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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-
6261.2008.01372.x.

1 Summary

1.1 The Paper

John, Litov, and Yeung argue that stronger investor protection leads corporations to take more
risk in their investment choices. They test the argument on manufacturing firms from 39 countries
during 1992 through 2002 and on a detailed United States subsample. Their firm level measure of
risk taking is the time series volatility of market adjusted EBITDA over assets. In Table IV, lower G
and E governance indices, which represent stronger shareholder rights, go with higher risk taking
among United States firms.

1.2 Replication Findings

The Table IV Panel A model 2 estimate keeps the paper’s negative G-index coefficient but loses sta-
tistical significance. The replication gives —0.0013 with ¢t = —0.78 and 318 firms, while the paper
reports —0.0019 with absolute t = 3.67 and 443 firms. The coefficient magnitude remains similar,
but the directional significance claim does not replicate. The five year test during 2003 through
2007 gives 0.0005 with t = 0.80 and 435 firms, reversing the sign. OSIRIS financial data supply
bank power and public Unionstats files supply industry union membership. OSIRIS shareholder
coverage remains too sparse to include the paper’s large shareholder control.

2 Data

Compustat North America annual fundamentals (comp.funda) supply the accounting data for
United States firms. Both samples keep manufacturing firms with SIC codes 2000 through 3999



and at least five annual EBITDA over assets observations. The in-sample period is 1992 through
2002 and the out-of-sample period is 2003 through 2007.

Three further sources supply the governance and stakeholder variables. The IRRC and ISS G-
index file links to Compustat by six digit CUSIDP, and its validity intervals align governance to each
firm’s first sample year. OSIRIS links through CIK and supplies current loans, non-current bank
loans, and assets. Unionstats supplies CPS union membership for 1997 and 1998, which Census
definitions map from 1990 industry codes to three digit SIC.

The final in-sample regression contains 318 firms, against the 443 the paper reports. The
OSIRIS shareholder table yields usable largest-owner values for only 30 of 1,091 governance-
linked candidates, so ownership remains omitted.

3 Methodology

For firm 7 in year t, the replication defines
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Model 2 regresses RISK1 on the G-index, earnings smoothing, initial size, initial earnings, ini-
tial sales growth, initial leverage, bank power, industry unionization, and the number of obser-
vations used to estimate RISK1. It includes one digit SIC fixed effects and HC1 robust standard
errors. Earnings smoothing follows the paper’s balance sheet accrual construction, and initial
leverage equals total liabilities plus preferred stock minus deferred taxes, divided by assets.

Key differences from the paper. The OSIRIS shareholder file cannot support the large share-
holder control, and the final sample has 318 rather than 443 firms. The accounting, governance,
bank power, and unionization constructs otherwise follow the target specification. The out-of-
sample analysis applies the same available specification to 2003 through 2007.



4 Results

4.1 Table IV Panel A Model 2

Table 1: Risk Taking and the G-index

Paper In sample 00s
Variable Coef. |£] Coef. t  Coef. t
G-index -0.0019 3.67 -0.0013 -0.78 0.0005 0.80
Earnings smoothing -0.0161 4.74 -0.0154 -1.04 0.0005 0.17
Log initial size -0.0056 4.72 0.0011 028 0.0043 3.09
Initial earnings -0.1501 4.20 -0.1701 -2.27 -0.3295 -19.46
Initial sales growth 0.0060 0.51 0.0058 0.27 0.0265 1.77
Initial leverage 0.0130 1.66 -0.0116 -0.41 0.0362 2.21
Bank power -0.0206 173 -0.0407 -0.76 -0.0234 -1.40
Unionization -0.0005 5.04 -0.0003 -0.71 0.0000 0.28
N 443 318 435
Fixed effects One digit SIC  One digit SIC ~ One digit SIC
Standard errors Robust HC1 robust HC1 robust
Period 1992-2002 1992-2002 2003-2007

The in-sample G-index estimate matches the paper’s economic magnitude but not its inference.
A three point increase in the G-index changes RISK1 by —0.0039, compared with —0.0057 using
the paper coefficient. The earnings smoothing coefficient also remains close in magnitude but
becomes insignificant. Initial earnings retains its negative sign and significance. Size changes
sign, while sales growth remains positive and insignificant. Leverage changes sign and remains
insignificant. Bank power retains the expected negative sign but loses significance. Unionization

remains negative but loses significance.

The out-of-sample coefficient on the G-index is positive and insignificant. A three point in-
crease changes RISK1 by 0.0015. The sign reversal means the later cross section does not support

the paper’s directional governance claim.



