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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-
6261.2006.00893.x.

1 Summary

1.1 The Paper

Hou and Robinson (2006) find that firms in more concentrated industries earn significantly lower
returns, with a spread of roughly 4% per year between the most competitive and the most concen-
trated quintiles. The result holds after controlling for size, book-to-market, momentum, beta, and
leverage. To reach it, the authors build Herfindahl indices from Compustat sales within indus-
tries defined by CRSP SIC codes, sort firms into concentration quintiles, and run Fama-MacBeth
regressions of monthly stock returns on the Herfindahl index and standard controls.

1.2 Replication Findings

The main result replicates partially. H(Sales) is negative in every specification we estimate, but
the full Fama-MacBeth specification puts the coefficient at —0.34 (t = —1.91) against the paper’s
—0.42 (t = —3.42), so the sign matches while conventional significance does not. Adding only
size, book-to-market, and momentum gives —0.46 ({ = —2.32). In a non-overlapping out-of-
sample test covering 2002 through 2025, the concentration premium persists, with H(Sales) equal
to —0.50 (t = —2.68) in the full model.

2 Data

The paper draws on the intersection of the CRSP monthly returns file and the Compustat in-
dustrial annual file for NYSE, AMEX, and NASDAQ stocks with share codes 10 or 11, from July
1963 through December 2001. We build the same universe from the CRSP monthly stock file,



implementing the legacy 10/11 share codes through the corresponding U.S. corporate common-
equity fields and retaining primary exchanges N, A, and Q. Compustat annual fundamentals
(comp.funda) supply the accounting variables and the CRSP/Compustat merged link history sup-
plies the links. The post-retirement-asset deduction in the paper’s book-equity definition comes
from comp.aco_pnfnda. We apply Shumway (1997) delisting corrections using the CRSP monthly
delisting file.

The Herfindahl index is computed from Compustat net sales within 3-digit SIC industries
defined by CRSP siccd and then averaged over 3 years. Following Barclay and Smith (1995),
we exclude regulated industries, namely railroads (SIC 401-473), telecommunications (481-489),
utilities (491-499), and financials (600—-699).

The final in-sample panel contains 1,314,548 firm-months spanning 12,942 unique firms and
462 months. The out-of-sample panel for 2002 through 2025 contains 763,064 firm-months and
7,540 firms.

3 Methodology

We target Table IV Panel B, the firm-level Fama-MacBeth cross-sectional regressions. Each month
we regress individual stock returns, in percent and adjusted for delisting bias, on the H(Sales)
index of the firm’s 3-digit SIC industry together with firm-level In(Size), In(B/M), momentum,
post-ranking beta, and leverage. Momentum is the cumulative return from t — 12 to t — 2. Beta
follows the Fama-French (1992) procedure, using 10x10 size and pre-ranking-beta portfolios with
Dimson sum-betas. Leverage is book liabilities over total market value. We report time-series
means of the monthly cross-sectional coefficients with Fama-MacBeth ¢-statistics.

Remaining ambiguities. Three implementation details are not pinned down by the paper.
The exact regulated-industry SIC list from Barclay and Smith (1995) is not stated, so we use the
standard exclusion ranges. The beta procedure leaves some minimum-observation and breakpoint
choices unstated. Rolling windows are counted in observations rather than calendar months,
which matters only for a small number of gaps.



4 Results

4.1 In-Sample: Fama-MacBeth Regressions (Table IV Panel B)

Table 1: Firm-Level Fama-MacBeth Regressions: Replication vs. Paper
H(Sales) In(Size) In(B/M) Mom  Beta  Leverage

Specification 1: H(Sales) only
Replication =~ —0.32

(—1.28)
Paper —0.35
(—2.41)
Specification 3: H(Sales) + Size + B/M + Momentum
Replication ~ —0.46 -0.15 0.36 0.74
(—=2.32) (—2.82) (5.09) (4.51)
Paper —0.44 —0.14 0.35 0.55

(—=3.75) (—2.63) (4.62) (3.32)
Specification 7: Full model

Replication ~—034 —016 036 076 —016  —048
(-191) (=352) (5.92) (5.00) (—059) (—2.75)
Paper ~042 -018 039 059 —041  —033

(—=3.42) (—3.81) (6.62) (3.78) (=195) (—1.70)
Fama—-MacBeth t-statistics in parentheses. Full-model N = 1,147,048.

The H(Sales) coefficient is negative in every reported specification. With size, B/M, and momen-
tum controlsitis —0.46 (t = —2.32), close in sign and scale to the paper. In the full model itis —0.34
(t = —1.91), so the point estimate remains negative but the paper’s conventional significance does
not fully carry over. The univariate estimate is —0.32 (t = —1.28).

4.2 Out-of-Sample Test (2002-2025)

Table 2: Out-of-Sample Fama-MacBeth Regressions (2002-2025)
H(Sales) In(Size) In(B/M) Mom Beta  Leverage

Spec (1) —0.35

(—1.22)
Spec(3) —052 001 0.22 —0.06
(—2.19)  (0.14)  (2.95) (—0.25)
Spec(7) —050 —0.02 013  —008 —0.13 0.37

(—2.68) (—033) (2.03) (—033) (—037)  (0.93)
N = 763,064 firm-months overall. 7,540 firms. Fama—-MacBeth t-stats.

The concentration premium survives out of sample. In the full model, H(Sales) equals —0.50 (t =
—2.68), matching the paper’s sign and statistical significance. Book-to-market remains positive



and significant, while size, momentum, beta, and leverage are not significant in the out-of-sample
full model.



