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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:10.1093/rfs/hhn030.

1 Summary

1.1 The Paper

Polk and Sapienza test a catering theory of corporate investment, in which stock-market mis-
pricing feeds directly into firms’ investment decisions. Managers who cater to current sentiment
invest to boost short-run share prices, and they should cater most when shareholders have short
horizons and assets are hard to value. The authors proxy mispricing with discretionary accruals,
which predict low future returns. Using a 1963–2000 CRSP–Compustat panel, they regress firm
investment on discretionary accruals while controlling for Tobin’s Q and cash flow, with firm and
year fixed effects. They find a positive and economically large relation. A one-standard-deviation
rise in discretionary accruals raises investment by about 7% of its mean. The effect is stronger for
high-R&D and high-turnover firms, and high-investment firms earn low subsequent returns.

1.2 Replication Findings

The headline result replicates almost exactly. The baseline coefficient on discretionary accruals
is 0.2071 (t = 13.4) against the paper’s 0.2010 (t = 8.78), within 3% and identical in sign and
significance. All five feasible columns of Table 2 reproduce the paper’s coefficients within 3–7%
with matching stars, and Panel B, which excludes equity issuers, also holds. The sample is 14%
larger, 36,124 firm-years against 31,659, consistent with the growth of the Compustat annual file
across vintages. Columns relying on Zacks analyst forecasts were omitted because that database
is unavailable. Out of sample over 2001–2024 the discretionary-accruals coefficient stays positive
and significant at 0.1411 (t = 5.04), confirming that the catering channel persists.
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2 Data

The core source is Compustat annual fundamentals (comp.funda), merged with CRSP. Investment
is capx (item 128) and capital is net PP&E ppent (item 8). Tobin’s Q uses book assets at (6),
book common equity ceq (60), deferred taxes txdb (74) and the market value of common eq-
uity (prcc f×csho). Cash flow is (ib+dp)/ppent. Discretionary accruals follow Chan, Chan, Je-
gadeesh and Lakonishok (2001) and are built from rect, invt, aco, ap, lco, dp, sale. Firms
link to CRSP through the CRSP/Compustat merged link table (crsp.ccmxpf lnkhist) and the
CRSP names file (crsp.msenames). That merge is itself a sample filter, because it requires a
common-equity PERMNO (shrcd 10 or 11) active at datadate. The sample spans 1963–2000 and
keeps December fiscal year-ends only. It also requires non-negative assets, capital and investment,
sales above $10 million, at least two years on Compustat, and five prior years for the normal-
accruals model. The final panel holds 36,124 firm-years. Three columns of Table 2 use the Zacks
analyst-forecast database, which is unavailable, and those columns are dropped.

3 Methodology

The dependent variable is the investment-capital ratio Ii,t/Ki,t−1 = capxt/ppentt−1. The baseline
specification is

Ii,t

Ki,t−1
= fi + γt + b1 DACCRi,t + b2 Qi,t−1 + b3

CFi,t−1

Ki,t−2
+ ε i,t,

with firm fixed effects fi, year fixed effects γt, and standard errors clustered by firm. Discre-
tionary accruals are realized accruals minus normal accruals, where normal accruals apply a firm’s
five-year accrual-to-sales ratio to current sales. Later columns add the equity-issuance control
sstk/PP&E and contemporaneous and lagged Q (Qt, Qt−2, Qt−3). Panel B re-estimates after drop-
ping firm-years with positive equity issuance. The continuous ratios I/K, DACCR, Q and CF/K
are trimmed at the 0.5 and 99.5 percentiles inside the estimation window.

Key differences from the paper. Three deviations exist. First, the panel is 14% larger. The
current WRDS Compustat tape carries roughly 2.6 times more 1980–1999 firm-years than the
circa-2001 tape the authors used, and the CRSP common-equity screen together with the normal-
accruals and listing requirements absorbs most of the gap. Second, Q is trimmed at the 0.5 and
99.5 percentiles while the paper retained a fatter right tail, with a Q maximum of 51 against our
8. This trimming leaves the discretionary-accruals coefficient unchanged but raises the Q control
coefficient by about 15%. Third, the equity-issuance ratio is left untrimmed because later columns
alone require it, which attenuates its coefficient. None of these touch the headline result.

4 Results

4.1 Table 2: Discretionary accruals and investment

Table 1 places the replication beside the paper for the five feasible columns of Panel A. The
discretionary-accruals coefficient is positive and significant at the 1% level in every column, 0.181
to 0.207 against the paper’s 0.174 to 0.201, a maximum gap of 7%. In the baseline the match is
within 3% (0.2071 vs 0.2010). Tobin’s Q enters at 0.056 to 0.063 (paper 0.053 to 0.056) and cash flow
at 0.066 to 0.069 (paper 0.071 to 0.074), both positive and significant throughout. Our t-statistics
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exceed the paper’s because the panel is larger. Adding contemporaneous and lagged Q (columns
6–8) leaves discretionary accruals near 0.19, exactly as in the paper, confirming that the result is
not an artifact of Q timing. Panel B, which drops equity issuers, yields 0.193 (t = 8.4) against
the paper’s 0.147, preserving sign and significance on a sample two-thirds smaller. The catering
relation is robust to the equity-issuance channel.

Table 1: Table 2, Panel A: investment on discretionary accruals. Replication vs paper. Coefficients
with t-statistics in parentheses. *** / ** / * denote 1/5/10% significance. All columns include firm
and year fixed effects; standard errors clustered by firm.

(1) (2) (6) (7) (8)

DACCR repl. 0.2071*** 0.1934*** 0.1915*** 0.1900*** 0.1814***
(13.4) (11.8) (11.7) (11.5) (11.0)

paper 0.2010*** 0.1987*** 0.1842*** 0.1783*** 0.1736***
(8.78) (8.42) (7.68) (7.49) (7.23)

Qt−1 repl. 0.0628*** 0.0620*** 0.0561*** 0.0604*** 0.0587***
paper 0.0544*** 0.0529*** 0.0532*** 0.0556*** 0.0549***

CF/K repl. 0.0692*** 0.0660*** 0.0660*** 0.0678*** 0.0670***
paper 0.0743*** 0.0711*** 0.0738*** 0.0709*** 0.0697***

N repl. 36,124 32,304 32,285 32,075 31,755
N paper 31,659 30,490 29,153 28,532 28,053

4.2 Out-of-sample test, 2001–2024

Re-estimating the same specification on 2001–2024 (20,353 firm-years) gives a discretionary-accruals
coefficient of 0.1411 (t = 5.04, 1%), about 32% below the in-sample 0.2071 but the same in sign and
significance. Tobin’s Q stays at 0.0560 (t = 14.1). Cash flow collapses to 0.0076 (t = 6.4), match-
ing the documented post-2000 decline in investment–cash-flow sensitivity. The catering channel
between mispricing and investment holds in the modern period.
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