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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:10.1046/j.1540-6261.2003.00608.x.

1 Summary

1.1 The Paper

Hartzell and Starks ask whether concentrated institutional investors monitor executive compen-
sation. They merge ExecuComp from 1992 through 1997 with Spectrum 13F holdings, CRSP, and
Compustat. Table IV estimates whether institutional concentration changes the sensitivity of salary
and bonus to shareholder wealth. The paper reports a positive coefficient of 0.035 with a t statistic
of 2.18 on the five largest institutions’ share of total institutional holdings.

1.2 Replication Findings

The headline result replicates. The in-sample coefficient is 0.03874 with a t statistic of 2.17, estimated
on 32,953 executive-years and 1,993 firms against the paper’s 36,342 observations. The specification
uses the paper’s concentration denominator, admits no more than five executives per firm-year,
and includes every interaction in equation (2).

The same equation confirms the result in 1998 through 2005. Out of sample the coefficient rises
to 0.05706 with a t statistic of 6.14 on 54,963 executive-years.

2 Data

The paper and replication use the same four data families. ExecuComp supplies salary, bonus,
executive rank, and CEO status. Thomson Spectrum 13F supplies December institutional holdings.
CRSP supplies market capitalization and historical CUSIP. Compustat supplies the components
of Tobin’s q. Date-valid CCM links map GVKEY to PERMNO, and historical NCUSIP links CRSP
firms to 13F securities.
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Three sample rules shape the panel. For each 13F report date the replication keeps the latest
amended manager-security filing. It retains no more than five executives per firm-year using
annual executive rank. It requires consecutive executive-years before forming a compensation
change. The in-sample regression therefore covers 1993 through 1997, and its 32,953 observations
equal 90.7 percent of the paper’s count. The out-of-sample regression covers 1998 through 2005
and stops before the 2006 disclosure change. No data source stands in for one the paper used.

3 Methodology

The dependent variable is the change in salary plus bonus, measured in thousands of dollars.
Shareholder wealth is CRSP shares outstanding times price, measured in millions of dollars.
Following equation (2), the regression is

∆Compit = α + β1∆Wi,t−1 + ∆Wit
[
β2Top5i,t−1 + γ′Xit

]
+ λt + ε it.

Here Top5 is the five largest institutions’ shares divided by all institutional shares. The vector
X contains lagged total institutional ownership, Tobin’s q, beginning market capitalization, the
current CEO indicator, year indicators, and two-digit SIC indicators. Year indicators also enter as
intercept shifts. The replication reports conventional OLS t statistics because the paper states no
robust or clustered covariance estimator.

Key differences from the paper. The current data vintage yields 9.3 percent fewer observations.
The market capitalization coefficient keeps the paper’s negative sign but loses significance, and
its magnitude reflects the stated millions-of-dollars units while the paper’s displayed scaling is
not explicit. The headline concentration variable, estimator, timing, and source datasets otherwise
follow the paper.

4 Results

4.1 Table IV, Model (1)

Table 1: Pay-for-Performance Sensitivity of Salary and Bonus

Replication Paper

Variable Coefficient t Coefficient t

∆Wt−1 0.00161 0.63 0.001 0.51
∆Wt × Top5/Total IOt−1 0.03874 2.17 0.035 2.18
∆Wt × Total IOt−1 0.08854 6.42 0.050 4.00
∆Wt × qt−1 -0.00273 -2.41 -0.003 -3.84
∆Wt × MarketCapt−1 −6.66×10−8 -1.34 -0.172 -4.14
∆Wt × CEOt 0.02649 9.08 0.023 8.12

N 32,953 36,342
R2 0.017 0.010
Firms 1,993 Not reported
Conventional OLS t statistics. Year intercepts, year slope interactions, and two-digit SIC
slope interactions are included. The paper’s reported fit statistic is an adjusted R2.
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The headline coefficient differs from the paper by 0.00374 and carries nearly the same t statistic.
Lagged wealth change also matches in magnitude and insignificance. Total ownership, Tobin’s q,
and CEO status match in sign and significance. Market capitalization stays negative but is less
precisely estimated in the current sample.

4.2 Out-of-Sample Test

Table 2: Out-of-Sample Result, 1998 through 2005

Variable Coefficient t

∆Wt × Top5/Total IOt−1 0.05706 6.14

N 54,963
Firms 2,381
Same equation and conventional OLS inference as the in-sample test.

The out-of-sample coefficient keeps the paper’s positive sign and remains statistically significant.
Institutional concentration therefore continues to predict stronger cash-compensation sensitivity in
the eight post-sample years.

3


	Summary
	The Paper
	Replication Findings

	Data
	Methodology
	Results
	Table IV, Model (1)
	Out-of-Sample Test


