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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: doi:10.1016/].jfineco.2010.08.014.

1 Summary

1.1 The Paper

Bali, Cakici, and Whitelaw ask whether extreme positive stock returns predict the cross section of expected
returns. Stocks in the highest MAX decile earn substantially lower returns than stocks in the lowest decile.
The authors reach that conclusion using CRSP daily and monthly data from July 1962 through December
2005. Each month they sort stocks into deciles on the maximum daily return in the prior month, then
measure next month value weighted and equal weighted returns and Fama French Carhart alphas. The
published value weighted high minus low raw return equals —1.03 percent per month and its four factor
alpha equals —1.18 percent.

1.2 Replication Findings

The replication recovers the headline result. The value weighted high minus low raw return equals
—0.885 percent with t = —2.44, and the alpha equals —1.027 percent with ¢t = —4.09. The equal weighted
estimates equal —0.632 percent and —0.668 percent, nearly identical to the paper. All four headline
signs and significance decisions match, and the full decile pattern and average MAX values also match
closely. The result earns a qualitative classification because the two value weighted spreads differ from
the published magnitudes by 13 to 14 percent. Carrying the unchanged specification into 2006 through
2024 retains significant value weighted and equal weighted alpha spreads, while raw return spreads lose
conventional significance. This produces a weakened out of sample verdict.

2 Data

The paper uses CRSP daily returns to construct MAX, CRSP monthly returns and market equity to form
portfolio returns, Compustat book equity for later control tables, and Kenneth French factors for risk
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adjustment. Target Table 1 does not require Compustat. The replication draws on the CRSP daily stock
file (crsp.dsf), the CRSP monthly stock file (crsp.msf), and the CRSP name history (crsp.msenames).
Risk adjustment uses a monthly Fama French Carhart factor file (ff.factors monthly) containing MKT
minus RF, SMB, HML, UMD, and RF. No dataset stands in for a source the paper itself uses.

The in sample universe contains CRSP ordinary common shares with share codes 10 or 11 on NYSE,
Amex, or Nasdaq. PERMNO links each daily formation signal to monthly returns and market equity. The
final in sample panel contains 2,487,501 stock month observations over 522 return months, with 4,765
stocks in an average month. The out of sample panel contains 899,434 stock months over 228 months
from January 2006 through December 2024, with 3,945 stocks in an average month. The monthly stock
tile extract ends in December 2024.

3 Methodology

For stock 7 in formation month ¢, the signal is

MAX;; = maxR; 4.
’ det 7

The replication ranks eligible stocks into ten equal count groups each month, breaking ties in MAX by
PERMNO so that decile assignments are reproducible. It measures portfolio returns in month t 4 1. Equal
weighted returns use the arithmetic average. Value weighted returns use |PRC;;| x SHROUT;; at the
end of formation month .

For each decile the replication estimates

Ryt — RF; = ap + Bu(MKT — RF); + BsSMB; + By HML; + By, UMD; + € 4.

It estimates spread alphas directly from the high minus low return series. It computes raw mean and
alpha inference with Newey West HAC standard errors using six monthly lags. The regressions contain
no fixed effects. The original and out of sample specifications use identical filters, ranking rules, weights,
factors, and inference.

Key differences from the paper. The paper does not disclose its CRSP share code screen, minimum
valid daily observations, exact weight date, delisting return treatment, or Newey West bandwidth. The
replication applies the conventional common share screen, requires one valid daily return, uses formation
month end market equity, uses monthly CRSP RET without a separate delisting adjustment, and sets six
HAC lags. The modern CRSP vintage includes more historical small stocks than the authors’ vintage.
This broader universe can attenuate value weighted spread magnitudes while preserving the decile
pattern.



4 Results

4.1 In Sample Table 1

Table 1: Monthly portfolio returns and four factor alphas

Value weighted Equal weighted

Portfolio Paperret. Repl. ret. Papera Repl.a« Paperret. Repl ret. Papera  Repl «
Low MAX 1.01 0.887 0.05 -0.089 1.29 1.301 0.22 0.245
2 1.00 1.006 0.00 0.011 1.45 1.428 0.33 0.309
3 1.00 0.993 0.04 0.013 1.55 1.559 0.39 0.402
4 1.11 1.104 0.16 0.130 1.55 1.550 0.39 0.387
5 1.02 1.034 0.09 0.112 1.49 1.506 0.31 0.337
6 1.16 1.168 0.15 0.153 1.49 1.471 0.33 0.311
7 1.00 1.006 0.03 0.021 1.37 1.379 0.23 0.263
8 0.86 0.864 -0.21 -0.217 1.32 1.328 0.20 0.215
9 0.52 0.560 -0.49 -0.475 1.04 1.060 -0.09 -0.074
High MAX -0.02 0.002 -1.13 -1.116 0.64 0.669 -0.44 -0.423
High minus low -1.03 -0.885 -1.18 -1.027 -0.65 -0.632 -0.66 -0.668
Paper ¢ -2.83 -4.71 -1.83 -2.31

Replication ¢ -2.44 -4.09 -1.83 -2.31

Returns and alphas are percent per month. Paper values come from Paper Table 1. Newey West HAC(6) inference
applies to replication estimates. The paper reports Newey West inference but does not disclose the bandwidth. No fixed
effects. Each regression has 522 months. The return panel has 2,487,501 stock months and averages 4,765 stocks per
month.

The replication tracks every portfolio closely. Value weighted returns for portfolios 2 through 8 differ
from the paper by at most 0.02 percentage point. The high MAX return equals essentially zero in both
datasets. The high MAX alpha equals —1.116 percent in the replication and —1.13 percent in the paper.
The value weighted high minus low spreads retain the paper’s signs and significance but fall 13 to 14
percent below its absolute magnitudes. The equal weighted spread estimates differ from the paper by
less than 0.02 percentage point and reproduce the reported inference.

Table 2: Average formation month MAX by decile

Portfolio 1 2 3 4 5 6 7 8 9 10
Paper 1.30 247 326 4.06 493 597 727 9.07 12.09 23.60
Replication 1.08 234 317 398 486 589 720 9.00 12.02 23.61

Values are daily return percent. Paper values come from Paper Table 1. No inference is reported for these characteristic
means. The replication covers 522 formation and return months.

The MAX profile validates the daily aggregation and ranking. The extreme decile differs by only 0.01
percentage point. The low decile lies 0.22 percentage point below the paper, consistent with broader
coverage of stale and low price securities in the modern CRSP vintage. Price and minimum daily
observation screens worsened the fit across the remaining nine deciles, so the replication retains the literal
baseline.



4.2 Out of Sample Test

Table 3: High minus low MAX portfolio returns from 2006 through 2024

Weighting and statistic Estimate t Assessment
Value weighted raw return -0.681 -1.45 Same sign, insignificant
Value weighted four factor alpha -1.136  -3.62 Confirmed
Equal weighted raw return -0.809 -1.43 Same sign, insignificant
Equal weighted four factor alpha -1.159  -3.11 Confirmed

Estimates are percent per month. Newey West HAC(6) inference. No fixed effects. Each regression has
228 months. The panel has 899,434 stock months and averages 3,945 stocks per month.

Both raw spreads preserve the paper’s negative direction but lose conventional significance. Both alphas
remain economically large and statistically significant. The alpha evidence therefore confirms persistent
risk adjusted underperformance among high MAX stocks, while the raw return evidence weakens. Factor
exposure changes after 2005 account for the contrast, because risk adjustment strengthens rather than
erases the out of sample relation.



