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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:10.1111/jofi.12034.

1 Summary

The replication matches the paper closely. Building organization capital from Compustat SG&A
and sorting within Kenneth French’s 17-industry classification, the high-minus-low organization-
capital portfolio earns 4.49% per year, against 4.63% in the paper. The CAPM alpha is 5.61%
versus 5.57%, the FE3 alpha is 5.94% versus 5.93%, and the Carhart alpha is 3.99% versus 4.18%.
The market-plus-OMK two-factor model reproduces the paper’s monotonic Bomk pattern, which
runs from —0.39 to 0.61 here and from —0.37 to 0.63 in the paper. The replication is therefore a
SUCCESS.

2 Data

The replication draws on:

¢ Compustat annual fundamentals (comp . funda),

the CRSP monthly stock file and name history (crsp.msf, crsp.msenames),

the CRSP/Compustat merged link table (crsp.ccmxpf_lnkhist),

monthly Fama-French factors from WRDS,

the FRED consumer price index series CPIAUCSL, used to deflate SG&A, and

Kenneth French’s Siccodes17.txt industry definition file.

The sample contains 8,523 firms, against 5,917 in the paper. Current-vintage CRSP and Com-
pustat cover more firms than the circa-2012 vintage behind the published results.
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3 Methodology

Organization capital is built from SG&A using the paper’s perpetual-inventory rule,

SG&A;
CPI, '

with initial stock Ojp = SG&A;1/(0.10 4 0.15) and missing SG&A treated as zero. The replication
keeps the paper’s December fiscal-year filter, excludes SIC 6000-6799, requires common shares on
NYSE, AMEX, or NASDAQ), and forms within-industry O/K quintiles each June. Value-weighted
returns are held from July of year t through June of year t + 1.

Industry assignment matters more than it might appear. Because the sort is run within indus-
try, an approximate industry map or a single firm-wide SIC code dilutes the sort and understates
the premium. The replication therefore uses the exact Fama-French 17-industry SIC mapping and
assigns SIC at the June sort date, taking Compustat sich first and falling back to a date-valid CRSP
siccd.

O = (1 — 0.15)01',)3,1 +

4 Results

Table 1: 5-1 OMK spread: paper vs. replication

Metric Paper Replication
Average excess return (%) 4.63 4.49
t-stat 2.85 2.58
Standard deviation (%) 10.10 10.58
CAPM alpha (%) 5.57 5.61
CAPM #(w) 347 3.38
CAPM Bmkr -0.18 -0.21
FF3 alpha (%) 5.93 5.94
FF3 t(a) 3.61 3.49
Carhart alpha (%) 4.18 3.99
Carhart #(«) 2.55 2.33

Table 2: Two-factor Bomk pattern

Portfolio Paper Replication

1 -0.37 -0.39
2 -0.16 -0.11
3 0.16 0.13
4 0.29 0.31
5 0.63 0.61

The replication captures the paper’s central claim that firms with higher organization capital earn
higher expected returns, and it reproduces the paper’s factor-pricing interpretation. The remain-
ing differences are small. They come mainly from the broader coverage of modern data and from
the July 1970 first holding month implied by June formation.
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5 Out-of-Sample Check

Carried through December 2024, the same pipeline shows the premium disappearing after publi-
cation. From July 2009 to December 2024, the 5-1 spread is -0.18%, the CAPM alpha is 0.32%, and
the FF3 alpha is 0.31% with t = 0.13. The out-of-sample status is WEAKENED. The sign is no
longer economically meaningful and the alpha is statistically indistinguishable from zero.

6 Conclusion

The replication closely matches the published in-sample evidence on organization capital and
expected returns, and it documents the post-2009 disappearance of the premium.



