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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/j.1540-
6261.2006.00894.x.

1 Summary

1.1 The Paper

Faulkender and Wang (2006) estimate the marginal value of corporate cash holdings from excess
stock returns. They regress fiscal-year excess returns, defined as the stock return minus a Fama—
French 25 benchmark, on changes in firm characteristics scaled by lagged market equity. An extra
dollar of cash is worth $0.94 to shareholders of the average firm, and that value declines as cash
holdings rise (interaction coefficient —0.738) and as leverage rises (interaction coefficient —1.433).
The sample covers 82,187 firm-years from CRSP and Compustat over 1972-2001.

1.2 Replication Findings

We replicate Table II Column II from CRSP, Compustat, the Ken French breakpoint and portfolio
return histories, and CPI data. All three key findings hold. The marginal value of cash at the
mean firm is $0.89 versus $0.94 in the paper. The cash-level interaction is —0.546 versus —0.738,
and the leverage interaction is —1.085 versus —1.433. All three are significant at the 1% level. Ten
of eleven coefficients match the paper in sign and significance. The net financing control flips
from positive to negative, consistent with Compustat revisions since the paper’s 2001 tape. The
2002-2024 out-of-sample test confirms all three key findings.

2 Data

The paper works from the 2001 Compustat and CRSP tapes, and we use current vintages of the
same sources. Annual accounting data come from comp.funda, monthly returns from crsp.msf,



and security histories from crsp.msenames. The CRSP/Compustat merged link history maps
gvkey to permno using link types LU and LC and primary flags P and C. NYSE quintile break-
points come from the Ken French size and BE/ME breakpoint files, and monthly value-weighted
portfolio returns come from the Ken French 25 portfolio history. The CPI is FRED series CPI-
AUCSL.

We exclude financial firms with SIC 6000-6999 and utilities with SIC 4900—4999. Compustat
sich is the primary industry code and CRSP siccd is the fallback. We require positive net as-
sets, positive market equity, nonnegative dividends, valid lagged market equity, and 12 monthly
returns. Simultaneous 1% tail trimming leaves 84,015 firm-years and 11,003 stocks in 1972-2001,
against the 82,187 firm-years the paper reports. The out-of-sample panel contains 50,291 firm-
years and 6,485 stocks in 2002-2024.

3 Methodology

The dependent variable is the excess stock return r;; — R , where r;; is firm i’s fiscal-year stock
return, compounded from 12 CRSP monthly returns, and RB is the corresponding Fama-French 25
benchmark portfolio return, value-weighted and compounded over the same 12 months. Portfolio
assignment follows the standard Fama-French procedure. At the end of June each year, firms
are sorted into 5x5 size and book-to-market portfolios using NYSE breakpoints. When a firm’s
fiscal year spans the June rebalancing date, the benchmark uses the appropriate portfolio for each
month.
The target specification (Table II, Column II) is
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All dollar variables are deflated to 2001 dollars using the CPI. Standard errors are heteroskedasticity-
consistent and clustered by firm.

Key differences from the paper. We draw on current Compustat, CRSP, CRSP/Compustat
merged, and Ken French histories rather than the 2001 snapshots the paper used. That vintage dif-
ference adds backfilled firms and accounting revisions. The data sources and economic constructs
are otherwise the same. Variable dispersion in the current data is lower, and most coefficient
magnitudes are correspondingly smaller, while signs and significance remain stable.

4 Results

4.1 Table II: Baseline Regression

Table 1 presents our replication of Table II alongside the paper’s estimates. The first column shows
our baseline specification without interactions. The second adds the cash-level and leverage inter-
actions and is the target specification. The third reproduces the paper’s Column II estimates.



Table 1: Replication of Table II: Excess Return Regressions
Col I ColII Paper II

ACt/ M4 0.740 1.275 1.466
(39.39)  (37.35) (38.58)
AE¢/M;—q 0.529 0.526 0.524
(40.53)  (40.53) (40.31)
ANA¢/ M;_q 0.210 0.214 0.161
(33.56)  (34.29) (23.00)
ARD;/M;_4 1.182 1.119 1.302
(8.95) (8.51) (9.43)
AL/ M4 -1590  —1.552 —1.448
(—=19.49) (—19.16)  (—17.24)
AD;/M;_q 3.891 3.850 2.504
(14.10)  (14.00) (13.46)
Ci1/M; 0.278 0.254 0.263
(23.32)  (20.97) (20.23)
L —0.403  —0.401 —0.477
(—53.44) (—53.72)  (—53.00)
NF:/M;_q —0.006  —0.024 0.059
(=052) (-2.12) (4.92)
Ci—1/M x AC/M —0.546 —0.738
(-10.18)  (—13.42)
L x AC/M —1.085 —1.433
(-17.12)  (—19.36)
Intercept 0.038 0.036 0.061
(12.78)  (12.30) (20.33)
N 84,015 84,015 82,187
Stocks 11,003 11,003 not reported
Adj. R? 0.17 0.17 0.20

t-statistics in parentheses. SEs clustered by firm.

The earnings coefficient matches almost exactly at 0.526 versus 0.524. The lagged cash coef-
ficient is 0.254 versus 0.263 and leverage is —0.401 versus —0.477. All are significant at 1%. The
cash-change coefficient is 1.275 versus 1.466 and captures the marginal value for a zero-cash, zero-
leverage firm.

The two interactions confirm the paper’s hypotheses. The cash-level interaction is —0.546 with
t = —10.18, versus —0.738 with t = —13.42. The leverage interaction is —1.085 with t = —17.12,
versus —1.433 with t = —19.36. At mean cash of 0.151 and mean leverage of 0.277, the marginal
value of cash is $0.89 versus $0.94.

The only sign mismatch is net financing at —0.024 versus +0.059. The current Compustat cash
flow statement carries revisions to repurchases and debt issuance relative to the paper’s 2001 tape,
which changes this non-headline control.



4.2 Out-of-Sample Test: 2002-2024

Table 2 shows the same specification estimated on the post-sample period. All three key variables
retain their signs and gain significance.

Table 2: Out-of-Sample Results (2002-2024)

In-Sample 00S Paper
(1972-2001)  (2002-2024) (1972-2001)
AC/ M;_q 1.275 1.849 1.466
(37.35) (36.86) (38.58)
Ci—1/MxAC/M —0.546 —0.822 —0.738
(—10.18) (—11.06) (—13.42)
Li x AC/M —1.085 —-1.101 —1.433
(-17.12) (—11.08) (—19.36)
MVC at mean $0.89 $1.48 $0.94
N 84,015 50,291 82,187
Stocks 11,003 6,485 not reported

Only key variables shown. Full specification identical to Table 1.

The cash-change coefficient rises from 1.275 to 1.849 in the out-of-sample period, and the cash-
level interaction strengthens from —0.546 to —0.822. The leverage interaction remains stable at
—1.085 and —1.101. The marginal value of cash at the out-of-sample mean is $1.48, above the
in-sample $0.89.

The paper’s central findings hold out of sample. Shareholders value cash more highly in firms
with low cash reserves and low leverage, and that pattern persists and even strengthens over 23
years of additional data.



