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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:10.1111/jofi.12094.

1 Summary

Leary and Roberts (2014) report that peer firms’ idiosyncratic equity shocks predict corporate
financing choices. The replication target is Table IV, Panel A, column 3, where the coefficient on
the lagged peer-firm average equity shock in a regression of the change in market leverage is
−0.020 (t = −6.312).

The replication estimate is −0.0116 (t = −3.96). Sign and statistical significance both match the
paper, at roughly 58% of the published magnitude. The same specification over 2009–2024 gives
−0.0036 (t = −0.83): the negative sign persists but significance does not, so the out-of-sample
result is classified as weakened.

Across the full seven-column table the picture is mixed. All seven columns carry the paper’s
sign, and the two leverage-level and two leverage-change columns behave as published, but the
two debt-issuance columns and the equity-issuance column remain insignificant. The in-sample
result is therefore partial.

2 Data and Sample

The replication draws on Compustat annual fundamentals (comp.funda), the CRSP monthly stock
file and names file (crsp.msf and crsp.msenames), the CRSP/Compustat merged link history
(crsp.ccmxpf lnkhist), and the Fama–French monthly factors. Financial firms, utilities, and gov-
ernment entities are excluded by three-digit SIC group. Compustat historical SIC is the primary
industry code and historical CRSP SIC the fallback.

The common sample requires all accounting and return inputs needed for levels, first differ-
ences, and issuance measures. First differences and lags are retained only across adjacent fiscal
years. Ratios, including the compounded annual equity shocks, are winsorized at the 1st and 99th
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percentiles, separately within the in-sample and out-of-sample periods. Leave-one-out peer aver-
ages are formed after the current-period complete-case restriction. The in-sample panel contains
80,795 firm-years spanning 1972–2008, against 80,279 in the paper.

The near-identical observation count masks a different firm-year composition. The paper’s
80,279 observations cover 1965–2008 and 9,126 firms; ours cover 1972–2008 and 8,686 firms, so
seven early years are replaced by additional later firm-years. The binding constraint is identified:
the Compustat cash-flow-statement items sstk and prstkc, which define net equity issuance,
are unpopulated before fiscal 1971 in the current data vintage (0 nonmissing values in 1965–1970
against 4,130 nonmissing at in 1970 alone), and the paper’s Appendix A requires nonmissing net
equity and debt issuances for every observation in the common sample, so the leverage columns
inherit the issuance columns’ start date. Rolling return histories are not the constraint: 1,432 firm-
year shocks are already available for 1970. Peer-group size is close to the paper—11.4 firms per
industry-year cell at the mean and 7 at the median, against 13.2 and 8—though the replication
spans 291 three-digit industries against the paper’s 217.

3 Method

Monthly idiosyncratic returns are residuals from rolling augmented market models estimated on
24–60 months of history. The regressors are the market excess return and the equal-weighted
return of the firm’s three-digit SIC industry excluding that firm, net of the risk-free rate. Loadings
are estimated once per calendar year on the window ending in December of year t− 1 and applied
to the realized factors of the twelve months of year t. Monthly residuals are compounded to
annual shocks, which are then winsorized at the 1st and 99th percentiles alongside the other ratios.

Table IV, Panel A is estimated by OLS. Level and issuance specifications include industry and
year fixed effects, and first-difference specifications include year fixed effects only. Standard errors
are heteroskedasticity-robust and clustered by firm. Column 7 keeps only observations in which
exactly one of debt or equity issuance occurs.

4 Winsorizing the Equity Shock

The annual equity shock compounds an additive monthly residual, ∏t(1+ η̂ijt)− 1. Monthly resid-
uals below −1 are admissible, so individual factors turn negative and the annual product can
take values with no return interpretation. Left untrimmed, the firm-level annual shock runs from
−33.0 to +98.2 with a standard deviation of 0.830, and 4.7% of firm-years fall outside the [−1,+1]
range at which the paper truncates its own Figure 1. Averaging across peers damps this but does
not remove it, and the peer-average shock then carries a standard deviation of 0.238 against an
interquartile range of only 0.149.

