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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/j.1540-
6261.2008.01416.x.

1 Summary

1.1 The paper

Campbell, Hilscher, and Szilagyi estimate a dynamic logit model of corporate failure from ac-
counting and equity-market variables, then sort stocks on the fitted 12-month failure probability.
Their central asset-pricing claim, in Table VI, is that distressed stocks earn anomalously low re-
turns. The most distressed 1% of stocks return —16.14% a year in excess of the market with a
three-factor alpha of —24.15%. A portfolio long the safest decile and short the most distressed
decile (LS1090) earns 9.66% raw and a three-factor alpha of 22.65%. Those returns arrive despite
high market, SMB, and HML loadings on the distressed stocks.

1.2 Replication result

Table VIreplicates qualitatively, in sample and out of sample. Mean returns in excess of the market
decline with predicted failure risk. The two most distressed portfolios have significantly negative
three-factor alphas, SMB loadings rise monotonically from about zero to 1.4, and both long-short
portfolios earn positive alphas. Magnitudes run roughly half of the paper’s, and the paper’s
positive HML loadings on distressed stocks do not appear. The failure label is the most likely
reason. The paper’s KRIS event file is proprietary, so this replication substitutes a proxy built
from CRSP financial delistings and S&P D-rating episodes, which records 5,195 complete-data
failures over 1963-2003 against the paper’s 1,614.



2 Data

The replication draws on WRDS. It uses the CRSP monthly and daily stock files, CRSP delisting
returns, the CRSP S&P 500 index file (for RSIZE and EXRET), Compustat quarterly fundamentals,
the CRSP-Compustat link table, S&P long-term issuer ratings (comp.adsprate), and the Fama—
French and Carhart factors. The estimation panel begins in January 1963 and contains 1,813,527
complete-data firm-months through 2003, against 1,695,036 in the paper. After the Cohen-Polk—
Vuolteenaho book-asset adjustment, the pooled 5/95 winsorization bounds reproduce Table II
closely. TLMTA runs [0.035, 0.922] against the paper’s [0.036, 0.923], and SIGMA runs [0.155, 1.315]
against [0.153,1.353].

3 Method

All predictors are dated so that they are known at the beginning of the month over which failure is
measured. Market variables are lagged one month and accounting data two months. NIMTAAVG
and EXRETAVG follow equations (2) and (3) with ¢ = 2-1/3, Missing lags and missing SIGMA
are replaced by cross-sectional means, and all eight variables are winsorized at the pooled 5th and
95th percentiles.

Each January the 12-month-ahead failure logit (equation (4) with j = 12) is re-estimated on
observations whose outcome is already observed. Stocks priced below $1 are dropped, and ten
percentile portfolios plus LS1090 and LS2080 are formed, value weighted at formation and held
for a year with drifting weights. Returns are delisting-return adjusted, and portfolio returns are
measured in excess of the market, as in the table header.

4 Results

Table 1: Table VI key statistics: paper, replication (1981-2003), and out-of-sample (2004-2024).
Annualised percent; t-statistics in parentheses.

Statistic Paper Replication Out of sample
0005 mean excess return 3.30 (1.35) 0.56 (0.35) —1.35 (—1.55)
9900 mean excess return —-16.14 (1.96) —9.60 (—1.60) —16.09 (—1.61)
9900 CAPM alpha —18.56 (2.25) —10.08 (—1.67) —21.20(—2.12)
9900 three-factor alpha —24.15(3.33) —12.26(—2.28) —17.83(—1.85)
9900 four-factor alpha —20.24 (2.62) —8.22(—151) —17.28(—1.79)
LS1090 mean excess return ~ 9.66 (1.76) 6.97 (1.33) 5.77 (1.07)
LS1090 CAPM alpha 12.05 (2.21) 8.60 (1.64) 12.18 (2.42)
LS1090 three-factor alpha 22.65 (6.04) 8.99 (2.11) 8.86 (2.18)
LS2080 three-factor alpha 17.27 (5.34) 5.65 (1.60) 7.54 (2.76)
9900 SMB loading 1.981 (9.71) 1.415 (9.96) 1.484 (4.43)

Panel C also matches qualitatively. Value-weighted individual volatility rises from 0.32 to 1.02
across the ten portfolios (paper: 0.35 to 0.94), mean RSIZE falls from —7.96 to —11.59 (paper:
—7.68 to —11.28), and the fitted failure probability rises from 0.010% to 2.690% (paper: 0.011% to
0.803%). The higher fitted probabilities follow directly from the over-counted event series.



5 Out-of-sample test

Formation years 2004-2024 (252 portfolio months) with the identical specification give a stronger
anomaly than in sample. The most distressed 1% portfolio loses 16.09% a year relative to the
market with a CAPM alpha of —21.20% (t = 2.12), and LS1090 earns a CAPM alpha of 12.18%
(t = 2.42) and a three-factor alpha of 8.86% (t = 2.18). The out-of-sample verdict is CONFIRMED.

6 Limitations

The KRIS failure file is proprietary. The CRSP-delisting plus D-rating proxy is broader and noisier
than the paper’s event series, which attenuates the sort and is the most plausible explanation
for magnitudes about half the paper’s and for the missing positive HML loadings. Panel C’s
individual-stock skewness row is not reproduced.



