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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:10.1016/].jfineco.2005.09.009.

1 Summary

1.1 The Paper

Fama and French derive three return predictions from a valuation equation. Holding the other
characteristics fixed, firms with higher book-to-market equity earn higher returns, more profitable
firms earn higher returns, and firms that invest more earn lower returns. The authors test all three
predictions in monthly Fama-MacBeth cross-sectional regressions from 1963 through 2004, built
from Compustat accounting data and CRSP returns. Their estimates support each prediction.

1.2 Replication Findings

The core result replicates qualitatively. In Table 3 Row 3, profitability is 1.0679 with a t of 2.49,
asset growth is —0.3541 with a t of —3.28, and positive accruals are —1.0825 with a ¢t of —5.28.
Each coefficient carries the paper’s sign and significance. Negative accruals are 0.2415 with a ¢ of
1.04, so the point estimate flips sign while remaining insignificant, as it is in the paper. The repli-
cation sample averages 2258 firms per month against 2058 in the paper. From July 2005 through
December 2023 the four headline variables keep their signs, but only investment stays significant.

2 Data

Compustat funda supplies assets, income, current assets, cash, current liabilities, current debt,
dividends, shares, liabilities, deferred taxes, preferred stock, and historical SIC. CRSP msf sup-
plies monthly returns and market capitalization, and CRSP mse supplies the FACSHR split and
stock-dividend adjustments. The date-valid CRSP/Compustat merged link history maps each
Compustat gvkey to a primary CRSP PERMNO.



The return sample runs from July 1963 through December 2004 and contains 1,124,511 firm-
months in 498 monthly cross-sections, an average of 2258.1 firms per month. The filters drop
financial firms, negative-book-equity firms, assets below $25 million, and book equity below $12.5
million. Each observation also requires adjacent calendar fiscal years and CRSP market capital-
ization at fiscal year-end t, December ¢, and June t + 1. No dataset stands in for one the paper
used.

3 Methodology
The dependent variable is the CRSP monthly percentage return
R}5, = 100R; .

The annual signal dated t predicts returns from July ¢ + 1 through June t + 2. Book-to-market uses
December t market equity, and size uses June t + 1 market equity. Profitability equals Y;/B; for
positive earnings and zero otherwise, alongside a separate negative-income dummy. Investment
equals the change in split-adjusted assets per share divided by prior assets per share. Accruals
equal the per-share change in current assets minus cash minus current liabilities plus current debt,
scaled by split-adjusted book equity per share. CRSP FACSHR puts observations from different
tiscal dates on a common share basis.

Continuous signals are winsorized within accounting year t at the 0.5 and 99.5 percentiles
before the annual values expand to monthly returns. Positive accruals use only the upper bound
and negative accruals only the lower bound. Each month is estimated by ordinary least squares
with no fixed effects, and the reported t-statistics use the time-series standard error of the 498
monthly slopes.

Key differences from the paper. The replication covers Part A Rows 1 through 3 and leaves
aside the auxiliary Piotroski and Ohlson rows. The current CRSP and Compustat vintage yields 9.7
percent more firms per monthly cross-section than the paper reports. Variables, timing, screens,
estimator, and inference otherwise follow the target specification.

4 Results

4,1 Table 3 Part A

Table 1 compares Rows 2 and 3. Row 2 reproduces the positive profitability slope and the neg-
ative investment slope. Row 3 reproduces positive profitability, negative investment, and the
strong negative positive-accrual slope. The negative-accrual coefficient changes sign, but both the
paper and replication estimates are statistically insignificant. The replication therefore supports
the paper’s substantive conclusion while showing less agreement on the uninformative negative
accrual point estimate.



Table 1: Monthly Fama-MacBeth return regressions

Paper Replication
Variable Row 2 Row 3 Row 2 Row 3
In(B/M) 0.28 (2.74) 0.26 (2.61) 0.1783 (2.43) 0.1596 (2.21)
In(MC)  —0.08(—1.83) —0.10(—2.37) —0.1005(—2.36) —0.1190 (—2.91)
Y/B 1.10 (2.55) 1.38 (3.21) 0.8772 (2.08) 1.0679 (2.49)
dA/A —0.40(—3.87) —0.19(—1.99) —0.4691 (—4.47) —0.3541 (—3.28)
+AC/B —1.42 (—6.82) —1.0825 (—5.28)
—AC/B —0.24 (—0.80) 0.2415 (1.04)

Slopes are percentage points per month.
Fama—-MacBeth inference from 498 monthly slopes. No fixed effects.
Average stocks per regression: paper 2058, replication 2258.1.

4.2 Out-of-sample test

The July 2005 through December 2023 test contains 222 monthly cross-sections averaging 3033.5
firms. Book-to-market is 0.0156 with a t of 0.20, profitability is 0.2551 with a t of 1.28, positive
accruals are —0.2491 with a t of —1.23, and investment is —0.2690 with a t of —3.75. The headline
signs survive, while significance survives only for investment. The out-of-sample evidence is
therefore weakened rather than reversed.
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