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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/hhj032.

1 Summary

1.1 The Paper

The paper asks whether investor overconfidence drives trading volume. The authors estimate vec-
tor autoregressions and impulse-response functions on monthly turnover and returns for NYSE
and AMEX common stocks from August 1962 to December 2002, at the market level and for 1878
individual securities. Market-wide turnover rises strongly after high market returns, even after
controlling for volatility and return dispersion. Individual security turnover responds to both
lagged own returns, read as the disposition effect, and lagged market returns, read as overconfi-
dence. Both effects concentrate in small-cap stocks and earlier decades.

1.2 Replication Findings

The market-level results replicate exactly. The first lagged market-return coefficient in the turnover
equation is 0.870 (t = 6.7) against the paper’s 0.819, and the second lag is 0.452 against 0.433, with
identical standard errors and significance. Table 1 descriptive statistics match to the decimal, and
the turnover-shock impulse response matches the paper’s 3.0% exactly. The market-return-shock
impulse response shares the paper’s sign, shape and six-month persistence but is plotted at a 2.6 x
smaller magnitude. Scaling the shock to the turnover residual standard deviation reconciles the
plotted level, although the paper does not identify that convention. Out of sample the lead-lag
relationship vanishes. Over 2003-2024 the lagged market-return coefficients turn negative and
insignificant, which extends the paper’s own documented decline of the effect over time.



2 Data

All data come from CRSP. The monthly stock file (crsp.msf) supplies shares traded (VOL, reported
in hundreds of shares), shares outstanding (SHROUT, thousands), prices and returns. The daily
stock file (crsp.dsf) supplies daily returns for realized volatility, crsp.msenames supplies share
and exchange codes, and crsp.msedelist supplies delisting returns. The universe is NYSE/AMEX
common stocks (exchcd€ {1,2}, shrcde {10,11}), which excludes closed-end funds, REITs and
ADRs. NASDAQ is excluded because its volume conventions differ. July 1962 is retained only to
form lagged shares and capitalization, so the sample runs exactly from August 1962 to December
2002 with 485 monthly observations. Securities are tracked by PERMNO and merged to names by
date overlap. Nothing outside CRSP enters the analysis, so this is a full in-sample replication on
the paper’s own data source.

3 Methodology

Security turnover is T; = VOL,;; x 100/ (SHROUTS?f1 % 1000), where prior shares are converted
into current split units using CFACSHR. Market turnover is the value-weighted average Ty =
Y_; w; T; with beginning-of-month capitalization weights. The endogenous turnover variable mturn
is the Hodrick-Prescott detrended natural log of Tx; (A = 14,400, monthly), times 100. The mar-
ket return mret is the value-weighted return with dividends over the same universe. Volatility
msig follows French, Schwert and Stambaugh, msig% =Y. r% +2Y . rerr—1, computed from daily
value-weighted market returns. Dispersion disp is the value-weighted cross-sectional standard
deviation of monthly returns. The target Table 4 estimates the bivariate VAR
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estimated equation by equation by OLS with homoskedastic standard errors, exactly as in the pa-
per. Impulse responses iterate the companion form after a one-standard-deviation residual shock.
Because the HP filter is two-sided, it is applied separately within the paper and out-of-sample
estimation windows.

Key differences from the paper. Two remain. First, realized volatility averages 4.03% against
the paper’s 3.70%, reflecting a fixed-within-month daily weighting convention. Volatility is a
control and does not affect the headline. Second, the figure-level market-return impulse response
uses a different shock normalization, discussed in Section 4.3. The underlying coefficients, which
generate the impulse response, match.

4 Results

4.1 Table 1: Descriptive statistics

Table 1 compares the full-sample market moments. Turnover, return, dispersion and detrended-
log turnover match almost exactly. Only volatility diverges, and only slightly.



Table 1: Market descriptive statistics, August 1962—-December 2002 (percent).

Mean Std. dew.
Variable Mine Paper Mine Paper
Market turnover 4.09 4.04 256 2.52
Detrended log turnover (mturn)  0.00 0.00 1414 1425
Market return (mret) 0.95 094 434 4.35
Volatility (msig) 4.03 370 215 2.06
Dispersion (disp) 7.06 710 185 1.88

N = 485 (paper 485). NYSE/AMEX, shrcd 10/11, exchcd 1/2.

4.2 Table 4: Market VAR

Table 2 reports the turnover equation. Both lagged market-return coefficients reproduce the paper
within five percent with identical standard errors, and both are highly significant, with t above 3
at lag two and above 6 at lag one. This confirms the first key finding. The lagged-turnover au-
tocorrelation and the contemporaneous volatility and dispersion loadings also match. The return
equation, not tabulated here, reproduces the paper’s only anomaly, a positive significant fifth-lag
return autocorrelation (0.133, p = 0.00, paper 0.125).

Table 2: Turnover equation of the market VAR. Dependent variable mturn.

Coefficient Std. error

Term Mine Paper Mine Paper

mturn;_1 0.299 0.284 0.047 0.047
mturn; _», 0194 0204 0.048 0.048
mret;_q 0.870 0.819 0.130 0.133
mret;_» 0.452 0.433 0.133 0.136
msig, 1934 1.712 0.283 -
disp, 4830 5.024 0.417 -

VAR(10) with contemporaneous and two lags of msig, disp. OLS standard errors. N = 475 regression rows after lags.
Full coefficient set in results/final-table.txt.

4.3 Figure 2: Impulse responses

Figure 1 shows the market impulse responses. The turnover-shock response (Panel A) peaks at
2.97% in month one, matching the paper’s 3.0%, and decays over five months. The market-return-
shock response (Panel B) is positive and persists for six months with the same shape as the paper.
Its plotted magnitude is smaller, with month one at 3.31% here against the paper’s 8.6%. Back-
solving the paper’s reported month-one and month-two values from the estimated coefficient
matrices implies a shock of about 10.5, close to the turnover-equation residual standard devia-
tion rather than the market-return residual standard deviation of 3.8. The gap is consistent with
a shock-normalization difference rather than a difference in the estimated dynamics, since the
impulse response is a deterministic function of the matched coefficients.
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Figure 1: Market impulse responses (own-residual-SD shocks, non-orthogonalized). Panel A
matches the paper’s 3.0% month-one value; Panel B matches the paper’s sign, shape and six-
month persistence.

4.4 Out-of-sample extension, 2003-2024

The same VAR estimated on 264 post-paper months reverses the result. The lagged market-return
coefficients in the turnover equation turn negative and insignificant (mret;_; = —0.151, p = 0.45,
and mret; , = —0.113, p = 0.57), and the cumulative six-month impulse response is —1.64%.
The mechanism is the one the paper itself flags. Tables 5 and 6 show the effect declining almost
monotonically across the four sample decades as the retail-investor share fell, and it was already
weakest in 1993-2002. Two further decades of institutional and algorithmic dominance erase the
market-level overconfidence signal.

5 Conclusion

The paper’s first key finding, that market turnover rises after high market returns, replicates ex-
actly on the original CRSP data, with coefficients and standard errors matching closely. The only
remaining frictions are a marginally higher volatility control and a figure-level impulse-response
normalization. The effect has since disappeared out of sample, consistent with the paper’s own
evidence that it is driven by retail investors whose market share has shrunk.
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