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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/j.jfineco.2002.11.002.

1 Summary

1.1 The Paper

Lewellen asks whether dividend yield, book-to-market, and the earnings-price ratio predict monthly
aggregate stock returns. A near-unit-root regressor gives the predictive regression the Stambaugh
(1999) small-sample bias, and the standard correction integrates over the regressor’s autocorrela-
tion p. Lewellen shows that imposing only stationarity, p < 1, bounds the bias from above and
sharply shrinks the standard error when the sample autocorrelation sits near one. The resulting
conditional test converts weak OLS and Stambaugh evidence into strong predictability for log
dividend yield over 1946-2000, and more weakly for B/M and E/ P over 1963-2000.

1.2 Replication Findings

The conditional “p ~ 1” estimates, the paper’s central contribution, reproduce almost exactly.
For value-weighted NYSE returns on log DY over 1946-2000 the conditional slope is 0.639 with a
t-statistic of 4.76, against the paper’s 0.663 and 4.67. Across all six tables the conditional slopes
match the paper within a few percent, and several agree to three decimals, including B/ M on
VWNY for 1963-1994 (0.733 versus 0.731) and log DY on EWNY for 1946-1994 (1.030 versus 1.031).
Every significance verdict matches, with OLS modest, Stambaugh insignificant, and the condi-
tional test strongly significant. Out of sample over 2001-2024 the predictors lose persistence and
the conditional evidence does not survive, exactly as the paper’s scope condition predicts.

2 Data

Returns and dividends come from the CRSP monthly stock file (crsp.msf), and accounting data
come from Compustat annual fundamentals (comp. funda). The NYSE equal- and value-weighted
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indices are rebuilt from CRSP monthly common-stock records (exchcd=1, shrcd 10/11). Value
weights use lagged market equity, and returns are measured both cum-dividend (RET) and ex-
dividend (RETX). Dividend yield equals trailing twelve-month dividends divided by the current
price level, where the monthly dividend is the gap between cum- and ex-dividend returns scaled
by the lagged price index.

The aggregate value-weighted B/ M uses Compustat book equity (ceq) and E/P uses operat-
ing earnings before depreciation (oibdp). Each measure is summed over NYSE firms and divided
by summed end-of-month market equity. Accounting figures are lagged four months, retained for
twelve months, and firms must have three years of history. Each ratio uses its own nonmissing
accounting universe. Firms are linked across CRSP and Compustat by gvkey to permno through
the CRSP/Compustat merged link history. The one-month T-bill comes from the Fama-French
three-factor file (Ken French), which extends back to 1926. The five-factor file starts only in 1963
and so cannot price the pre-1963 excess-return regressions.

The dividend-yield sample covers 660 months (1946-2000), and the B/M and E/P samples
cover 451 months (1963-2000). Reconstructed summary statistics match the paper’s Table 1. The
VWNY mean is 1.05 against 1.04 and its skewness of —0.38 is exact, the DY mean is 3.76 against
3.80, the log B/ M mean is 3.95 against 3.91, and the E/P mean is 20.74 against 20.02.

3 Methodology

Each regression predicts the monthly NYSE return, nominal or excess of the T-bill, from the lagged
log ratio. For each return-predictor-period cell the model is r; = a + Bx;—1 + & with x; = ¢ +
px¢—1 + pi. Three estimators are computed.

OLS reports 3, its standard error, and a one-sided p-value. The Stambaugh estimator subtracts
the bias § - E[p — p], where § = cov(§, f1) /var(fi) and the AR(1) coefficient bias comes from Monte
Carlo simulation with 10,000 draws conditioning on the first observation. Its p-value is the frac-
tion of null-simulated slopes that exceed the observed slope. The conditional estimator runs the
augmented regression r; = a + Bx;_1 + y(x; —0.9999 x;_1) + v; from Appendix A.1. The coef-
ficient on x;_; is the bias-adjusted slope, its OLS standard error is exact, and the f-statistic uses
T — 3 degrees of freedom. Standard errors are classical throughout, matching the paper.

Key differences from the paper. The NYSE indices are rebuilt from crsp.msf rather than read
from CRSP’s prepackaged index file. That choice produces a full-sample OLS slope of 0.795 rather
than 0.917, while the conditional estimate stays close at 0.639 rather than 0.663. The accounting
implementation limits each annual value to a twelve-month eligibility window and uses separate
nonmissing universes for B/ M and E/P, which enforces the paper’s previous-fiscal-year defini-
tions. The estimator specification matches the paper.

4 Results

4.1 Dividend yield (Table 2)

Table 1 reports the 19462000 regressions. OLS gives a modest positive slope, the Stambaugh
correction shrinks it to insignificance, and the conditional test restores a strongly significant slope.
The conditional column matches the paper within four percent for every series, and the t-statistics
agree closely (4.76 versus 4.67 for VWNY). Nominal and excess returns coincide because the T-bill
is essentially uncorrelated with DY over this period.



Table 1: Dividend yield and expected NYSE returns, 1946-2000 (660 months).

Replication Paper

Series Estimator B p B p

VWNY OLS 0.795 .039 0.917 027
VWNY Stambaugh 0.120 331 0.196 308
VWNY p~1 0.639 (t4.76) .000 0.663 (t 4.67) .000
EWNY p~1 1.052 (t 4.08) .000 1.115 .000
Exc.VWNY p~1 0.639 (t 4.67) .000 0.661 .000
Exc. EWNY p~=~1 1.052 (t 4.06) .000 1.112 .000

One-sided p-values. Conditional t uses T — 3 d.f.; classical standard errors.

4.2 Conditional estimates across all tables

Table 2 collects the conditional p ~ 1 slopes for selected cells of Tables 3 through 6. The agreement
is tight across periods, indices, and ratios, which is the paper’s headline claim. The conditional
test produces stable, significant evidence of predictability where OLS and Stambaugh waver.

Table 2: Conditional (o ~ 1) slopes, selected cells of Tables 3-6.

Table / period Series Replication B (t) Paper B (p)
3a DY 1946-72  Exc. VWNY 1.188 (4.51) 1.156 (.000)
3a DY 1946-72  EWNY 0.430 (1.04) 0.425 (.152)
3b DY 1973-00 EWNY 1.509 (4.28) 1.608 (.000)
4a DY 194694  VWNY 0.977 (4.83) 0.980 (.000)
4a DY 1946-94  EWNY 1.030 (2.73) 1.031 (.004)
5a B/M1963-94 VWNY 0.733 (2.26) 0.731 (.017)
5b B/M 1963-00 EWNY 1.034 (2.64) 1.032 (.005)
6b E/P 1963-00 EWNY 1.029 (2.28) 0.983 (.012)

Classical standard errors and one-sided tests. N is 324 or 336 months for Table 3, 588 for Table 4, 379 for Tables 5a and
6a, and 451 for Tables 5b and 6b.

4.3 Out-of-sample test, 2001-2024

Over 2001-2024 the predictors lose persistence. The log DY monthly autocorrelation falls to 0.947
(0.959 for B/M, 0.969 for E/P), versus above 0.99 in sample. The paper states that the condi-
tional test adds power only when the sample autocorrelation exceeds roughly 0.98 for a 25-year
sample, and that below that threshold the p ~ 1 assumption over-corrects. The raw OLS slopes
accordingly remain positive and significant (DY on VWNY, OLS 4.14, p 0.005), but the conditional
bias-adjusted slopes turn negative and insignificant (—0.642). The headline conditional evidence
does not carry over because its precondition no longer holds, which illustrates the method’s stated
scope rather than contradicting the in-sample finding.



