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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:10.1093/rfs/14.2.529.

1 Summary

1.1 The Paper

Lamont, Polk and Saa-Requejo ask whether financial constraints are a common, priced source of
variation in stock returns. They build a Kaplan-Zingales (KZ) index from five Compustat account-
ing ratios, sort manufacturing firms with positive real sales growth into independent size and KZ
terciles each June, and form value-weighted portfolios over 1968-1997. The constraints factor FC
buys the most constrained third and shorts the least constrained third. Constrained firms’ returns
move together, which confirms a constraints factor. FC nonetheless earns a negative average re-
turn (—0.13%/month) and a significant negative alpha under the CAPM and the Fama-French
three-factor model, a puzzle the authors cannot explain with existing models.

1.2 Replication Findings

The headline replicates qualitatively. = Over 1968:07-1997:12 the constraints factor earns
—0.210%/month and carries significant negative alphas (CAPM —0.30, t = —2.82; FF3 —0.37,
t = —3.68), matching the paper’s signs and significance. The sample holds 11.4% more firms than
the original, 1176.5 versus 1056 per year. Out of sample over 1998-2024, FC is effectively zero
(0.003%/month, t = 0.02) and the pricing alphas lose significance.

2 Data

Accounting data come from Compustat annual fundamentals (comp.funda, INDL/STD/D/C).
Returns, prices, shares outstanding, share codes and SIC codes come from the CRSP monthly stock
files (crsp.msf, msenames, msedelist). Compustat links to CRSP through the CRSP/Compustat



merged link table (ccmxpf_lnkhist), restricted to link types LU and LC and to primary links,
joining GVKEY to PERMNO with date overlap at June formation. Risk factors are the Fama-
French monthly series, and the deflator is the CPI series CPIAUCNS. The sample universe is CRSP
ordinary common equity in manufacturing with positive prior-year real sales growth, the two
required annual Compustat records t — 2 and t — 1, and the Appendix’s item-validity rules. The
tinal sample averages 1176.5 firms per year, ranging from 525 in 1971 to 1890 in 1996, and spans
354 months. Ibbotson TERM and DEFAULT factors feed a Table 6 row outside the selected target.

3 Methodology

The KZ index for firm i in year t uses accounting data from the fiscal year ending in calendar year
t — 1, with net PP&E (item 8) lagged to t — 2:
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Each June, independent terciles by KZ and by June market capitalization split the sample into
nine portfolios. Monthly value-weighted excess returns run from July ¢ to June ¢ + 1. Membership
stays fixed for the holding year, while weights use beginning-of-month CRSP market equity and
therefore drift with returns. The constraints factor is FC = HIGHKZ — LOWKZ, where HIGHKZ
and LOWKZ average the three size-stratified constrained and unconstrained portfolios. Table 6
regresses FC on the CAPM and on the three Fama-French factors by OLS, with conventional -
statistics.

4 Results

4.1 Table 1: Portfolio returns and the constraints factor

Table 1 reports mean monthly excess returns for the nine portfolios and the FC factor. The con-
strained portfolios underperform their unconstrained counterparts within each size group, repro-
ducing the paper’s central pattern. FC is —0.210%/month versus the paper’s —0.13%.



Table 1: Mean monthly excess returns, nine size xKZ portfolios and FC, 1968:07-1997:12.

Portfolio Paperret Repl. ret Repl. t Repl. # firms (paper)
Low KZ small (LS) 0.45 0.435 1.20 95 (86)
Mid KZ small (MS) 0.67 0.663 1.88 101 (90)
High KZ small (HS) 0.38 0.274 0.69 197 (173)
Low KZ mid (LM) 0.37 0.422 1.25 134 (120)
Mid KZ mid (MM) 0.56 0.539 1.62 131 (114)
High KZ mid (HM) 0.26 0.237 0.62 127 (116)
Low KZ big (LB) 0.47 0.506 2.05 163 (143)
Mid KZ big (MB) 0.53 0.547 2.06 160 (145)
High KZ big (HB) 0.25 0.223 0.71 69 (71)
HIGHKZ 0.30 0.245 0.71

LOWKZ 0.43 0.455 1.56

FC =HIGHKZ-LOWKZ  -0.13 —0.210 —1.86

Value-weighted excess returns in percent per month, using beginning-of-month market equity. t-statistics use conven-
tional standard errors. N = 354 months.

4.2 Table 6: Pricing tests of the constraints factor

Table 2 shows the asset-pricing punchline. FC carries a significant negative alpha under both
models, and the factor loadings stay close to the paper. The negative-alpha puzzle, the paper’s
main asset-pricing contribution, holds qualitatively.

Table 2: Pricing tests on the FC factor, 1968:07-1997:12 (t-statistics in parentheses).

Model Source o RM-RF SMB HML R?
Paper  —0.23(2.12) 0.20 (8.47) 0.17

CAPM Repl. —0.30 (—2.82) 0.18 (7.65) 0.14

FE3 Paper —0.26 (2.59) 0.16 (6.59) 0.27 (7.47) 0.08 (1.97) 0.29
Repl.  —0.37(—3.68) 0.16(6.62) 0.25(7.15) 0.12(2.98) 0.27

OLS of monthly FC excess return on factor returns. Conventional standard errors. N = 354 months. The five-factor-
plus-momentum row of the paper requires proprietary Ibbotson TERM/DEEF factors and is omitted.

4.3 Out-of-sample test, 1998-2024

Applying the same specification to 324 post-publication months gives FC = 0.003%/month (t =
0.02), CAPM alpha —0.080 (t = —0.56), and FF3 alpha —0.105 (t = —0.81). The raw FC mean
flips sign by a negligible amount, while both pricing alphas keep their negative signs but lose
significance. The original negative, significant anomaly does not persist.



