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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/j.1540-
6261.2004.00627.x.

1 Summary

1.1 The Paper

Durnev, Morck and Yeung ask whether more informative stock prices go with better capital allo-
cation. They measure price informativeness by firm-specific return variation from daily CRSP re-
turns over 1990–1992, and investment efficiency by the distance from one of an industry’s Tobin’s
marginal q, estimated industry by industry on 1993–1997 annual data. Table V regresses (q̇ − 1)2

and |q̇ − 1| on ln(σ2
c ) or Ψ and controls across 196 three-digit SIC industries. The coefficients of

interest are negative, so capital budgeting sits closer to value maximisation where firm-specific
return variation is higher.

1.2 Replication Findings

All eight key coefficients carry the paper’s negative sign. None is statistically significant, and the
magnitudes are a quarter to a third of the published ones. The panel behind them comes from
CRSP and Compustat and follows the paper’s Appendix A.1–A.3, including the recursive real
capital stock, the repricing of long-term debt, and the full control set. The same construction ap-
plied out of sample, to 2010–2012 return variation and 2013–2017 marginal q, yields eight negative
coefficients, all significant at 5 percent or better.

2 Data

The replication draws on the CRSP daily and monthly stock files, Compustat annual fundamen-
tals and business segments, and the CRSP/Compustat merged link table. Three macroeconomic
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series come from FRED. These are the producer price index for finished goods (WPSFD49207, the
series named in the paper’s footnote 12), the GDP deflator, and Moody’s Baa yield. The sam-
ple is the CRSP/Compustat intersection over 1990–1992, common shares only, non-financial, with
industries defined by the primary three-digit SIC of the largest business segment. Two inputs
are proxied. The Baa corporate bond yield stands in for the Baa preferred dividend yield, and
inventories are deflated by the GDP deflator instead of the paper’s LIFO cohort recursion.

3 Methodology

Firm-specific return variation follows equations (1)–(5). Each firm’s daily return is regressed on
value-weighted market and industry indices, both excluding the firm in question, and the industry
sums of squares are aggregated and log-transformed. Marginal q follows (A4)–(A8). Real PP&E
comes from the ten-year recursion with 10 percent depreciation and PPI deflation, inventories are
deflated, long-term debt is repriced from a fifteen-year vintage profile of par coupon bonds, and
∆V/A−1 is regressed industry by industry on ∆A/A−1, V−1/A−1 and D−1/A−1 under the paper’s
outlier rules. Controls are the Table I panel C definitions, including segs and liquidity λ. Table V is
OLS with one-digit SIC fixed effects and heteroskedasticity-consistent standard errors. Equation
(A8) is estimated by OLS rather than the paper’s GLS, which is not identified on unbalanced
within-industry panels.

4 Results

Table 1: Key coefficient of Table V. Paper columns are published values from Durnev, Morck and
Yeung (2004) Table V (probability levels in the paper’s own convention); replication columns are
estimated here.

Spec Variable Repl. coef Repl. t Paper coef Paper p

5.1 ln(σ2
c ) −0.276 −0.80 −0.701 0.08

5.2 ln(σ2
c ) −0.358 −1.14 −0.760 0.04

5.3 ln(σ2
c ) −0.176 −0.53 −0.730 0.05

5.4 Ψ −0.007 −0.03 −0.531 0.11
5.5 ln(σ2

c ) −0.095 −1.03 −0.231 0.06
5.6 ln(σ2

c ) −0.123 −1.41 −0.245 0.02
5.7 ln(σ2

c ) −0.083 −0.91 −0.239 0.03
5.8 Ψ −0.043 −0.58 −0.158 0.09
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Table 2: Out-of-sample estimates: 2010–2012 return variation, 2013–2017 marginal q, 170 indus-
tries. Paper columns repeat the published in-sample values for reference.

Spec Variable OOS coef OOS t Paper coef Paper p

5.1 ln(σ2
c ) −2.103 −2.11 −0.701 0.08

5.2 ln(σ2
c ) −2.457 −2.47 −0.760 0.04

5.3 ln(σ2
c ) −2.397 −2.44 −0.730 0.05

5.4 Ψ −2.232 −2.08 −0.531 0.11
5.5 ln(σ2

c ) −0.435 −2.58 −0.231 0.06
5.6 ln(σ2

c ) −0.513 −3.23 −0.245 0.02
5.7 ln(σ2

c ) −0.501 −3.16 −0.239 0.03
5.8 Ψ −0.467 −3.04 −0.158 0.09

5 Discussion

Two moments of the replication panel differ from the paper’s Table II. Marginal q averages 1.19
(median 1.12) against 0.91 (0.87), and the first-stage diagnostic coefficients the paper prints after
equation (11) do not reproduce in sign, which points at the residual gap between our firm value
(A4) and theirs. Second, the 1990–1992 variance decomposition gives a mean R2 of 0.02 against the
paper’s 0.22, because the aggregate ∑ SSM/ ∑ SST is dominated by the highest-variance firms in
the merged universe. The same procedure applied to 2010–2012 returns gives 0.235 and a mean
Ψ of 1.332, against the paper’s 0.219 and 1.343, so this is a property of the 1990–1992 sample
composition rather than of the estimator. The cross-industry dispersion of ln(σ2

c ), which is what
the Table V slope uses, is 0.74 against the paper’s 0.81.

The replication therefore reproduces the direction of the paper’s finding everywhere and its
statistical strength only out of sample.
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