Replication of “Information Asymmetry, R&D, and Insider Gains”

David Aboody and Baruch Lev
Journal of Finance 55(6), 2747-2766, 2000

Replication Report
Does Empirical Finance Replicate? project

August 2026

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:10.1111/0022-1082.00305.

1 Summary

1.1 The Paper

Aboody and Lev (2000) ask whether R&D activity creates information asymmetry that corporate
insiders exploit when trading their own firms’ shares. Their evidence comes from 253,038 insider
transactions recorded in CDA /Investnet between 1985 and 1997. For each calendar month they
form portfolios of R&D and No-R&D firms, split by whether officers were net purchasers or net
sellers, and measure returns over the interval between the transaction and its SEC filing, roughly
25 days. Regressing the R&D minus No-R&D return difference on the Fama-French three factors
delivers the main result. The intercept is significantly positive for purchases (x = 0.011, t = 2.40)
and marginally negative for sales (x = —0.005, t = —1.85), confirming that R&D insiders earn
higher gains.

1.2 Replication Findings

The purchase-side alpha replicates closely. We estimate « = 0.014 (t = 5.67) against the paper’s
0.011 (t = 2.40), confirming the paper’s central claim that R&D insiders earn significantly higher
returns than No-R&D insiders when purchasing shares. The sale-side alpha is near zero, « = 0.003
(t = 1.48), and does not match the paper’s negative —0.005 (t = —1.85). The paper’s sale result
is itself only a 10% finding. The residual sale-side gap is most consistent with the later-vintage
Thomson data carrying materially more insider sale records than the original CDA /Investnet ex-
tract, with the additional records looking routine or uninformed. An out-of-sample test on the five
post-paper years 1998-2002 reproduces the purchase-side result (¢« = 0.014, t = 2.87) and again
fails to reproduce the sale-side result.



2 Data

The paper uses CDA /Investnet insider trading data covering 1985 to 1997. We substitute the suc-
cessor database, the Thomson Financial insider filings file (tfn.tablel). Insider trades match to
CRSP on Thomson CUSIP6 against the first 6 characters of the CRSP NCUSIP, restricted to common
equity (SHRCD 10/11) on NYSE, AMEX, or NASDAQ (EXCHCD 1/2/3). CRSP links to Com-
pustat through the CRSP/Compustat merged link table (crsp.ccmxpf_1nkhist) with LINKTYPE
LU/LC and LINKPRIM P/C. A firm counts as an R&D firm if Compustat annual fundamentals
(comp.funda) report any positive xrd during 1985 to 1997. Daily stock returns come from the CRSP
daily stock file (crsp.dsf) and market returns from the CRSP daily index file (crsp.dsi, value-
weighted NYSE/AMEX/NASDAQ). Fama-French factors come from the WRDS Fama-French li-
brary (ff.fivefactors_monthly), whose SMB is the five-factor SMB rather than the three-factor
SMB.

Our final sample contains 192,128 transactions across 7,580 firms, 3,106 with R&D and 4,474
without, compared to the paper’s 253,038 transactions across 10,013 firms. The shortfall arises
from CRSP common-equity restrictions, link table coverage, and our filing-lag and data-quality
filters. The Thomson file is also effectively empty for 1985, with 237 records in the whole year, so
the calendar-time regressions start in January 1986 and cover 137 purchase months and 139 sale
months of the paper’s 155.

3 Methodology

The dependent variable is the return difference RD,; — NORD);, the equally weighted mean raw
return of R&D firms where insiders were net purchasers minus the equally weighted mean raw
return of No-R&D firms where insiders were net purchasers. It is computed monthly from January
1985 through November 1997, up to 155 months. Firm-level returns cumulate raw returns from
the transaction date to one day before the SEC filing date, a median of 23 days, averaged over all
insider trades within each firm-month.

The specification regresses this monthly return difference on the Fama-French three factors:

RDpi — NORDy; = & + (R — Rf) + 6 SMB + 0 HML + ¢ (1)

Standard errors are OLS (homoskedastic). An identical regression is run for insider sales (RDs; —
NORDsg).

