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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/;.jfineco.2010.05.002.

1 Summary

1.1 The Paper

Jiang, Lee and Yue study how controlling shareholders of Chinese listed firms expropriate mi-
nority investors by extracting cash through intercorporate loans booked as “other receivables”
(OREC). They measure tunneling directly as other receivables scaled by total assets (ORECTA),
using the proprietary CCER China Stock Database for all Shanghai and Shenzhen firms over
1996-2006. ORECTA is pervasive, concentrates in poorly governed firms, and carries severe con-
sequences. The headline economic result is that ORECTA strongly predicts worse future operating
performance. After controlling for current ROA, the level of ORECTA is the single best predictor
of next year’s ROA, and high-ORECTA firms are far more likely to enter financial distress.

1.2 Replication Findings

The headline replicates. In a firm-and-year fixed-effects panel, the scaled ORECTA decile rank
predicts next-year ROA with a coefficient of —0.0360 (! = —8.88) against the paper’s —0.049
(t = —8.51), and all four other coefficients match in sign and significance. A secondary logit
confirms that ORECTA predicts distress (special-treatment) status, with the key coefficient +1.96
(z = 7.63) against the paper’s +1.43. Both results rest on a substitute data source. Compustat
Global Chinese A-shares stand in for the proprietary CCER data, with other receivables mapped
to the Compustat recco field, and that mapping reproduces the paper’s ORECTA distribution.
The cross-sectional determinants and the ownership-based results stay infeasible because they
need proprietary control-structure data. Out of sample over 2007-2020 the result is confirmed.
ORECTA still predicts ROA negatively and significantly, at roughly 57% of the in-sample magni-
tude.



2 Data

The paper draws fundamentals, prices and returns from the CCER China Stock Database
(SinoFin), institutional ownership from WIND, and a hand-collected controlling-shareholder re-
ceivables sample from Ye (2006). None of these sources is available for this replication, so it substi-
tutes Compustat Global annual fundamentals (comp.g_funda) for Chinese A-shares, filtering on
fic=CHN, curcd=CNY, non-financial firms (indfmt=INDL), and the Shanghai (exchg=249) and Shen-
zhen (exchg=250) exchanges. Other receivables (OREC) map to recco, the Compustat field for
other current receivables.

The listing screen has to come from a second source. Compustat Global backfills three to five
years of annual fundamentals before a Chinese firm’s IPO, so the paper’s requirement that a com-
pany be listed cannot be enforced inside g_funda. Listing dates come from Datastream instead.
The quote-level StartDate in ds2exchqtinfo, restricted to CNY quotes on the Shanghai (180) and
Shenzhen (190) exchanges and aggregated to the company, reproduces the official Chinese listed-
company count at every year-end from 1991 (13 firms) to 2004 (1,378 firms), and links to gvkey
through the primary-quote SEDOL. Every firm-year in the final sample carries a matched listing
date.

The final sample spans 19962004 with 7,583 firm-years from 1,189 firms, against the paper’s
7,557 firm-years from 1,377 firms. Of those, 7,559 are usable in the target regression and 7,462
survive after singleton fixed effects are dropped. Table 1 shows that the substitute reproduces
the paper’s descriptive statistics closely, which is the evidence that recco is the Chinese “other
receivables” line and that the sample screen matches the paper’s.

Table 1: Descriptive statistics, replication versus paper (Table 1 Panel A).
N  ORECTA mean median (Q; Q3

Replication 7,583 0.080 0.048 0.017 0.106
Paper 7,557 0.081 0.048 0.017 0.108
Replication LEV mean 0.451 and ROA mean 0.029, against the paper’s 0.455 and 0.028. All variables winsorized at
1%/99%.

3 Methodology

The dependent variable is one-year-ahead return on assets, FROA;; = ib;;1/at;;1. The target
specification regresses it on current ROA (= ib/at), the scaled ORECTA decile rank R . ORECTA
(annual deciles, scaled to [0,1]), leverage LEV = lt/at, size SIZE = In(at), and a loss dummy
NEG = 1{nicon < 0}, with firm and year fixed effects. All continuous variables are winsorized
at 1%/99%. Standard errors are classical, matching the paper, which reports plain f-statistics. The
secondary logit models special-treatment (ST) status three years ahead on R -ORECTA and distress
controls (ROA, asset turnover, leverage, sales growth, operating cash flow, non-operating income,
size), with industry and year fixed effects. A firm that reports losses in t + 1 and ¢ + 2 is designated
ST during t + 3.

