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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:
d0i:10.1111/5.1540-6261.2012.01795.x.

1 Summary

The replication target is Table IV, which reports Fama—French three-factor regressions for equal-
weighted portfolios sorted on risk-neutral volatility, skewness, and kurtosis. The primary statistics
are the skewness high-minus-low alphas at three- and 12-month option maturities. The same-
period return window runs from April 1996 to December 2005 (117 months). A second window
covers January 2006 to December 2010 (60 months), a period the paper does not study.

2 Data

The replication draws on the three sources the paper uses, OptionMetrics option quotes (op-
tionm.oppred, optionm.secprd), CRSP stock returns (crsp.msf, crsp.msenames), and Compustat an-
nual fundamentals (comp.funda). OptionMetrics securities are matched to CRSP permnos through
the date-valid OptionMetrics-CRSP link history (wrdsapps.opcrsphist), and CRSP share and ex-
change codes are evaluated at the observation date.

Option screens follow the paper. A stock-day surface must show volume among its out-of-the-
money contracts at the selected maturity and must contain at least two out-of-the-money calls and
two out-of-the-money puts. Bid-ask quotes must admit a common synthetic forward under put-call
parity, and strikes are matched as described in the paper’s Appendix A.2.

3 Methodology

Daily risk-neutral moments come from the Bakshi, Kapadia, and Madan trapezoidal approximations
set out in the paper’s Appendix A. The three moments are trimmed simultaneously at the 1st and
99th percentiles of their own daily cross-section and then averaged within calendar quarter. Stocks



are sorted into terciles at each quarter end, separately by moment and maturity, and equal-weighted
monthly returns on the low, middle, high, and high-minus-low portfolios enter the three-factor
regressions.

Because the sorted portfolios are equal weighted, SMB and HML are reconstructed from equal-
weighted 2x3 size and book-to-market portfolios. The market factor MRP is the value-weighted
market excess return.

4 Results

All entries are FF3 alphas in percentage points per month, with OLS t¢-statistics in parentheses.

Statistic Paper In sample 2006—-2010
3m volatility H L~ —0.478 (—1.109) —0.400 (—0.82) —0.569 (—1.68)
3m skewness H-L. ~ —1.100 (—2.717) +40.719 (+2.39) +0.315 (+1.08)
3m kurtosis H-L +1.184 (+3.677) —0.311 (—0.74) +0.461 (+1.91)
12m volatility H-L  —0.562 (~1.262) —0.357 (—0.70) —0.615 (—1.78)
12m skewness H-L —1.034 (—2.579) +0.454 (+1.07) +0.321 (+1.15)
12m kurtosis H' L +1.167 (+3.699) —0.113 (—0.21) +0.401 (4+1.20)

The headline same-period estimate reverses sign and remains statistically significant. The three-
month skewness alpha is +0.719% rather than the paper’s —1.100%. At 12 months the estimate is
positive and insignificant. The alphas for 2006-2010 are also positive and insignificant. The paper’s
negative risk-neutral-skewness premium is therefore not replicated.

Thin portfolios do not explain the reversal. Average in-sample skewness terciles hold 140/188/141
firms at three months and 100/133/100 at 12 months, and the 2006-2010 terciles hold 186/250/188
and 176/235/177 firms.

5 Limitations

The paper does not specify an operational tolerance for the put-call parity restriction, so the
replication requires a nonempty intersection of the bid-ask-implied synthetic-forward intervals. The
Fama—French monthly risk-free return approximates the paper’s continuously compounded H.15
three-month T-bill yield. Neither choice was selected for agreement with the paper’s result.



