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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/jofi.12162.

1 Summary

1.1 The Paper

Loughran and McDonald ask whether traditional readability formulas capture the effective com-
munication of valuation-relevant information in 10-K filings. They combine EDGAR filings from
1994 through 2011 with CRSP and Compustat data. Their main market test regresses post-filing
market-model RMSE on readability measures and firm controls. Table VI reports that larger gross
filing size predicts greater subsequent return volatility, while the Fog Index adds little explanatory
power.

1.2 Replication Findings

Table VI column (1) replicates qualitatively. Log file size carries a coefficient of 0.0695 with a
t-statistic of 4.67 on 64,214 filings, against the paper’s 0.073 with a t-statistic of 4.60 on 66,707
filings. The replication sample equals 96.3 percent of the paper sample. The same test run on
2012 through 2023 produces 0.0065 with a t-statistic of 0.10 on 34,193 filings, so the effect does not
remain statistically significant out of sample. The filing summary file lacks sentence counts, which
prevents a direct replication of the separate Fog Index columns but does not impair the file-size
specification.

2 Data

The filing input is the Loughran-McDonald 10-X summary file, which supplies CIK, filing date,
form type, gross file size, word count, and Fama-French industry. The sample retains forms 10-K,
10-K405, 10KSB, and 10KSB40 and excludes amendments. Compustat names (comp.names) link
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CIK to gvkey, and the CRSP/Compustat merged link history (crsp.ccmxpf lnkhist) maps gvkey to
CRSP permno. The CRSP daily stock file (crsp.dsf) and the CRSP daily index file (crsp.dsi) supply
returns, prices, shares, and the value-weighted market return. CRSP name history (crsp.msenames)
supplies share and exchange codes, and Compustat annual fundamentals (comp.funda) supply
book equity. The paper’s duplicate, spacing, word-count, common-stock, price, positive-book-
equity, and return-availability screens produce 64,214 filings and 10,050 securities from 1994 through
2011. The out-of-sample period contains 34,193 filings and 5,566 securities from 2012 through 2023.
No crucial source is substituted.

3 Methodology

For each filing, the code estimates rit = αi + βirmt + ϵit on event days 6 through 28 and defines

post-filing RMSE as
√

n−1 ∑t ϵ2
it, requiring at least 10 post-filing observations. Pre-filing alpha

comes from a market model on days [−252,−6] and pre-filing RMSE from a separate market
model on days [−257,−6]. The filing-period control is the absolute two-day buy-and-hold stock
return minus the corresponding value-weighted market return.

The target regression explains post-filing RMSE with log gross file size, pre-filing alpha, pre-
filing RMSE, absolute filing-period abnormal return, log market capitalization, log book-to-market,
and a NASDAQ indicator. Calendar-year and Fama-French 48-industry fixed effects enter along-
side these regressors, and standard errors cluster by filing year and industry.

Key differences from the paper. The data vintage and the current CIK, CCM, and Compustat
links yield 2,493 fewer observations than the paper. The package does not reproduce the Fog Index
columns because the filing summary file has no sentence counts. The file-size column otherwise
uses the paper’s sample window, variable definitions, controls, fixed effects, and clustering.

4 Results

4.1 Table VI Column (1)

Paper Replication

Log(file size) 0.073 0.0695
(4.60) (4.67)

R2 46.96% 47.28%
Filings 66,707 64,214
Securities Not reported 10,050

Year fixed effects Yes Yes
FF48 fixed effects Yes Yes
SE clustering Year and industry Year and industry

Table 1: Post-filing market-model RMSE and filing size. The table reports t-statistics in parenthe-
ses.

The replication coefficient has the paper’s positive sign, nearly the same magnitude, and statistical
significance at the one percent level. The inputs therefore support the paper’s claim. The small
sample shortfall arises before estimation, through current identifier links and accounting-data
availability. It eliminates no important subperiod or security class.
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4.2 Out-of-Sample Test

In sample OOS

Period 1994–2011 2012–2023
Log(file size) 0.0695 0.0065

(4.67) (0.10)
Filings 64,214 34,193
Securities 10,050 5,566

Year and FF48 fixed effects Yes Yes
SE clustering Year and industry Year and industry

Table 2: Identical in-sample and out-of-sample specifications.

The OOS coefficient remains positive but falls to less than one tenth of the in-sample estimate and
loses statistical significance. The extension therefore weakens rather than confirms the paper’s re-
lation. The specification and data construction remain unchanged across periods, so the difference
reflects a lack of post-sample persistence rather than a redesigned test.
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