The compounded shock is therefore winsorized at the 1st and 99th percentiles, on the same
period-specific rule applied to every other ratio. Leary and Roberts state that they winsorize ratios
at the 1st and 99th percentiles “to mitigate the influence of extreme observations and eliminate any
data coding errors” (Section I), and a +9,819% annual idiosyncratic return is exactly the kind of
observation that rule exists to remove. Leaving such observations untrimmed is not a defensible
reading of the paper. The 1/99 rule also costs nothing in sample, since either way the panel holds
the same 80,795 in-sample and 28,124 out-of-sample firm-years over the same firms. It cuts the
peer-shock standard deviation from 0.238 to 0.168.

The choice moves the headline. With the shock left un-winsorized, the change-in-market-
leverage coefficient is −0.0028 (t = −1.05), an insignificant near-zero estimate, and the out-of-
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sample coefficient is −0.0019 (t = −1.17). Winsorized, they are −0.0116 (t = −3.96) and −0.0036
(t = −0.83). That sensitivity is confined to the annual aggregation step. The monthly estimation
that produces the residuals reproduces the paper’s own Table II on every moment, as the next
section shows.

5 Shock-Construction Diagnostics

The peer equity shock is the one variable in this design that cannot be read off a data dictionary,
so the paper supplies a validation table for it. Table II of the paper reports the cross-sectional
moments of the rolling factor regressions. Reconstructing those moments, restricted to the firm-
years that survive into the final panel, gives the comparison below. Reproducing code is in
code/diagnose-shocks.py and the full output in results/shock-diagnostics.txt.

Table 1: Table II: Stock Return Factor Regression Diagnostics
Replication Paper

Mean Median SD Mean Median SD

αit 0.008 0.007 0.017 0.008 0.007 0.017
βM

it 0.413 0.450 0.875 0.399 0.422 0.803
βIND

it 0.604 0.510 0.626 0.616 0.535 0.567
Obs. per regression 59.1 60.0 3.0 59 60 5
Adjusted R2 0.227 0.205 0.169 0.228 0.207 0.170
Avg. monthly return 0.013 0.000 0.169 0.013 0.000 0.182
Expected monthly return 0.015 0.014 0.081 0.015 0.014 0.090
Idiosyncratic monthly return -0.002 -0.010 0.160 -0.002 -0.011 0.174

Every moment matches. Alpha and adjusted R2 agree to three decimals, the two factor load-
ings agree to roughly one standard error of their cross-sectional means and again sum to about
one, the window length averages 59 months with a median of 60, and the monthly idiosyncratic
return has the paper’s mean of −0.002 and median of −0.011 with a slightly smaller dispersion
(0.160 against 0.174). The mechanics the table is designed to validate are therefore correct: loadings
are estimated once per calendar year on the prior 60 months (minimum 24) ending in December
of year t − 1, applied to the realized factors of the twelve months of year t, with the industry fac-
tor an equal-weighted three-digit SIC portfolio return excluding the firm itself, net of the risk-free
rate. This is what localizes the shock’s sensitivity to the annual aggregation step rather than to
the asset pricing model, and what makes winsorizing the compounded shock the right treatment
rather than a re-specification.
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6 Results

Table 2: Table IV Panel A: Peer Equity-Shock Coefficients
Replication Paper

Specification Coeff. t Coeff. t

Market leverage -0.0146 -3.30 -0.024 -4.965
Book leverage -0.0055 -1.45 -0.016 -3.997
Change in market leverage -0.0116 -3.96 -0.020 -6.312
Change in book leverage -0.0054 -2.17 -0.008 -3.109
Equity issuance 0.0090 1.15 0.021 2.440
Debt issuance -0.0022 -0.20 -0.029 -2.469
Issuers’ debt issuance -0.0205 -1.52 -0.034 -2.313

