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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:10.1093/rfs/14.1.29.

1 Summary

1.1 The Paper

Grundy and Martin show that the factor exposure of a momentum strategy moves with the factor
returns realized during the formation period, and that hedging this exposure uncovers a much
larger and steadier profit. The strategy buys recent winners and shorts recent losers among
NYSE and AMEX securities. It ranks securities on cumulative returns over six months, skips
one month, and invests for one month. Hedging the realized market and size exposure raises the
mean monthly profit from 0.44 percent to 1.34 percent and sharply reduces its volatility.

1.2 Replication Findings

The replication reproduces the headline result. Panel A raw profit is 0.50 percent per month with
t = 2.12, compared with 0.44 percent and t = 1.83 in the paper. The realized two factor hedge
gives 1.38 percent with t = 12.22, compared with 1.34 percent and t = 12.11. The feasible hedge
gives 0.59 percent with t = 3.09, compared with 0.63 percent and t = 3.30. The three factor risk
adjusted result is 1.52 percent with t = 7.63, compared with 1.48 percent and t = 7.83. The result
also survives past the paper’s sample. From August 1995 through July 2024, raw profit remains
positive at 0.76 percent with t = 2.04, and two factor risk adjusted profit is 1.17 percent with
t = 5.81.
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2 Data

The paper uses monthly CRSP security returns, the CRSP equal weighted market index, CRSP
capitalization decile returns, and Fama French monthly factors. The replication uses the same
sources. Returns come from the CRSP monthly stock file (crsp.msf), which supplies 5,153,763
security month observations from December 1925 through December 2024. Exchange status comes
from 117,830 dated rows of the CRSP name history file (crsp.msenames). PERMNO links each
security across months.

The two factor inputs are the published CRSP index series rather than reconstructed ones. The
market factor equals crsp.msi.ewretd less the risk free rate. OMT equals the equal weighted
return on CRSP capitalization decile 1 less decile 10, and the decile returns come from the CRSP
index files crsp.ermport1 to crsp.ermport5. Panel B uses the Fama French market, SMB, and
HML factors.

Panel A contains 828 investment months from August 1926 through July 1995. Panel B con-
tains 348 months from August 1966 through July 1995. The feasible two factor series contains 798
months beginning in February 1929. The final formation has 321 securities per decile, compared
with 329 in the paper. The out of sample test contains 348 investment months through July 2024.

3 Methodology

For investment month t, the sample retains NYSE and AMEX securities with returns in every
month from t − 7 through t − 2. It ranks the arithmetic sum of those six returns and assigns equal
count deciles. The raw dependent variable is

rW−L,t =
1

NW,t
∑

i∈Wt

ri,t −
1

NL,t
∑
i∈Lt

ri,t.

The invested legs omit selected securities without a month t return, following the paper’s delisting
convention.

The realized adjustment holds the month t winner and loser cohorts fixed. It calculates that
fixed cohort’s returns over τ = t, . . . , t + 5 and estimates an intercept plus either rEW and OMT or
the Fama French market, SMB, and HML factors. It then subtracts the estimated slopes times the
month t factors from rW−L,t.

The feasible hedge instead looks backward. It retains cohort members with returns throughout
t − 37 to t − 2, estimates the fixed cohort’s exposure over 36 to 60 months ending at t − 2, and
applies the resulting hedge to the same long history cohort’s month t return.

Reported t statistics equal the time series mean divided by its conventional standard error. The
specifications have no fixed effects and use no clustered or HAC adjustment.

Key differences from the paper. The Fama French risk free series starts in July 1926. For Jan-
uary through June 1926, which enter only the earliest feasible histories, the replication uses the
unadjusted CRSP equal weighted return. No other target input or specification is substituted.
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4 Results

4.1 Table 1 Panel A

Table 1 shows the full period results. The raw strategy reproduces the January loss and non Jan-
uary profit. The realized hedge reproduces the paper’s mean, dispersion, and significance. The
feasible hedge also matches the paper’s headline magnitude and begins in February 1929.

Table 1: Panel A monthly profit in percent

Measure Subsample Paper Replication

Raw Overall 0.44 (1.83) 0.50 (2.12)
Raw January −5.85 (−4.93) −5.75 (−4.80)
Raw Non January 1.01 (4.44) 1.07 (4.82)
Risk adjusted Overall 1.34 (12.11) 1.38 (12.22)
Risk adjusted January 0.49 (1.46) 0.49 (1.58)
Risk adjusted Non January 1.42 (12.16) 1.46 (12.22)
Feasible hedge Overall 0.63 (3.30) 0.59 (3.09)

Parentheses contain conventional time series t statistics. Raw and realized adjusted N = 828. Feasible hedge N = 798.
The final formation has 321 securities per decile. No fixed effects or clustered standard errors apply.

Across the full period, the replication’s risk adjusted standard deviation is 3.25 percent, com-
pared with 3.19 percent in the paper. The pre September 1945 raw mean remains negative at −0.77
percent, while its risk adjusted mean rises to 1.21 percent. The later subperiod risk adjusted means
range from 1.36 to 1.57 percent, preserving the paper’s stability result.

4.2 Table 1 Panel B

Panel B also reproduces the three factor result. The raw mean is 0.80 percent with t = 2.52, com-
pared with 0.78 percent and t = 2.45. The risk adjusted mean is 1.52 percent with t = 7.63, com-
pared with 1.48 percent and t = 7.83. The feasible mean is 0.54 percent with t = 2.00, compared
with 0.67 percent and t = 2.47. Each statistic uses 348 months and the same monthly cohorts. No
fixed effects or clustered standard errors apply.

4.3 Out of sample test

The out of sample test runs the unchanged method from August 1995 through July 2024. July
2024 leaves five subsequent CRSP months for every realized exposure estimate. Raw profit is 0.76
percent with t = 2.04. Two factor risk adjusted profit is 1.17 percent with t = 5.81. Three factor
risk adjusted profit is 0.63 percent with t = 2.96. Each statistic uses 348 months. The positive and
significant raw and risk adjusted results confirm the principal finding after the paper’s sample.
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Total-return momentum strategy, Aug 1926 - Jul 1995 (replication)
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Figure 1: Replicated raw momentum profit during the paper’s sample.
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