Key differences from the paper. (1) We use the later Thomson Financial data instead of
CDA /Investnet, which contains more records and enlarges the sale sample. (2) We cap the lag
from transaction to SEC filing at 60 days. The uncapped Thomson lag averages 46.5 days because
of a long tail of late filings, whereas the paper states the interval averages 25 days, and with the
cap the mean lag is 23.7 days. (3) We exclude option-related sales using OPTIONSELL codes
A/O/P. With that exclusion the officer open-market sample is 321,873 transactions against the pa-
per’s stated 323,949, and without it 383,997. (4) We exclude low-quality CLEANSE codes (I/S/A).
(5) Officers are identified from Thomson ROLECODEI. (6) We cover 137 to 139 calendar months
against the paper’s 155.



4 Results

4.1 Table II: Univariate Returns and the FF3 Intercept Test

Table 1: Panel A: univariate calendar-time portfolio returns (percent per transaction-to-filing win-
dow)

Replication Paper
Mean Median #>0 Mean Median #>0

Insider Purchases (137 months; paper 155)

Firms with R&D 4.23 3.65 116  5.49 4.64 136
Firms without R&D  3.09 2.92 116  4.57 3.82 133
RD; — NORDy 1.13 1.09 95 092 1.66 96

Insider Sales (139 months; paper 155)

Firms with R&D 1.11 1.32 8 —-126 117 57

Firms without R&D  0.98 1.34 94 066 —044 67

RD; — NORD:; 012 -012 67 —0.60 —070 53

Table 2: Panel B: Fama-French three-factor intercept test, RD; — NORD;

Replication Paper
Coef t Coef t

Insider Purchases
x 0.0140 5.67 0.011 2.40
RM; — RF; —-0.1058 —-1.73 —-0.129 —-1.01
SMB; 0.0085 0.09 0.491 2.65
HML; —0.5158 —451 —-0.364 —1.56
Adjusted R? 0.121 0.056
N months 137 155
Insider Sales
x 0.0028 1.48 —0.005 —1.85
RM; — RF; —0.0190 —-0.41 0.088 1.24
SMB; 0.0379 0.53 0.232 2.24
HML; —0.3885 —4.41 —-0.072 —0.55
Adjusted R? 0.138 0.043
N months 139 155

OLS standard errors. Monthly calendar-time equally weighted portfolios.

The purchase-side intercept replicates the paper’s main finding. We estimate « = 0.014 (t = 5.67)
against the paper’s 0.011 (f = 2.40), and the univariate RD; — NORD; purchase spread of 1.13%
per window is close to the paper’s 0.92%. The transaction-level market-adjusted purchase return
for R&D firms, 3.12%, is also close to the 3.0% the paper reports in its Table I, which supports the
timing convention used here.

The sale side does not replicate. Both sale portfolios earn positive raw returns in this sample



(R&D 1.11%, No-R&D 0.98%) where the paper reports negative returns (—1.26% and —0.66%), so
the spread is +0.12% rather than —0.60% and the intercept is +-0.003 (¢ = 1.48) rather than —0.005
(t = —1.85). The paper’s sale result is marginal at the 10% level, and the later Thomson vintage
carries substantially more sale records than the original extract, with the extra records looking rou-
tine rather than informed. The SMB loadings also differ. The paper reports significantly positive
size loadings on both spreads, whereas here the size loading is near zero and the value loading is
strongly negative, consistent with an R&D leg tilted further toward growth firms in this sample.

4.2 Out-of-Sample Test

The paper’s estimation sample ends in December 1997, and the Thomson insider file extends to
January 2022, so the design can be re-estimated out of sample without changing anything but the
window. We estimate the identical specification on January 1998 to December 2002, the five post-
paper years that still sit under the pre-Sarbanes-Oxley reporting regime. Section 403 of SOX cut
the Form 4 deadline to two business days with effect from 29 August 2002, which collapses the
transaction-to-filing window this design measures, so later years are not a comparable test.

Table 3: Out-of-sample FF3 intercept test, 1998-2002 (60 months)

In-sample 1985-1997  OOS 1998-2002 Paper
® t ® t ® t
Insider Purchases 0.0140 5.67 0.0144 2.87 0.011 2.40
Insider Sales 0.0028 1.48 0.0065 1.02 —0.005 -—1.85

The OOS sample contains 173,837 officer transactions in 6,237 firms with a mean filing lag of
21.9 days. The purchase-side result holds. The R&D minus No-R&D spread is 1.17% per window
and the three-factor intercept is 0.0144 (t = 2.87), the same sign, magnitude and significance as
in the paper’s own period. The sale-side result again does not hold (40.0065, t = 1.02). The out-
of-sample verdict is therefore WEAKENED. The paper’s principal claim about insider purchases
survives in a fresh period, while its marginal sale-side claim does not.