N (columns 1–6) 80,795 80,279
N (column 7) 35,317 35,363

All seven point estimates carry the paper’s sign. Three reproduce the paper’s significance: market
leverage (−0.0146, t = −3.30), change in market leverage (−0.0116, t = −3.96), and change
in book leverage (−0.0054, t = −2.17, against a published −0.008). Book leverage in levels is
correctly signed but insignificant. The issuance columns are the weak part of the table: equity
issuance is positive as published but insignificant, and neither debt-issuance column approaches
significance, although the issuers’ subsample estimate of −0.0205 is the largest of the three in
absolute value and is closest to its published counterpart.

Magnitudes run at roughly 35–70% of the published values, so the replication understates
the peer effect even where it recovers statistical significance. Estimating the headline column
separately for each fiscal year gives a mean coefficient of −0.0115 and a median of −0.0115 across
1972–2008, with 24 of 37 years negative, so the pooled estimate is not driven by a subperiod.

The surviving gap in magnitude is consistent with the later literature rather than at odds with
it. Grieser, Maturana, Spyridopoulos, and Truffa (Journal of Financial Economics, 2022) retain the
paper’s equity shock as an exogenous driver, change the structural estimation, and conclude that
the paper overstates the structural peer effect—but they estimate it at roughly 0.20 rather than at
zero. Gomes, Gopalan, Leary, and Marcet (Management Science, 2024) independently reconstruct
industry equity shocks for their analyst-network study and report a supplementary reduced-form
change-in-leverage coefficient near −0.013 (SE 0.007) under one industry classification, which
brackets the estimate here between their value and the paper’s −0.020.
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7 Out-of-Sample Test

Table 3: Out-of-Sample Peer Equity-Shock Coefficients, 2009–2024
Specification Coeff. t

Market leverage 0.0077 1.31
Book leverage 0.0146 2.51
Change in market leverage -0.0036 -0.83
Change in book leverage 0.0047 1.27
Equity issuance 0.0118 1.26
Debt issuance -0.0036 -0.21
Issuers’ debt issuance -0.0341 -1.71

N (columns 1–6) 28,124
N (column 7) 11,328

The out-of-sample coefficient on the target specification retains the paper’s negative sign but is
insignificant, so the out-of-sample classification is weakened. Winsorizing the shock roughly dou-
bles the out-of-sample point estimate in absolute value, from −0.0019 to −0.0036, without moving
the t-statistic. Two features of the post-2008 table are worth flagging: book leverage in levels is
significantly positive (+0.0146, t = 2.51), the opposite of the published sign, while the issuers’
debt-issuance estimate of −0.0341 is almost exactly the published −0.034 but is estimated too im-
precisely to be significant. Estimating the headline column year by year over 2009–2024 gives a
median of −0.0037 with 10 of 16 years negative and a mean of about zero, so the out-of-sample
relation is best described as directionally intact but not detectable.

Conclusion

The paper’s headline reduced-form result replicates in sign and significance: the change-in-
market-leverage coefficient on the lagged peer equity shock is −0.0116 (t = −3.96) against a
published −0.020 (t = −6.312). The construction of the shock itself is validated independently by
reproducing the paper’s Table II on every moment.

Two qualifications keep this short of a clean replication. First, the effect is materially smaller
than published—about 58% of the headline magnitude—and only three of the seven Panel A
columns reproduce the paper’s significance, with both debt-issuance columns flat. Second, the
sample is less comparable than the near-identical N suggests: it covers 1972–2008 and 8,686 firms
against the paper’s 1965–2008 and 9,126 firms, because the Compustat items defining net equity
issuance are unpopulated before fiscal 1971 in the current data vintage. Out of sample the relation
is directionally intact but statistically undetectable. The overall in-sample verdict is partial.
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