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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:10.1016/50304-
405X(03)00121-1.

1 Summary

1.1 The Paper

Leuz, Nanda, and Wysocki ask whether investor protection limits earnings management. They
draw 1990-1999 financial statements for 8,616 nonfinancial firms in 31 countries from Worldscope,
combine four country earnings management ranks into an aggregate score, and regress that score
on minority shareholder rights and legal enforcement. Table 4 reports negative coefficients on
both protection measures in rank OLS and in rank 2SLS.

1.2 Replication Findings

The replication supports the headline relationship. Outside investor rights is negative and signif-
icant in both target columns. Legal enforcement is negative, borderline in OLS, and significant
in 2S5LS. Magnitudes differ from the paper because Compustat replaces Worldscope and 25 rather
than 31 countries survive into the regression. A 2000-2025 test that covers all 31 countries confirms
all four negative coefficients at the five percent level. That test holds the paper’s institutional rank-
ings fixed, so it measures persistence relative to the original legal ordering rather than institutional
change.

2 Data

The paper uses the November 2000 Worldscope vintage, La Porta investor protection mea-
sures, and average 1980-1989 real GDP per capita. The replication draws accounting data from



Compustat Global (comp.g_funda) for 29 non-North-American countries and from Compustat
North America (comp.funda) for Canada and the United States. Historical S&P 500 membership
(crsp.msp500list) identifies the U.S. universe, linked to Compustat firms through the CRSP-
Compustat link table (crsp.ccmxpf_Inkhist) on GVKEY, PERMNO, and fiscal year-end date.
Country files transcribed from the paper supply the investor protection measures and the GDP
instrument.

The historical panel covers fiscal years 1990-1999 and contains 45,404 firm-years from 7,779
nonfinancial firms in 26 countries. Twenty-five countries enter Table 4 after the small-loss require-
ment. The paper has 70,955 firm-years, 8,616 firms, and 31 countries. The 2000-2025 holdout
contains 462,482 firm-years from 32,993 firms and all 31 countries.

3 Methodology

Accruals equal (ACA — ACash) — (ACL — ASTD — ATP) — Dep, and cash flow from operations
equals operating income minus accruals. All flows are divided by lagged assets under exact an-
nual alignment. EM1 is the country median of firm operating income volatility divided by cash
flow volatility. EM2 is the country Spearman correlation between changes in accruals and changes
in cash flow, with both numerator changes scaled by lagged assets. EM3 is the country median of
absolute accruals divided by absolute cash flow. EM4 is the ratio of small profits to small losses.
The aggregate dependent variable averages the four oriented country ranks.

Column 1 regresses the ranked aggregate score on ranked shareholder rights and ranked legal
enforcement by OLS with conventional standard errors. Column 2 instruments both protection
ranks with ranked 1980-1989 GDP per capita and English, French, and German legal origin in-
dicators. Column 2 reports heteroskedasticity robust IV standard errors. Neither regression uses
fixed effects.

Key differences from the paper. Compustat replaces Worldscope, and the historical sample con-
tains 25 regression countries rather than 31. The paper does not state the IV covariance estimator,
so the replication reports robust IV inference. Table 4 column 3 is not implemented because the
private control benefits series is unavailable.

4 Results

41 Table 4 Columns 1 and 2

Specification Variable Paper coef. (p) 1990-1999 coef. (t) 2000-2025 coef. (t)
Rank OLS Outside rights —0.499 (< 0.001) —0.7654 (—5.6347) —0.3290 (—2.3674)
Rank OLS Enforcement —0.289 (0.025) —0.2664 (—1.9967) —0.6314 (—4.6345)
Rank 2SLS Outside rights —0.641 (0.001) —0.9597 (—5.0909) —0.6640 (—3.1234)
Rank 2SLS Enforcement —0.322 (0.025) —0.3462 (—2.1029) —0.6950 (—4.5905)

Table 1: Investor protection and aggregate earnings management

The historical rank OLS uses 25 country observations and has adjusted R*> = 0.5792. Rights
is stronger than the paper estimate. Enforcement nearly matches the paper magnitude but has



p = 0.0584. The historical rank 2SLS also uses 25 countries and has adjusted R?> = 0.5343. Both
coefficients are negative and significant.

The later regressions use 31 country observations. Rank OLS has adjusted R?> = 0.4481, while
rank 2SLS has adjusted R? = 0.3306. Every slope remains negative and significant. The paper
prints coefficient p-values rather than t statistics, so the paper column reports p-values in paren-
theses. OLS uses conventional standard errors and 2SLS uses heteroskedasticity robust standard
errors throughout.



