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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:10.1093/rfs/hhi023.

1 Summary

1.1 The Paper

Hou and Moskowitz measure how severely market frictions affect a stock by the delay with which
its price responds to market-wide information. They regress each stock’s weekly return on the
contemporaneous and four lagged weekly market returns and summarize the lagged response in
a delay measure D1. Sorting CRSP stocks into delay deciles over July 1964 to December 2001,
they find that the most delayed firms earn a return premium near twelve percent per year. The
premium survives adjustment for size, book-to-market, and momentum, and liquidity does not
explain it. It also concentrates almost entirely in the highest-delay decile, a segment worth under
0.02 percent of market capitalization. Frictions tied to investor recognition rather than liquidity
drive the effect.

1.2 Replication Findings

The headline premium matches in sign and significance in all four cells of Table 2 Panel A. The
raw decile 10 minus decile 1 spread is 1.23 percent per month equal weighted (t = 4.01) against the
paper’s 1.34 (4.27), and 0.96 value weighted (3.13) against 0.99 (3.17). The adjusted spreads, built
on the paper’s monthly nested size, BE/ME, and momentum benchmark, are 0.67 (5.90) equal
weighted and 0.67 (4.51) value weighted, against the paper’s 1.33 (7.97) and 0.95 (6.69). Over the
post-sample period 2002 to 2024, all four spreads remain positive but lose statistical significance.



2 Data

The replication draws on CRSP and Compustat alone. Weekly stock returns compound daily re-
turns from Wednesday to the following Wednesday, taken from the CRSP daily stock file (crsp.dsf)
for all common stocks (share codes 10 and 11), NYSE and AMEX from 1963 and NASDAQ from
1973. The CRSP value-weighted market return, the news to which stocks respond, is recon-
structed from the daily file by value-weighting daily returns on lagged market capitalization, and
it matches the official Fama-French market series at a correlation of 1.000. Monthly portfolio re-
turns come from the CRSP monthly stock file (crsp.msf), delisting returns come from the CRSP
delisting file (crsp.msedelist), and end-of-June market capitalization supplies the value weights.
Compustat annual fundamentals (comp.funda), linked to CRSP through the CRSP/Compustat
merged link table, supply book equity, defined as in Fama and French (1993), for the book-to-
market characteristic benchmark. The in-sample panel holds 9.9 million weekly stock observa-
tions and 1,918,126 target stock-months across 450 months. The paper’s Section IV recognition
tests additionally use I/B/E/S, institutional ownership, and advertising data. Those tests lie out-
side the headline Table 2 Panel A and outside this replication.

3 Methodology

Each June, we regress stock j’s weekly return on the contemporaneous and four lagged weekly
market returns over the prior year,
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A higher D1 means that lagged rather than contemporaneous market moves capture more of the
stock’s return variation.

Individual-stock delay is noisy, so the paper shrinks it. Stocks are sorted into ten size deciles
and, within each, into ten first-stage delay deciles. The equal-weighted weekly return of each of
the 100 cells is then formed, the delay regression is re-estimated on each cell’s entire past history
at every June, and the cell’s delay is assigned to its member stocks. Stocks are finally sorted into
delay deciles, and equal- and value-weighted monthly returns run from July to June.

The dependent variable for the adjusted rows is the stock’s monthly return minus the return
of its DGTW benchmark. That benchmark is one of 125 portfolios formed monthly by sorting first
on size, then on book-to-market within size, then on momentum within the 25 size and book-to-
market groups. Value-weighted benchmarks use end-of-June market capitalization for the follow-
ing July to June holding year.

Inferred convention. The second-stage size-by-delay sort uses all-stock breakpoints, following
the paper’s wording. Monthly size sorting uses prior-month capitalization so membership is
known before the return being benchmarked. Neither convention is selected based on closeness.



4 Results

4.1 Table 2 Panel A, the delay premium

Table 1 reports the delay decile portfolios. The premium rises monotonically across deciles and
comes from the long side, the high-delay decile 10, with decile 1 near zero after characteristic
adjustment, exactly the asymmetry the paper emphasizes.

Table 1: Price-delay D1 decile portfolio returns, July 1964 to December 2001. Monthly percent,
t-statistics in parentheses, OLS on the time series of portfolio returns. Value weights use end-of-
June market capitalization. Adjusted returns subtract the DGTW 125 size, book-to-market, and
momentum benchmark.

Decile 1 Decile 2 Decile 9 Decile 10 10—-1

Raw. EW Replication  1.07 (4.48) 1.15(4.31) 1.63(5.07) 2.30(6.37) 1.23 (4.01)
' Paper 113 (4.69) 115 (4.42) 142 (427) 247 (6.61) 1.34(4.27)
R, VIV Replication 097 (4.48) 1.00 (4.67) 141 (4.69) 193 (552) 0.96 (3.13)
' Paper 1.07 (4.89) 119 (5.05) 1.28(4.02) 2.06(5.69) 0.99 (3.17)
. Replication  0.04 (2.21)  0.03 (1.02) 0.16 (249) 0.71 (6.63) 0.67 (5.90)
Adjusted, EW Paper -0.01(-0.37) 0.03(0.94) 0.29 (3.39) 1.32(8.30) 1.33(7.97)
. Replication ~ 0.01 (1.09)  0.00 (0.06) 0.18 (1.79) 0.68 (4.65) 0.67 (4.51)
Adjusted, VW Paper -0.03 (-1.50) 0.06 (1.72) 021 (2.49) 0.93 (6.63) 0.95 (6.69)

The raw spread replicates closely on both weightings, 1.23 against 1.34 equal weighted and
0.96 against 0.99 value weighted, with matching t-statistics above three. Both adjusted spreads
remain positive and strongly significant, but they are smaller in magnitude, 0.67 against 1.33
equal weighted and 0.67 against 0.95 value weighted. The benchmark follows the paper’s explicit
monthly nested sort rather than a construction chosen for numerical agreement. The realized
target has all 450 stated months and 1,918,126 stock-months.

4.2 Out-of-sample test, 2002-2024

Table 2 applies the identical specification to the 276 months after the paper’s sample.

Table 2: Out-of-sample delay D1 10—1 spread, January 2002 to December 2024. Monthly percent,
t-statistics in parentheses.

Equal weighted Value weighted

Raw 0.54 (1.54) 0.35 (1.12)
Adjusted  0.31(1.77) 0.23 (0.92)

The premium weakens. The raw spread falls to 0.54 equal weighted and 0.35 value weighted.
The characteristic-adjusted spreads are 0.31 (1.77) equal weighted and 0.23 (0.92) value weighted.
The direction holds, but none of the four out-of-sample spreads is statistically significant.



