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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:10.1016/j.jfineco.2015.05.002.

1 Summary

The paper measures mutual-fund skill as dollar value added, Si = qi,t−1(Rg
it − RB

it), and reports
its cross-sectional distribution for January 1977 through March 2011 in Table 3. Two benchmarks
define the passive alternative: a basis built from Vanguard index funds, and the Fama–French–
Carhart (FFC) four-factor risk adjustment. The claim is that the average active mutual fund adds
economically and statistically significant value.

The replication is QUALITATIVE. Under the paper’s own Vanguard benchmark it comes close
to exact on every row of Table 3. Under the FFC risk adjustment it reproduces the shape of the
distribution and the fraction of value-destroying funds, but it overshoots both means.

2 Data

Three sources supply everything the replication needs. Monthly fund returns, total net assets,
fees, styles and headers come from crsp.q mutualfunds, the CRSP Survivorship-Bias-Free Mu-
tual Fund Database. Monthly market, size, value and momentum factors and the risk-free rate
come from the Fama–French factor file ff.fivefactors monthly. The FRED series CPIAUCSL de-
flates every dollar figure to January 2000 dollars.

What the replication lacks is the paper’s Morningstar reconciliation and its EDGAR fee backfill.
Berk and van Binsbergen use Morningstar to resolve 3.3% of disagreeing CRSP returns and 16% of
disagreeing AUM observations, and to fill most of the missing expense ratios. Here, expense ratios
are forward-filled within share class from the CRSP fee file, which drops the 16.8% of share-class
months that have no prior fee record, against the paper’s 1.6%. Missing AUM is carried forward
as the paper describes, and 22 observations with an absolute monthly return above 100%, a known
CRSP decimal-point error, are dropped.
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3 Methodology

Share classes are aggregated to the fund level by crsp portno, falling back to crsp cl grp where
the portfolio number is missing (22% of share classes) and to a per-class identifier only where nei-
ther exists. Net returns and expense ratios are weighted by lagged class TNA. Funds are restricted
to equity, non-index, non-ETF portfolios with at least 24 months of history and at least $5 million
of real AUM. Gross excess returns are net returns plus the monthly fee minus the risk-free rate.
Every monthly series is keyed on the calendar month end, because CRSP’s caldt records the last
trading day of the month.

The Vanguard benchmark follows the paper’s orthogonal-basis construction. The eleven funds
of Table 1 enter in inception order, each from its printed inception month, with NAESX entering
in January 1990 when it became an index fund. Gram–Schmidt residualisation then yields two
versions of the basis. The augmented version, which carries the mean plus the residual, estimates
β. The zero-replaced version, which carries zeros outside a benchmark fund’s life, computes RB.
The regression constant is excluded from RB, since it is the fund’s alpha. For the FFC benchmark,
fund-level betas are estimated on the market, size, value and momentum factors. The full Table 3
cross-section is then formed from the fund-level Si.

4 Results

Table 1: Table 3, value added Si (Y2000 $ millions per month). Paper columns are Berk and van
Binsbergen (2015) Table 3; replication columns are results/final-table.txt.

Statistic Paper Van Repl. Van Paper FFC Repl. FFC

Cross-sectional weighted mean 0.27 0.26 0.25 0.47
SE (weighted mean) 0.05 0.05 0.06 0.06
t-statistic 5.74 5.11 3.94 7.81
Cross-sectional mean 0.14 0.13 0.10 0.23
SE (mean) 0.03 0.03 0.03 0.03
t-statistic 4.57 4.45 3.43 6.58
1st percentile −3.60 −3.45 −3.93 −3.51
5th percentile −1.15 −1.12 −1.43 −1.20
10th percentile −0.59 −0.54 −0.77 −0.62
50th percentile −0.02 −0.01 −0.03 −0.02
90th percentile 0.75 0.66 0.70 0.81
95th percentile 1.80 1.67 1.98 2.23
99th percentile 7.82 6.68 6.76 8.37
% below zero 57.01% 56.16% 59.70% 56.65%
Number of funds 5,974 5,956 6,054 5,956

The Vanguard column supports the paper on every row. The weighted mean is $0.26mn/month
against 0.27 and the simple mean 0.13 against 0.14. Every percentile but the 99th sits within
$0.15mn/month of the paper’s, the share of value-destroying funds is 56.2% against 57.0%, and
the fund count is within 0.3% of the paper’s.

The FFC column is the discrepancy. Its distributional shape and its fraction below zero re-
produce, but both means overshoot by roughly a factor of two. The FFC benchmark return is
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β · factors with the intercept excluded, so Si under FFC is essentially an AUM-weighted gross
four-factor alpha. That makes it far more sensitive than an eleven-fund projection on long-history
index funds to exactly the fund-level data noise the paper removes with Morningstar, and the
paper’s FFC column also uses the pre-1977 CRSP years (its N is 6,054 against 5,974) that this repli-
cation does not.

5 Out-of-sample test

The specification carries forward unchanged to 2011-05 through 2025-12 (175 months, 642,577
fund-months, 5,419 funds), with the same eleven Vanguard funds, the same FFC factors, and
betas re-estimated inside the window only.

Table 2: Out-of-sample value added, 2011-05 to 2025-12 (Y2000 $ millions per month).

Statistic Vanguard FFC

Cross-sectional weighted mean 0.72 −1.44
t-statistic 7.52 −10.57
Cross-sectional mean 0.49 −1.15
t-statistic 6.66 −11.02
% below zero 51.56% 85.27%
Number of funds 5,419 5,419

Under the paper’s Vanguard benchmark the finding is confirmed, and it is in fact larger than
in sample. Under the FFC risk adjustment it reverses. Measured against the four factors, active
funds destroyed $1.44mn/month of value and 85% of funds have negative estimated skill. In
sample the two measures agreed on the sign, and out of sample they do not, which sharpens the
paper’s own argument that the FFC portfolios are a risk adjustment rather than the investor’s
tradable alternative.

6 Conclusion

The paper’s headline claim, that the average active mutual fund adds significant dollar value
relative to the passive alternative actually available to investors, replicates closely under its own
benchmark, both in sample and over the fifteen years since the paper’s sample ends. The FFC
column of Table 3 is reproduced in shape but not in level, which is what one would expect of a
gross-alpha-like measure computed without the paper’s proprietary data cleaning.
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