Key differences from the paper. First, the data source is Compustat Global rather than CCER,
with recco standing in for the Chinese “other receivables” line. Second, the paper’s BLOCK
(largest-shareholder percentage) control is omitted from the logit because no ownership data exist
in Compustat. Third, the paper reports 1,377 distinct companies against 1,189 here, so a little
under 15% of the listed cross-section is missing from the Compustat Global panel.



4 Results

4.1 Target table: ORECTA predicts future ROA

Table 2 reports the target regression. Every coefficient matches the paper in sign and significance.
The tunneling variable R_-ORECTA enters at —0.0360 (t = —8.88) against the paper’s —0.049 (t =
—8.51), so moving from the lowest to the highest ORECTA decile lowers next-year ROA by 3.6
percentage points, against the paper’s 4.9. Other receivables drain future performance. Current
ROA is strongly persistent (4-0.226 versus +0.301), larger firms have lower future ROA (—0.035
versus —0.029), and current losses predict lower future ROA (—0.024 versus —0.022). Leverage
is positive in both, significant here and marginal in the paper. The fit (R> = 0.45) is close to the
paper’s adjusted R? of 0.41.

Table 2: Panel A. ORECTA and future ROA. Dependent variable FROA;,.

Replication Paper
Variable Coef. t Coef. t
ROA 0.2257 1040 0301  9.93
R ORECTA —0.0360 —8.88 —0.049 -—8.51
LEV 0.0327 4.06 0.020  1.66
SIZE —0.0345 —-13.83 —0.029 —8.39
NEG —-0.0236 537 —0.022 —4.10
Fixed effects firm + year firm + year
N 7,462 7,557
R? 0.45 0.41 (adj.)

Classical standard errors. Firms 1,189 (replication). Continuous variables winsorized at 1%/99%. Coefficients are in
ROA units (decimal, not percent).

4.2 Secondary: ORECTA predicts distress (ST status)

Table 3 reports the secondary logit. The tunneling variable again dominates. R ORECTA enters at
+1.96 (z = 7.63) against the paper’s +1.43, so high-ORECTA firms are far more likely to become
specially treated within three years. Asset turnover, leverage and operating cash flow match the
paper in sign and significance. The current-ROA coefficient is near zero in this specification. On its
own ROA predicts ST status strongly (—5.48, z = —9.86), but its marginal contribution is absorbed
by operating cash flow, leverage and R.ORECTA, so the comparison to the paper’s —26.10 is
uninformative. The paper’s BLOCK control is omitted as no ownership data exist in the substitute.



Table 3: Panel B. Logit for special-treatment status in t + 3 (two consecutive losses).

Replication Paper
Variable Coef. z Coef. x>
R_ORECTA 1.9624 7.63 1.428 26.7
ROA —0.00564 —-0.00 —26.10 584
ATURN —1.5462 577 —0981 13.8
LEV 20571 630  1.121 6.2
SG —0.0464 —-041 -0213 25
OCF —3.7244 —426 —-1988 45
NONOPERAT 74925 295 —3.398 0.3
SIZE —0.0565 —-0.71 -0.167 35
Fixed effects industry + year industry + year
N 5,869 5,668

Paper reports x? (= z2). BLOCK control omitted (proprietary, unavailable).

4.3 Out-of-sample test (2007-2020)

The government action of December 2006 officially eradicated the intercorporate-loan tunneling
practice, so the out-of-sample period offers a clean test of whether the relationship survives. It
does. R_.ORECTA stays negative and highly significant at —0.0204 (t = —12.13, N = 33,780),
which confirms the headline. The magnitude is 57% of the in-sample estimate (—0.0360) and
about 42% of the paper’s —0.049, consistent with the specific tunneling channel being shut down
while other receivables continue to proxy for weak governance and poorer future performance.
The ROA and SIZE controls hold. LEV and NEG flip sign, and both are controls rather than the

result of interest.
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