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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:
d0i:10.1016/50304-405x(99)00054-9.

1 Summary

1.1 The Paper

Loughran and Ritter ask whether standard value weighted three factor tests have low power in
long run event studies. Their new issues analysis regresses monthly IPO and SEO portfolio returns
from 1973 through 1996 on standard Fama-French factors and on factors purged of recent equity
issuers. Purging SMB and HML makes the estimated underperformance more negative.

1.2 Replication Findings

The replication recovers the central result from the authors” published monthly data. The equally
weighted intercept moves from —0.3387 percent per month with standard factors to —0.4855 per-
cent with both SMB and HML purged, against —0.40 and —0.56 in the paper. All four replicated
intercepts are negative and significant under White HCO inference. The same regressions over
1997 through 2003 again produce negative intercepts and a Panel D intercept more negative than
Panel A, but none of the out of sample intercepts is individually significant. The author workbook
carries no value weighted issuer returns, so this report does not estimate the VW rows.

2 Data

The data come from the workbook the authors post for this article on Jay Ritter’s University of
Florida page. It supplies monthly standard and purged factors, equally weighted IPO and SEO
portfolio returns, and the number of firms in each portfolio from January 1973 through December



2003. No security level merge is required, because the authors supply the final monthly port-
folio series. The combined issuer return weights the IPO and SEO returns by their firm counts.
The in-sample analysis covers 288 months from January 1973 through December 1996, and the
out of sample analysis covers 84 months from January 1997 through December 2003. The paper
comparators come from Table 4. Value weighted issuer returns are absent from the workbook.

3 Methodology

The dependent variable in month ¢ is the equally weighted new issues portfolio return less the
risk free rate. The issuer return equals

Nipo,iRipo, + Nseo,iRseo,t
Nipo,t + Nseo,t
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where the author documentation defines both issuer portfolios over months ¢ — 36 through t — 1.
Each regression estimates

Rissuer,t — Rf,t =+ ,B(Rm,t - Rf,t) + sSMB; + hHML; + €.

Panel A uses standard SMB and HML, Panel B substitutes purged HML, Panel C substitutes
purged SMB, and Panel D uses both purged factors. OLS t-statistics use White HCO covariance.

Key differences from the paper. The in-sample period, portfolio timing, factors, and inference
all match the paper. The authors note that they could not reproduce every published value exactly
with the updated workbook, so the replication takes the documented update as given rather than
tuning inputs to match Table 4. The VW rows fall outside the scope because the author workbook
supplies only EW issuer returns.

4 Results

4.1 Table 4 equally weighted rows

Table 1: New Issues Three Factor Intercepts

Panel Paper « (t) Replication a (t)

AEW —0.40(—4.10) —0.3387 (—3.5022)
BEW —0.44 (—4.44) —0.3686 (—3.7542)
CEW —0.49(—422) —0.4297 (—3.7969)
DEW —0.56(—4.70) —0.4855 (—4.1397)

Monthly percentage returns. White HCO t-statistics.

No fixed effects. N = 288 months in every regression.

The signs and significance agree in all four panels. Purging HML changes the intercept by —0.0299
percentage points. Purging SMB produces the larger change of —0.0911. Purging both factors
changes the intercept by —0.1468 relative to Panel A, compared with the paper’s —0.16.



4.2 Out-of-sample analysis

Table 2: Out-of-Sample EW Intercepts, 1997-2003

Panel

00S « (t)

AEW
BEW
CEW
DEW

—0.4212 (—1.0549)
—0.4464 (—1.1135)
—0.4208 (—1.0385)
—0.5120 (—1.2507)

Monthly percentage returns.

White HCO t-statistics.

No fixed effects. N = 84 months in every regression.

Every out of sample intercept remains negative, and Panel D is —0.0908 percentage points more
negative than Panel A. No t-statistic exceeds 1.96 in absolute value, so the out of sample evidence

preserves the directional pattern while weakening the inference.
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