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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/j.jfineco.2006.11.006.

1 Summary

1.1 The Paper

The paper argues that US multinationals hold large cash balances partly because repatriating for-
eign earnings triggers US tax. Firms with high repatriation tax costs face an incentive to retain
earnings abroad as cash. The authors regress the log ratio of cash to net assets on a proxy for
the repatriation tax burden plus the standard cash-holdings controls, using Compustat firm-years
from 1982 to 2004 together with confidential Bureau of Economic Analysis (BEA) survey micro-
data. They find that a one-standard-deviation increase in the tax cost of repatriating earnings
raises cash by roughly eight percent, that this cash is held abroad, and that incorporated affiliates
in low-tax jurisdictions hold more cash than branch affiliates.

1.2 Replication Findings

The headline replicates. Using only Compustat and a schedule of US statutory corporate rates, the
Alternative Tax Cost coefficient in Table 2 is 13.72 (t = 5.9) in the full sample and 14.69 (t = 5.8)
among foreign-income reporters, against the paper’s 14.54 and 13.77. The gap runs 6 to 7 percent,
and both estimates carry the same one-percent significance as the published ones. Ten control
coefficients match in sign and significance, and Table 3 (changes) also reproduces the positive
significant tax effect. The affiliate-level Tables 4 through 8 rest on confidential BEA data with no
public proxy, so they fall outside what this replication can reach. Out of sample from 2005 to 2024
the levels result holds, at 11.83 and 10.38 and both significant, while the changes result weakens.



That weakening is consistent with the 2017 Tax Cuts and Jobs Act dismantling the repatriation-tax
regime.

2 Data

The replication draws on Compustat annual fundamentals (comp . funda) for fiscal years 1982 to
2004. The universe is industrial, standardized, domestic, consolidated records for US-incorporated
tirms (£ic=USA) with at least $100 million of assets in 1984 real dollars, deflated by CPI-U, exclud-
ing financials (SIC 6000-6999) and utilities (SIC 4900-4999). Key items are cash and short-term
investments (item 1), foreign pre-tax income (item 273), foreign current income tax (item 64), total
assets, pre-tax income, and the Opler-Pinkowitz-Stulz-Williamson controls (book and market eq-
uity, R&D, capital expenditure, operating income, debt, dividends). The full sample sets missing
foreign income and tax to zero, treating those firms as purely domestic, except in 1982-1983. The
foreign-reporter sample keeps firm-years that report both foreign items. The final samples hold
37,586 firm-years (full) and 15,711 (foreign reporters), against the paper’s 34,319 and 15,231.

Two substitutions matter. The paper’s main columns use Graham (1996b) simulated marginal
tax rates, which are distributed only through a gated email order form, so the replication instead
uses the paper’s own “Alternative Tax Cost” variant built on US statutory rates, which the paper
reports gives very similar results. The BEA Survey of US Direct Investment Abroad, required for
Tables 4-8, is confidential and unavailable, which puts those tables out of scope.

3 Methodology

The dependent variable is In(Cash/Net Assets) = In(che/(at — che)). The Alternative Tax Cost
of Repatriating Earnings is
max (pifo x 71" — txfo, O) /at,

where 77 is the top federal corporate rate, equal to 0.46 for 1982-1986, 0.40 for 1987, 0.34 for
1988-1992, 0.35 thereafter, and 0.21 from 2018 in the out-of-sample test. Each Table 2 specification
regresses the dependent variable on the tax cost, domestic and foreign income scaled by assets, log
assets, a dividend dummy, book-to-market (winsorized at 1/99), the firm-level standard deviation
of operating income over the sample, R&D and capital expenditure scaled by assets, and market
leverage, with two-digit-SIC industry and year fixed effects. Standard errors cluster by firm. Table
3 replaces the level dependent variable and the firm-characteristic regressors with first differences,
keeping the tax cost, income ratios, operating-income volatility, and capital expenditure in levels.

Key differences from the paper. The replication uses statutory rather than Graham marginal
tax rates. The paper shows this substitution changes little, and it is the only feasible path. The
CPI-U deflator and the exact statutory schedule are inferred. Income ratios are left unwinsorized,
following the paper’s footnote. The samples run 3 to 10 percent larger than the paper’s, plausibly
because of Compustat vintage and coverage differences.



