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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/j.1540-
6261.2006.00895.x.

1 Summary

1.1 The Paper

Pirinsky and Wang ask whether a stock comoves with other firms headquartered in the same
metropolitan area once market and industry returns are controlled for. They combine monthly
CRSP returns from 1988 through 2002 with historical headquarters locations and Fama–French
industries, then estimate firm-level regressions in three five-year windows. Local betas are large
and positive, and they survive industry controls. The authors read this as evidence of a geographic
component in equity price formation.

1.2 Replication Findings

The replication qualitatively confirms the headline Model 2 result. Model 1 local betas closely
match the paper in all three windows. Model 2 and Model 3 local betas remain positive and
strongly significant, though attenuated. The replication implements the complete target, includ-
ing prior-five-year selection of two related industries. A same-method extension over four com-
plete windows from 2003 through 2022 produces positive and significant conditional local betas
throughout. Headquarters are point-in-time, taken from Loughran–McDonald 10-X filing headers
where available and backfilled only where the Serfling historical state panel validates the backfill.
Firm-years whose current-address assignment cannot be validated are excluded from the headline
sample and retained in an inclusive sensitivity.
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2 Data

The paper uses CRSP monthly stock returns, Compustat headquarters, Compact Disclosure histor-
ical headquarters, OMB 1993 metropolitan definitions, and Fama–French 48 industries. It studies
domestic common stocks on NYSE, AMEX, and NASDAQ from January 1988 through December
2002 and excludes REITs, closed-end funds, and ADRs.

The replication draws returns and identifiers from the CRSP monthly stock file (crsp.msf), the
CRSP monthly name history (crsp.msenames), the CRSP monthly market index (crsp.msi), and
the CRSP/Compustat merged link table (crsp.ccmxpf lnkhist), together with Fama–French factors
and the FF48 SIC map. Loughran–McDonald 10-X filing headers supply annual business-address
city, state, and ZIP from 1994 onward. The Serfling panel validates interstate-move history. A
2014 ZIP crosswalk and the official June 30, 1993 OMB file assign counties to broad MSA/CMSA
areas. The headline in-sample panel has 782,716 firm-months and 10,224 stocks. December 1995
has 4,545 firms in 91 MSAs, against 5,122 firms in 95 areas in the paper. Assigning each firm its
current Compustat address in every month instead would give 5,951 firms in 113 areas, and the
inclusive sensitivity gives 6,078 in 118. The headline out-of-sample panel has 788,876 firm-months
and 8,720 stocks.

3 Methodology

The dependent variable is the monthly stock excess return, Rit − R f t. For each firm and five-year
window, Model 1 estimates

Rit − R f t = αi + βLOC
i RLOC

t + βMKT
i RMKT

t + ε it.

The local index is an equal-weighted, leave-one-out excess return for the firm’s MSA/CMSA, and
the market index is the CRSP value-weighted excess return. Model 2 adds the equal-weighted,
leave-one-out return of the firm’s FF48 industry, computed over the same matched estimation
sample that defines the local index. Model 3 adds two other industry returns. The first maxi-
mizes univariate R2 for the stock over the prior five years, and the second maximizes joint R2

conditional on the first. Each firm regression requires 24 monthly observations. The table reports
cross-sectional mean betas and t-statistics formed as the mean over its cross-sectional standard
error.

Key differences from the paper. Compact Disclosure is unavailable, and filing-header cover-
age is thin in 1994 and 1995. Before a firm’s first observed filing location, the MSA is backfilled only
if the Serfling state path validates no interstate move. Otherwise the current Compustat location
is headline-eligible only when its state matches Serfling, and other assignments appear only in the
inclusive sensitivity. Serfling cannot resolve within-state moves, so residual measurement error
remains. No regression standard errors are clustered because inference rests on the cross-sectional
t-statistic of estimated firm betas.
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4 Results

4.1 Table II

Table 1: Local beta comparison

Model Period Paper βLOC Paper t Repl. βLOC Repl. t Stocks

1 1988–1992 0.760 37.06 0.759 33.90 3,320
1 1993–1997 0.715 50.42 0.733 51.39 5,190
1 1998–2002 0.817 51.93 0.814 54.72 5,771

2 1988–1992 0.545 22.58 0.387 13.88 3,320
2 1993–1997 0.532 27.37 0.307 17.17 5,190
2 1998–2002 0.459 23.08 0.281 15.78 5,771

3 1988–1992 0.657 22.18 0.272 8.77 2,231
3 1993–1997 0.628 26.29 0.206 8.88 3,139
3 1998–2002 0.575 23.37 0.193 9.20 3,660

Each entry is a cross-sectional mean of firm-level time-series betas. The t-statistic uses the cross-sectional standard
error. Models contain no fixed effects beyond firm-specific time-series intercepts and no clustered standard errors.

Model 1 is the closest replication. The local beta is 0.759, 0.733, and 0.814 with t-statistics of 33.90,
51.39, and 54.72. The paper reports 0.760, 0.715, and 0.817. Industry controls reduce the repli-
cation’s local beta more sharply than in the paper. Model 2 produces 0.387, 0.307, and 0.281, all
significant well beyond 1%, against the paper’s 0.545, 0.532, and 0.459. Model 3 produces 0.272,
0.206, and 0.193, all significant. The inclusive Model 2 sensitivity is 0.342, 0.292, and 0.274, so the
directional result does not depend on excluding uncertain locations.

4.2 Out-of-Sample Results

Table 2: Out-of-sample local betas

Model Period βLOC t Stocks

1 2003–2007 0.702 42.81 4,131
1 2008–2012 0.658 34.96 3,411
1 2013–2017 0.684 31.67 3,229
1 2018–2022 0.730 37.67 3,235

2 2003–2007 0.248 11.98 4,131
2 2008–2012 0.230 10.76 3,411
2 2013–2017 0.242 8.73 3,229
2 2018–2022 0.324 13.22 3,235

3 2003–2007 0.185 7.62 3,425
3 2008–2012 0.157 6.23 2,739
3 2013–2017 0.156 4.96 2,452
3 2018–2022 0.196 7.66 2,399

Inference uses cross-sectional standard errors of firm betas. Models contain firm-specific time-series intercepts and no
clustered standard errors.
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Local comovement remains positive after 2002. Model 1 estimates range from 0.658 to 0.730.
Model 2 estimates range from 0.230 to 0.324 and are significant in all four windows. Model 3 es-
timates range from 0.156 to 0.196 and are also significant in all four windows. The out-of-sample
extension therefore confirms the paper’s directional claim.
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