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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/hhj003.

1 Summary

1.1 The Paper

Faulkender and Petersen ask whether a firm’s access to the public bond market, and not only
its demand for debt, shapes its capital structure. They regress market leverage on a dummy for
whether the firm carries an S&P debt rating, alongside the standard demand-side determinants
of leverage, using Compustat firm-years from 1986 to 2000. Firms with a rating hold roughly
eight percentage points more market leverage after controlling for size, asset tangibility, growth,
profitability, risk, and maturity. The authors read this gap as a supply effect. Firms shut out of
public debt markets are credit constrained and therefore under-levered.

1.2 Replication Findings

The headline replicates qualitatively. The coefficient on the fiscal-year-end debt-rating dummy
is 0.083 in the baseline OLS specification against the paper’s 0.083, and 0.085 against 0.078 after
adding equity return and daily-return asset volatility. All four estimates are positive and signifi-
cant at 1 percent. The volatility construction closely reproduces the paper’s Table 2 distribution.
An out-of-sample test on 2001 to 2016 confirms the result, with a column IV rating coefficient of
0.092 and a t-statistic of 21.8.

2 Data

Accounting variables come from Compustat North America annual fundamentals (comp . funda),
tiscal years 1986 to 2000, industrial format, consolidated, standard data format. The debt-rating
variable is the paper’s only nontrivial input. S&P issuer ratings (splticrmlong-term and spsticrm



short-term) were withdrawn from funda after 2017 under S&P licensing, so the replication recov-
ers them from the dedicated comp . adsprate table, which retains monthly gvkey-level ratings from
1978 to 2017. A firm “has a debt rating” when either rating is non-missing at the Compustat fiscal-
year-end month. Equity returns come from CRSP monthly stock returns (crsp.msf), and volatil-
ity from CRSP daily returns (crsp.dsf). Both link to Compustat through the CRSP/Compustat
merged link table (ccmxpf_lnkhist) on gvkey to permno.

The sample excludes financial firms (SIC 6000-6999) and public-sector firms (SIC 9000s), along
with firm-years reporting sales or assets below $1 million. Table 4 keeps firm-years with positive
debt. The final positive-debt sample holds 80,556 firm-years, of which 20.2 percent are rated.
Column I contains 80,235 observations and 13,107 firms. Column IV contains 61,853 observations
and 10,372 firms.

3 Methodology

The dependent variable is market leverage,

dlc + dItt
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total short- plus long-term debt over the market value of assets, where the denominator is book
assets minus book common equity plus the market value of common equity. Each specification
regresses leverage on the rating dummy, log market assets, log of one plus firm age, EBITDA over
sales, PP&E over assets, market-to-book, R&D over sales, and advertising over sales. Specifica-
tion IV adds the prior-year equity return and asset-return volatility, where equity volatility is the
annualized standard deviation of the prior 252 daily returns, multiplied by the equity-to-asset ra-
tio. Specification V adds the fraction of debt due within one year and beyond five years. Every
model includes year dummies and a regulated-utility dummy (SIC 4900-4939). Standard errors
are clustered by firm. Specification II is estimated by Fama-MacBeth.

Key differences from the paper. Column III's Graham simulated marginal tax rate is omitted
because the assigned headline target does not require it. Profits over sales and R&D over sales
carry smaller coefficients than the paper. The paper documents neither additional trimming nor
an alternative construction, so the replication retains the stated definitions. Sample sizes run 4
to 27 percent above the paper because the modern Compustat vintage covers these years more
completely. The firm-age birth source is not stated and is measured here from the first Compustat
fiscal year.

4 Results

4.1 Table 4: Determinants of Market Leverage

Table 1 places the replication beside the paper. The rating coefficient tracks the paper within
0.009 across all four reported specifications. In the baseline OLS the estimate is 0.083 (¢t = 20.4)
against the paper’s 0.083. Under Fama-MacBeth it is 0.078 (¢ = 10.6) against 0.080. Adding return
and volatility yields 0.085 (t = 21.8) against 0.078, and adding maturity yields 0.080 (t = 20.5)
against 0.071. Every estimate is significant at the 1 percent level. Market-to-book is —0.020 against
—0.020, and asset volatility is —0.353 against —0.334. The model R? runs 0.226, 0.386, and 0.391
across columns I, IV, and V, against the paper’s 0.242, 0.368, and 0.373.
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Table 1: Rating coefficient in the market-leverage regression. Dependent variable is market lever-
age, (dlc +dlItt)/(at — ceq + prcc_f - csho). All models include year and utility dummies; standard
errors clustered by firm (Rogers), except column II (Fama-MacBeth). t-statistics in brackets.

1(OLS) II(FM) IV (OLS) V (OLS)

Firm has a debt rating (repl.) 0.083 0.078 0.085 0.080

[20.4]  [10.6] [21.8] [20.5]
Firm has a debt rating (paper)  0.083 0.080 0.078 0.071

[16.6] [13.3] [19.5] [17.8]

N (repl.) 80,235 80235 61,853 61,853
N (paper) 63272 63272 59562 59,562
Firms (repl.) 13,107 13,107 10372 10,372
R2 (repl.) 0.226 — 0.386 0.391

4.2 Univariate Check (Table 1)

The replication reproduces the raw leverage gap that motivates the paper. In the positive-debt
sample, rated firms average 28.9 percent market leverage and unrated firms 20.8 percent, against

the paper’s 28.5 and 20.5. The fiscal-year-end rated share is 20.2 percent against the paper’s 21.1
percent.

4.3 Out-of-Sample, 2001-2016

Estimating columns I and IV on the post-sample window confirms the finding. The rating coeffi-
cient rises to 0.092 (t = 21.8) in the return-and-volatility specification and 0.107 ( = 25.0) in the

baseline. Column IV contains 48,997 observations and 7,159 firms. The positive leverage premium
for rated firms persists after 2000.
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