4 Results

4.1 Table 2: Cash holdings and the tax cost of repatriation

Table 1 places the replication beside the paper for the two feasible columns. The Alternative Tax
Cost coefficient is 13.72 (t = 5.89) in the full sample and 14.69 (t = 5.82) among foreign reporters,
against the paper’s 14.54 (t = 5.52) and 13.77 (t = 5.22). Both are significant at one percent and
within 7 percent of the published values, so the central economic claim reproduces. Among con-
trols, log assets, the dividend dummy, book-to-market, operating-income volatility, R&D, capital
expenditure, and market leverage all match the paper in sign and significance, most within fifteen
percent. The visible divergence is Foreign Income/Total Assets, positive in both but insignificant
in the replication (0.54, t = 1.11) versus significant in the paper (0.94, t = 1.87). Because the pa-
per does not winsorize the income ratios, this control is sensitive to a handful of high-leverage
observations and to the statutory-versus-Graham sample, neither of which touches the tax-cost
result.

Table 1: Table 2 — Cash holdings and Alternative Tax Cost of Repatriating Earnings. Dependent
variable In(Cash/Net Assets). t-statistics in parentheses. Industry (2-digit SIC) and year fixed
effects; standard errors clustered by firm.

Col (3): Full sample Col (4): Foreign reporters
Variable Replication Paper Replication Paper
Alternative Tax Cost 13.72 (5.89) 14.54 (5.52) 14.69 (5.82) 13.77 (5.22)
Domestic Income/TA  —0.09 (—1.71) 0.07 (1.44) 0.01 (0.27) 0.05 (0.77)
Foreign Income/TA 0.54 (1.11) 0.94 (1.87) 0.42 (0.85) 1.33 (2.64)
Log of Assets —-0.11(-7.29) —-0.12(-7.68) —0.06 (—3.31) —0.09 (—4.52)
Dividend Dummy —043(—-10.5) —-0.31(-7.67) —0.40(—7.52) —-0.33(—6.31)

Book/Market Equity = —0.07 (—5.74) —0.07 (—4.10) —0.06 (—2.98) —0.06 (—1.93)
SD Operating Income 3.38 (7.76) 3.09 (6.78) 3.30 (5.93) 3.59 (6.26)

R&D/TA 6.37 (9.98) 7.04 (10.9) 5.95 (12.9) 6.48 (13.2)
Capex/TA —218(=7.12) —212(-7.18) —3.17(—7.72) —2.43(—4.94)
Market Leverage —2.05(—269) —-1.86(—23.3) —1.98(—18.7) —1.83(—17.3)
N 37,586 34,319 15,711 15,231

4.2 Table 3: Changes in cash holdings

Re-estimating the specification in first differences keeps the tax cost in levels. The Alternative Tax
Cost coefficient is 0.97 (t = 3.43) in the full sample and 0.96 (¢ = 3.02) among foreign reporters,
against the paper’s 0.84 and 0.72. Signs and one-percent significance match, while magnitudes
run 16 to 32 percent higher. The change-in-cash result therefore corroborates the levels evidence
in sample.

4.3 Out-of-sample test, 2005-2024

Table 2 extends the panel through 2024, setting the statutory rate to 21 percent from 2018. The
levels result holds. The Alternative Tax Cost coefficient is 11.83 and 10.38 over 2005-2024 and 12.41



and 11.35 over the pre-2018 window, all significant at one percent, attenuating 15 to 25 percent
relative to the in-sample 14.54 and 13.77. The changes result collapses to insignificance, at 0.12
and —0.00 for 2005-2024. The 2017 Tax Cuts and Jobs Act supplies the mechanism, replacing
the worldwide-deferral system with a quasi-territorial regime and cutting the federal rate to 21
percent. Because foreign tax rates routinely exceed 21 percent, the constructed repatriation tax
cost shrinks toward zero after 2017 and mechanically weakens the relation. The surviving pre-2018
estimates confirm that the original finding governs the period when the regime that produced it
was in force.

Table 2: Out-of-sample Alternative Tax Cost coefficient (t-statistics in parentheses). Same specifi-
cation as Tables 2 and 3.

Specification In-sample 1982-2004 OOS 2005-2024 OOS 2005-2017
Table 2, col 3 (levels) 14.54 (5.52) 11.83 (3.07) 12.41 (2.89)
Table 2, col 4 (levels) 13.77 (5.22) 10.38 (2.87) 11.35 (2.74)
Table 3, col 3 (changes) 0.84 (2.44) 0.12 (0.30) 0.30 (1.25)
Table 3, col 4 (changes) 0.72 (2.17) —0.00 (—0.01) 0.26 (1.11)
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