stale log market cap-
italization. SIGMA and ALPHA come from a prior-year market model fitted to Wednesday-to-
Wednesday percentage returns. PREVBIAS matches only the immediately preceding quarter, and
D4Q comes from the Compustat fiscal quarter. Each quarter supplies one cross-sectional OLS
coefficient vector, and reported t-statistics apply four-lag Newey-West inference to that quarterly
coefficient series.

Key differences from the paper. I/B/E/S actual EPS replaces Compustat actual EPS because the
unadjusted detail extract lacks the primary versus diluted basis field needed for an exact match.
The replication also cannot identify lead-underwriter analysts. Both limitations concern data fields
rather than the estimator or the principal company-characteristic constructs.

4 Results

4.1 Baseline Table IV Regression

Variable Paper coef Paper t Replication coef Replication t

LNSIZE -0.0252 -4.25 -0.0259 -4.23
SIGMA 0.0242 4.22 0.0230 3.82
PREVBIAS 0.0443 8.58 0.1971 13.15
ALPHA -0.1322 -12.38 -0.0864 -5.15
D4Q 0.0196 0.74 0.0799 3.25

Newey-West lag 4; no fixed effects; N = 63,867; 4,736 PERMNOs.

Table 1: Full-period Table IV target.

The first four slopes reproduce the paper’s qualitative conclusion. The LNSIZE and SIGMA coef-
ficients also match closely in magnitude. PREVBIAS is larger than the published coefficient, while
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ALPHA is smaller in absolute value. D4Q is positive in both samples but becomes significant in
the current data.

4.2 Out-of-Sample Test

Variable Paper sign OOS coef OOS t

LNSIZE − -0.0057 -3.19
SIGMA + -0.0001 -0.07
PREVBIAS + 0.1963 28.85
ALPHA − -0.0276 -8.35
D4Q + 0.0121 2.44

Newey-West lag 4; no fixed effects; N = 238,896; 10,371 PERMNOs.

Table 2: Unchanged Table IV specification from 1997 through 2024.

The size, prior-bias, and poor-performance channels persist after 1996. The SIGMA coefficient falls
from 0.0230 in sample to -0.0001 out of sample and loses significance. The paper’s volatility mech-
anism therefore does not generalize to the later period, while the other principal cross-sectional
relations remain.
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