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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:10.1016/j.jfineco.2017.08.002.

1 Summary

1.1 The Paper

He, Kelly, and Manela ask whether shocks to the equity capital of primary dealers price expected returns across
many markets. They combine dealer holding company balance sheets with 124 equity, bond, option, credit default
swap, commodity, and currency portfolios, then estimate factor risk prices from two pass quarterly cross sectional
regressions running from 1970Q1 through 2012Q4. Table 5 reports a positive intermediary capital price in every
asset class and a pooled estimate of 9.35 percentage points per quarter with a GMM t statistic of 2.52.

1.2 Replication Findings

The headline result replicates exactly. The pooled capital price is 9.3525 with a GMM t statistic of 2.5244, and every
class coefficient and GMM t statistic matches the paper to rounding. The market prices, intercepts, cross sectional
R2, MAPE, sample dimensions, and implied risk aversion match as well. One cell stands apart. The restricted US
bond MAPE equals 0.3520 rather than 0.26, and neither the paper nor the released code documents the convention
that produces that number. The discrepancy leaves every coefficient and inference result untouched. The out of
sample test cannot preserve the target, because the released 124 asset panel ends in 2012Q4 while the factor only
extension ends in 2018Q3.

2 Data

The paper combines the New York Fed primary dealer list with CRSP and Compustat for United States hold-
ing companies and Datastream for foreign holding companies. It draws test assets from Fama and French, CRSP,
Nozawa, Borri and Verdelhan, Constantinides, Jackwerth, and Savov, Markit, the Commodities Research Bureau,
Lettau, Maggiori, and Weber, and Menkhoff and coauthors.

The replication works from the authors’ public original sample package, which supplies the exact quarterly factors,
the risk free rate, and net returns for all 124 portfolios. It spans 172 quarters from 1970Q1 through 2012Q4. The class
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counts are 25 equities, 20 United States bonds, 6 sovereign bonds, 18 options, 20 CDS portfolios, 23 commodities,
and 12 currencies. Using a released constructed sample eliminates identifier merges and source substitutions, and
it preserves the original commercial data vintage.

3 Methodology

For asset i, the dependent variable is quarterly excess return in percentage points, 100(Ri,t − r f ,t). The first stage
regresses this return on a constant, 100η∆

t , and 100(RW,t − r f ,t). The second stage regresses each quarter’s available
return cross section on a constant and the two fixed first stage betas. Time series means of the quarterly slopes
produce the reported risk prices.

Inference follows the released stacked GMM covariance calculation, which allows cross asset residual correlation
and accounts for estimated first stage betas. Individual class regressions use common complete quarters. The
pooled regression retains the unbalanced panel, so it covers 172 quarters and 124 assets while its joint moment
covariance uses 35 fully overlapping quarters. The regressions contain no fixed effects and no clusters, because
inference operates on quarterly moment conditions.

Key differences from the paper. The replication translates the released Julia code into Python and uses the released
constructed data rather than rebuilding the commercial inputs. The canonical MAPE follows the paper’s definition
from second stage residuals. The released code reuses a different internal GMM pricing error expression when
printing MAPE, a reporting choice that leaves the estimator unchanged.

4 Results

4.1 Table 5 Cross Sectional Asset Pricing Tests

Capital price GMM t statistic R2

Class Replication Paper Replication Paper Replication Paper

FF25 6.8791 6.88 2.1641 2.16 0.5333 0.53
United States bonds 7.5556 7.56 2.5856 2.58 0.8358 0.84
Sovereign bonds 7.0470 7.04 1.6631 1.66 0.8076 0.81
Options 22.4199 22.41 2.0164 2.02 0.9868 0.99
CDS 11.0761 11.08 3.4406 3.44 0.6689 0.67
Commodities 7.3132 7.31 1.9042 1.90 0.2497 0.25
FX 19.3806 19.37 3.1239 3.12 0.5337 0.53
All 9.3525 9.35 2.5244 2.52 0.7118 0.71

Table 1: Table 5 replication. Risk prices use percentage points per quarter. GMM inference adjusts for cross asset
residual correlation and estimated first stage betas. The pooled specification has 124 assets and 172 quarters. It has
no fixed effects and no clustering.

All eight capital prices match within rounding error. The equity estimate is 6.8791 with a t statistic of 2.1641. The
United States bond estimate is 7.5556 with a t statistic of 2.5856. Sovereign bonds produce 7.0470 with a t statistic
of 1.6631. Options produce 22.4199 with a t statistic of 2.0164. CDS portfolios produce 11.0761 with a t statistic
of 3.4406. Commodities produce 7.3132 with a t statistic of 1.9042. Currency portfolios produce 19.3806 with a t
statistic of 3.1239. The pooled estimate is 9.3525 with a t statistic of 2.5244.

The result supports the paper’s directional claim. Capital exposure commands a positive price in every class, and
every reported significance decision survives. The pooled R2 equals 0.7118 rather than the rounded paper value of
0.71, and the pooled MAPE equals 0.6271 rather than 0.63. The full machine readable comparison reports market
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prices, intercepts, MAPE, restricted MAPE, and implied risk aversion for every column. Only the restricted United
States bond MAPE fails to match. The undocumented restricted error convention provides the direct explanation,
because all inputs and unrestricted statistics match.
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