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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:10.1016/5.jfineco.2008.04.008.

1 Target and data

The target is Table 3, columns 1, 2, 7, and 8, which relate borrower credit quality to whether a
private credit agreement restricts capital expenditures. The replication estimates those columns on
the authors’ public 3,720-contract Stata sample, which supplies both the EDGAR-coded dependent
variable and the prior-year covenant-violation indicator. Restriction incidence in that sample is
0.318548, and the agreements span 1996-2005.

Compustat quarterly fundamentals (comp.fundq) provide the four-quarter borrower controls,
Compustat S&P issuer ratings (comp.adsprate) provide the prior-quarter rating indicators, and
DealScan provides the purpose and loan-type controls. The Chava—Roberts crosswalk and the
agreement dates link the DealScan controls to the contract sample. Of the 3,720 agreements, 3,704
match a DealScan package on the exact date, and the remaining 16 take the nearest package for
the same borrower. The current ratings vintage identifies 1,794 rated contracts, against 1,822 in
the paper.

2 Method

Columns 1 and 2 are pooled probits. Effects for binary regressors are discrete zero-to-one proba-
bility changes evaluated at covariate means, following the authors’ logged dprobit commands, and
standard errors are clustered by borrower. Columns 7 and 8 are firm fixed-effects linear probability
models, also with borrower clustering. Every model includes year, loan-purpose, and loan-type
indicators. The rated columns add BBB, BB, B, and CCC-or-worse indicators, with A-or-better
omitted.



3 Results

Table 1: Selected Table 3 estimates (standard errors in parentheses)

Column 1 Column 7
Variable Paper Replication Paper Replication
Debt/cash-flow quartile 4  .151 (.031)  .143 (.033)  .106 (.038)  .095 (.041)
Negative cash flow .099 (.045)  .094 (.047) .170 (.074) .161 (.074)
Prior covenant violation 126 (.040) 137 (.041) 147 (.047)  .147 (.047)
Log assets -.071 (.007) -.075 (.007) -.053 (.027) -.051 (.027)
Market-to-book -.024 (.009) -.021 (.009) -.018 (.012) -.011 (.010)

The full-sample results closely reproduce the paper in magnitude and inference. The rated
columns retain the paper’s sharp increase at speculative-grade ratings, but differences in the current
ratings vintage make those estimates less exact. The replicated BB effect is .343 (.068) against .237

(.068) in column 2, and .261 (.059) against .229 (.061) in column 8.

4 Out-of-sample assessment

The authors’ hand-coded outcome ends in 2005. DealScan controls extend through 2006-2011,
but DealScan’s sparsely populated Max. Capex field is not the EDGAR-coded construct, and the
covenant-violation regressor the specification requires does not exist beyond the authors’ coding

window. No valid five-year, same-outcome out-of-sample test can therefore be run.
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