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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.2007.04.002.

1 Target and method

The target is Table 3, models 1 through 6, whose dependent variable is log(cash/sales). The 1993–
2004 panel merges IRRC governance data, Compustat annual fundamentals, ExecuComp, Thomson
Reuters 13F institutional holdings, S&P long-term ratings, and the IRRC directors file. Every
model carries Fama–French 48 industry and year fixed effects, and standard errors are clustered
by firm. Governance variables enter lagged. Two construction choices matter for the headline
coefficients. The EIndex uses the six provisions the paper lists, blank-check preferred stock among
them, and CF/Assets is operating income before depreciation divided by net assets. The moments
reported in the paper’s Table 1 confirm both readings independently.

2 In-sample results

Table 1: Headline Table 3 cells. Absolute t-statistics are in parentheses.

Model 1 Model 2

Variable Paper Replication Paper Replication

GIndext−1 -0.037 (3.61) -0.017 (1.45) -0.011 (3.18) -0.005 (1.45)
Inside ownershipt−1 1.315 (3.48) 0.848 (1.96) 0.343 (2.96) 0.241 (2.00)
Cash holdingst−1 0.727 (79.57) 0.742 (73.63)

Firm-years 11,645 8,397 9,662 8,373
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All headline signs persist, but GIndex does not reach statistical significance, which makes the
result partial. The full table reports Model 6 as well. It runs on 5,735 observations, retains the
headline signs, and leaves board size and board independence insignificant, as in the paper.

3 Out-of-sample test

The out-of-sample window covers 2005–2009, the first five fiscal years that do not overlap the
paper’s sample, and it applies the paper’s survey fill-forward rule. Model 1 delivers a GIndex
coefficient of −0.0217 (|t| = 1.51) and an inside ownership coefficient of 0.0041 (|t| = 0.01). Model
2 delivers −0.0033 (|t| = 0.81) and 0.1797 (|t| = 0.94) on 4,677 observations. The signs still match
the paper while the significance does not, so the out-of-sample evidence is weakened.
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