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This report was generated autonomously by an Al replication pipeline for the “Does Empirical Finance Repli-
cate?” 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:10.1016/50304-405X(01)00066-6.

1 Summary

1.1 The Paper

Chen, Hong, and Stein ask whether trading volume and past returns forecast crashes, defined as neg-
ative conditional skewness in daily stock returns. They answer that both do. An increase in turnover
relative to trend and high returns over the prior 36 months each forecast more negative skewness over
the next six months. The evidence comes from CRSP daily prices and monthly volume for NYSE and
AMEX common shares from 1962 through 1998, pooled into half-year observations. The baseline regres-
sion adds period fixed effects and controls for lagged skewness, volatility, and size.

1.2 Replication Findings

The replication qualitatively supports the headline result. Detrended turnover is positive and significant
at 1.1226 with a t-statistic of 6.43, against 0.437 and 3.84 in the paper. The most recent return coefficient is
0.2146 with a t-statistic of 12.10, against 0.218 and 10.70. All six return coefficients stay positive, although
one older lag is imprecise. Our sample holds 70,208 rows and 3,211 stocks, against 51,426 observations
in the paper. A modern CRSP vintage and the paper’s unspecified covariance correction prevent exact
magnitude matching. Extending the same specification to 1999 through 2024 preserves both headline
signs, but detrended turnover falls to 0.0101 with a t-statistic of 0.21. We therefore classify the in-sample
result as qualitative and the out-of-sample result as weakened.

2 Data

The paper draws on CRSP daily and monthly stock files, the CRSP value-weighted index, Compustat
book equity for a robustness test, I/B/E/S analyst coverage for Table 6, and Treasury bill returns for
excess-return tests. The baseline column we target needs only CRSP. Daily prices come from crsp.dsf,



value-weighted index returns from crsp.dsi, monthly volume and shares outstanding from crsp.msf,
and date-valid share and exchange codes from crsp.msenames. PERMNO links the daily and monthly
panels. No source substitution is required.

The in-sample measurement span runs from July 1962 through December 1998. Predictors run from
1965H2 through 1998H1 and outcomes run through 1998H2. We retain NYSE and AMEX securities
with CRSP share codes 10 or 11, form January through June and July through December periods, re-
quire no more than five missing daily observations, and apply the NYSE twentieth-percentile market-
capitalization screen at predictor period t. The final regression has 70,208 observations, 3,211 stocks, and
66 predictor periods. The temporal extension uses predictor periods 1999H1 through 2024H1 and holds
49,370 observations and 2,501 firm clusters.

3 Methodology

For firm i in half-year ¢, let Wj;; denote demeaned daily log price return less the daily value-weighted
market log price return. With n valid days, we compute
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SIGMA is the sample standard deviation of the market-adjusted daily log return. LOGSIZE is log
period-end market capitalization in millions of dollars. Monthly turnover equals CRSP round-lot vol-
ume divided by ten times shares outstanding. DTURNOVER subtracts the mean monthly turnover over
the prior 18 months. RET sums the market-adjusted daily log returns over each half-year.

We regress NCSKEW; ;1 on NCSKEW;, SIGMA, LOGSIZE, DTURNOVER, and RET from ¢ through
t — 5. The pooled model includes one dummy for each predictor half-year. We cluster standard errors
by PERMNQO, a choice that permits heteroskedasticity and arbitrary within-stock serial correlation.

NCSKEW;, = —

Key differences from the paper. The paper does not identify its exact heteroskedasticity and serial-
correlation correction, so we use stock-clustered covariance and treat that choice as inferred. The mod-
ern CRSP vintage yields 36.5 percent more baseline rows than the paper’s vintage and covers small
historical firms more broadly. We do not add an unsupported price or persistent-size screen to force
the printed sample count. The data source, period, economic variables, timing, observation unit, and
pooled specification otherwise match the baseline column.



4 Results

4.1 Baseline pooled regression

Table 1: Table 2 column 1 comparison

Replication Paper
Variable Coefficient t-statistic ~Coefficient t-statistic
NCSKEW; 0.066 9.32 0.053 7.78
SIGMA; -7.636 -11.25 -4.566 -7.18
LOGSIZE; 0.049 12.54 0.037 11.13
DTURNOVER; 1.123 6.43 0.437 3.84
RET; 0.215 12.10 0.218 10.70
RET;_4 0.025 1.46 0.082 4.30
RET;_» 0.062 3.59 0.103 5.50
RET;_3 0.068 3.81 0.054 2.83
RET;_4 0.058 3.53 0.062 3.40
RET; 5 0.041 2.43 0.071 3.76
N 70,208 51,426
Stocks 3,211 Not reported
Fixed effects Predictor half-year
Inference Clustered by stock Heteroskedasticity and serial correlation adjusted

Both headline coefficients retain the paper’s positive sign and conventional significance. RET; nearly
matches the printed magnitude at 0.2146 versus 0.218. DTURNOVER is larger at 1.1226 versus 0.437.
Returns enter positively at every horizon, though RET;_; loses individual significance. The NCSKEW
persistence term, SIGMA, and LOGSIZE also match the printed signs. The modern vintage of the same
source changes sample composition and turnover dispersion, while the undocumented covariance im-
plementation limits exact t-statistic comparisons.

4.2 Temporal extension

Table 2: Baseline specification estimated on 1999 through 2024

Variable OOS coefficient OOS t-statistic
NCSKEW; 0.020 2.90
SIGMA; 1.746 2.14
LOGSIZE; 0.033 5.80
DTURNOVER; 0.010 0.21
RET; 0.262 9.20
RET; 4 0.080 2.81
RET;_» 0.037 1.37
RET;_3 0.081 2.73
RET;_4 0.104 3.74
RET;_5 0.032 1.17
N 49,370

Stocks 2,501

Fixed effects Predictor half-year
Inference Clustered by stock




Both headline signs persist after 1998. RET; stays strong at 0.2619 with a t-statistic of 9.20. DTURNOVER
falls to 0.0101 with a t-statistic of 0.21, so the trading-volume channel no longer carries useful precision.
The return channel therefore survives more strongly than the disagreement proxy. Changes in trading
technology and in the economic scale of turnover after 1998 offer a plausible economic source of the
attenuation, but the weakened classification follows from the signs and significance of the two headline
coefficients rather than from that explanation.



