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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/S0304-
405X(00)00040-4.

1 Summary

1.1 The Paper

Brav, Geczy, and Gompers ask whether poor long run returns after equity issuance form a distinct
anomaly. They study 4,526 seasoned equity offerings and 4,622 initial public offerings from 1975
through 1992. Table 6 estimates time series factor models on rolling five year SEO portfolios. The
equal weighted three factor alpha is negative and significant. A momentum factor reduces the
alpha, while underperformance remains concentrated among smaller issuers.

1.2 Replication Findings

The headline result replicates qualitatively. The equal weighted three factor alpha equals —0.0032
with a t statistic of —3.35, against —0.0037 and —4.81 in the paper. Adding the paper defined
PR12 factor cuts the alpha to —0.0012 with a f statistic of —1.36, where the paper reports —0.0019
and —1.77. Three factor alphas fall in magnitude from small to large offerings, and every four
factor alpha in the replication is insignificant. An out of sample test that leaves the specification
unchanged and moves to 1993 through 2009 offerings confirms the momentum attenuation over
1994 through 2014.



2 Data

The paper identifies seasoned equity offerings from Investment Dealers” Digest. The replication
substitutes a long history SDC Platinum new issues file because that vendor extract is not avail-
able. It keeps public common stock follow ons from 1975 through 1992 and excludes unit securi-
ties, which yields 6,160 source offers. A contemporaneous CUSIP6 link to CRSP common stocks
on the NYSE, AMEX, or Nasdagq retains 5,534 offers by 3,251 firms. The paper reports 4,526 offers
by 2,772 firms. The modern SDC vintage therefore has 22.3 percent more linked offers and lacks
an exact flag for a primary share component.

CRSP supplies monthly returns, delisting returns, prices, shares outstanding, names, share codes,
and exchange codes, drawn from the monthly stock file (crsp.msf), the names file (crsp.msenames),
and the delisting file (crsp.msedelist). The replication combines ordinary and delisting returns
within each security month. The Ken French monthly three factor file supplies RMRF, SMB, HML,
and the risk free rate. Monthly CRSP returns construct the paper’s PR12 factor with the stated top
half minus bottom half breakpoint. CUSIP6 links the offering file to CRSP, while PERMNO carries
returns through the portfolio build.

3 Methodology

For each issue, the replication retains returns in months 1 through 60 after issuance. Repeat of-
ferings remain separate issue observations. The equal weighted portfolio averages issue returns,
and the value weighted portfolio weights them by prior month market equity. Each issue enters a
fixed size tercile based on market equity one month before issuance. Monthly total return equals
(1+RET)(1+ DLRET) — 1 when both components exist.

For portfolio p, the three factor model is
rp,t — Vf,t = lXp + ‘BPRMRFt + SPSMB,} + thMLt —+ Sp,t-

The four factor model adds g, PR12;. PR12 compounds stock returns from ¢ — 12 through t — 2,
splits eligible stocks at the median, and subtracts the equal weighted current loser return from
the winner return. OLS uses conventional standard errors and no fixed effects. The in sample
regressions cover January 1976 through December 1997.

Key differences from the paper. SDC substitutes for Investment Dealers” Digest and covers a
broader vintage. It does not identify the primary share component for every offer. The paper does
not state the breakpoint universe for the three size terciles, so the replication applies full sample
issue size terciles. These differences affect sample composition but leave the target period, holding
horizon, return definition, and factor construction intact.



4 Results

4.1 Table 6 Panel A

Table 1: Rolling SEO Portfolio Alphas

Three factor Four factor
Portfolio Paper Replication Paper Replication
Equal weighted —0.0037 —0.0032 —0.0019 —0.0012
[—4.81] [-3.35] [-1.77] [—1.36]
Value weighted  —0.0014 —0.0013 —0.0019 —0.0008
[—1.36] [—1.24] [-2.56] [—0.72]
Small —0.0069 —0.0041 —0.0006 —0.0017
[—4.32] [—3.06] [—0.53] [—1.33]
Medium —0.0026 —0.0028 —0.0021 —0.0004
[—3.16] [—2.29] [—2.42] [—0.36]
Large —0.0016 —0.0022 —0.0008 —0.0010
[—1.77] [—1.81] [-0.85] [—0.77]

Bracketed values are conventional OLS ¢ statistics. The models have no
fixed effects. Each replication regression has 264 months and draws from
5,534 offers by 3,251 firms. The paper reports 4,526 offers by 2,772 firms.

The equal weighted three factor regression preserves the paper’s negative and significant alpha.
PR12 reduces the replication alpha by 62 percent and removes significance. The factor therefore
captures the same momentum related return covariation emphasized by the paper. The three
factor size results also preserve the ranking. Small issues have the most negative alpha, followed
by medium and large issues. The replication differs in the four factor value weighted and medium
portfolios, where its alphas are closer to zero. The broader SDC vintage and fixed issue size sorts
change portfolio composition most directly in these cells.

4.2 Out of Sample Test

Table 2: Out of Sample Rolling SEO Portfolio Al-

phas
Portfolio Three factor Four factor
Equal weighted —0.0032 [-2.36] —0.0013 [—1.47]
Value weighted ~ —0.0043 [—4.31] —0.0042 [—4.12]
Small —0.0035 [-1.68] —0.0015 [—0.83]
Medium —0.0018 [-1.35] —0.0002 [—0.23]
Large —0.0033 [-2.19] —0.0015 [—1.28]

Bracketed values are conventional OLS ¢ statistics. The
models have no fixed effects. Each regression has 252
months and draws from 6,603 offers by 4,030 firms issued
from 1993 through 2009.

The out of sample equal weighted result confirms the main mechanism. The three factor alpha
remains negative and significant, while PR12 removes significance. The small issue result weakens
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and loses significance. Value weighted underperformance persists in both models, so momentum
does not absorb every post 1992 pattern.



