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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:10.1093/rfs/hhu080.

1 Summary

1.1 The Paper

Huang, Jiang, Tu, and Zhou build an investor sentiment index aligned with the objective of fore-
casting returns, and they find that it predicts the aggregate stock market. Partial least squares
combines six Baker Wurgler sentiment proxies according to their covariance with next month ex-
cess market returns. Table 2 reports that aligned sentiment predicts returns more strongly than the
Baker Wurgler index or an equal weighted proxy average. The tests use monthly United States
data from July 1965 through December 2010.

1.2 Replication Findings

The replication qualitatively reproduces the Table 2 headline. Aligned sentiment has a coefficient
of −0.479, a Newey West statistic of −3.238, and an R2 of 1.156 percent, against −0.58, −3.04, and
1.70 percent in the paper. A joint wild bootstrap that reconstructs partial least squares in each of
2,000 draws gives a one sided p value of 0.013. A nonoverlapping extension through December
2022 retains the negative sign but loses significance. One data gap shapes all of these numbers.
The Baker Wurgler workbook in its current form no longer carries the NYSE Fact Book turnover
series, so the replication uses CRSP NYSE turnover instead. The substitute measures the same
object but introduces vendor and construction differences.

1



2 Data

The paper uses six Baker Wurgler sentiment proxies, macroeconomic controls, the NBER recession
indicator, the S&P 500 total return, and the risk free rate. The replication draws five raw proxies,
the macro controls, the recession indicator, and the macro orthogonalized Baker Wurgler index
from the Baker Wurgler sentiment workbook. Goyal Welch monthly data supply aggregate re-
turns and the risk free rate. The sixth proxy, NYSE turnover, is built from the CRSP monthly stock
file (crsp.msf) as aggregate NYSE share volume divided by shares outstanding.

The underlying paper window contains 546 months. Next month alignment and one unavail-
able smoothed RIPO month leave 544 regression pairs with return outcomes from August 1965
through December 2010. The aggregate regression contains no stock count and uses no security
identifier merge. The postpaper test uses 143 pairs with return outcomes from February 2011
through December 2022.

3 Methodology

The dependent variable is the monthly aggregate excess return in percent,

Rm
t+1 = 100 [log(1 + CRSP SPvwt+1)− Rfreet+1] .

Each proxy is projected on the paper’s macroeconomic controls with coefficients estimated only
over the paper period. The residual proxy is smoothed over six months and standardized. TURN,
RIPO, and PDND are lagged by 12 months. Partial least squares first regresses each proxy at t on
the return at t + 1, then estimates the cross sectional slope across the six loadings in each month.
The Table 2 regression estimates next month return on one sentiment measure and reports Newey
West inference with 12 lags.

The key difference from the paper is the CRSP turnover proxy in place of NYSE Fact Book
turnover. Two smaller gaps remain. The current workbook lacks enough RIPO observations to
construct December 1975 without imputation, so that month is absent, and the replication imple-
ments the headline joint wild bootstrap but not the secondary Stambaugh bias adjusted row.
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4 Results

4.1 Table 2 Forecasting Market Returns

Measure Repl. beta Repl. t Repl. R2 Paper beta Paper t Paper R2

Baker Wurgler -0.095 -0.411 0.045 -0.24 -1.21 0.30
Equal weighted -0.254 -1.470 0.326 -0.27 -1.39 0.38
PLS aligned -0.479 -3.238 1.156 -0.58 -3.04 1.70
CEFD 0.125 0.657 0.079 0.16 0.89 0.14
TURN 0.043 0.224 0.009 -0.13 -0.69 0.08
NIPO -0.057 -0.290 0.017 0.04 0.18 0.01
RIPO -0.407 -2.349 0.835 -0.47 -2.35 1.16
PDND -0.062 -0.278 0.020 -0.05 -0.27 0.02
EQTI -0.293 -1.466 0.434 -0.40 -2.26 0.80
Newey West inference with 12 lags. No fixed effects. N = 544. Stocks not applicable.
Coefficients are percentage points and R2 values are percentages.

Table 1: Table 2 predictive regressions

Aligned sentiment carries the central result. Its negative coefficient and statistical significance
match the paper, and its R2 exceeds those of both comparison indexes. The joint bootstrap p
value is 0.013. RIPO also matches closely. TURN changes sign because CRSP turnover does not
reproduce the original NYSE Fact Book series. The weaker Baker Wurgler comparator reflects the
vintage of the current macro orthogonalized index.

4.2 Postpaper Extension

Return period N Beta Newey West t R2

February 2011 to December 2022 143 -0.749 -1.054 0.830
Newey West inference with 12 lags. No fixed effects. Stocks not applicable.

Table 2: Nonoverlapping postpaper test

The extension preserves the negative direction but not statistical significance. It therefore weakens
rather than confirms the paper period evidence.
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