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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:10.1111/j.1540-
6261.2010.01642.x.

1 Summary

1.1 The Paper

Giroud and Mueller test whether product market competition reduces the value of corporate gov-
ernance. They combine governance data from the Investor Responsibility Research Center with
CRSP returns and Compustat sales to form Democracy minus Dictatorship portfolios, overall and
within industry concentration terciles. Carhart four factor regressions show that good governance
earns large abnormal returns in concentrated industries but not in competitive industries.

1.2 Replication Findings

The replication of Table I reproduces the main result. The Panel A value weighted alpha is 0.72
percent per month with a t statistic of 2.84, against 0.66 and 2.57 in the paper. The alpha rises
from 0.46 in the low HHI tercile to 1.35 in the high HHI tercile, where the paper reports 0.30 and
1.47. Equal weighted estimates remain positive, but the high HHI estimate is weaker at 0.51 with
a t statistic of 1.81. A separate post 2006 test is infeasible because the comparable 24 provision G
index ends in 2006.

2 Data

The replication draws on the published Gompers, Ishii, and Metrick governance index, the Risk-
Metrics governance file (riskmetrics.gset), CRSP monthly returns and name histories (crsp.msf
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and crsp.msenames), the CRSP/Compustat merged link table (crsp.ccmxpf lnkhist), Compus-
tat annual fundamentals (comp.funda), the official Fama–French 48 industry SIC map, and monthly
Fama–French factors. Carhart’s PR1YR factor is constructed from the full CRSP monthly stock
universe.

Governance records link to active NYSE, AMEX, or NASDAQ common shares by CUSIP6 and
then by ticker, at each IRRC release’s effective portfolio month. Date valid CRSP/Compustat
links map PERMNO to GVKEY. The sample requires a Compustat SIC code that maps to an FF48
industry in the fiscal year used for the annual HHI rebalance. HHI uses sales from all mapped
Compustat firms with positive sales. The final panel contains 39,804 firm months and 661 unique
firms from September 1990 through December 2006. Panel A covers 112 months and 532 unique
Democracy or Dictatorship firms.

3 Methodology

The dependent variable is the monthly return on a zero cost portfolio that is long Democracy
firms, with a G index of at most 5, and short Dictatorship firms, with a G index of at least 14. Each
governance group is ranked by prior year FF48 HHI, and the ranks are split into three equal sized
firm portfolios. Value weighted returns use market equity at the end of month t − 1, and equal
weighted returns use simple means.

The reported intercept comes from

Rt = α + β1RMRFt + β2SMBt + β3HMLt + β4PR1YRt + εt.

PR1YR is formed each month as the equal weighted return of the top 30 percent minus the bottom
30 percent of NYSE, AMEX, and NASDAQ common stocks, ranked on 11 consecutive returns from
t − 12 through t − 2. Conventional OLS t statistics match the paper’s presentation.

Key differences from the paper. The replication uses current CRSP and Compustat vintages
together with date valid current link records, which yields 532 Panel A firms rather than 564. No
proxy replaces a core variable, and the sample periods, governance cutoffs, HHI timing, weight-
ing, factor model, and inference all follow the paper.

4 Results

4.1 Table I Panel A

Table 1: Panel A Carhart Four Factor Alphas
All Firms Low HHI Medium HHI High HHI

Value weighted
Replication 0.72 (2.84) 0.46 (1.38) 0.66 (1.77) 1.35 (2.68)
Paper 0.66 (2.57) 0.30 (0.90) 0.64 (1.70) 1.47 (3.38)

Equal weighted
Replication 0.42 (2.02) 0.21 (0.63) 0.54 (1.50) 0.51 (1.81)
Paper 0.48 (2.19) 0.28 (0.85) 0.42 (1.27) 0.72 (2.38)
OLS time series regressions with conventional t statistics. No fixed effects. N = 112 monthly
hedge returns. Panel A contains 532 unique firms and averages 211 firms per month.
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The value weighted estimates reproduce the paper closely. The all firm alpha differs by 0.06 per-
centage points. The low, medium, and high HHI alphas preserve the paper’s monotonic increase,
and the high HHI estimate differs by 0.12 percentage points. Equal weighted estimates preserve
positive alphas but do not reproduce the paper’s high HHI precision. The replicated high HHI t
statistic is 1.81 compared with 2.38.

The PR1YR factor also passes a source level check. Over Carhart’s July 1963 through December
1993 validation period, it has a monthly mean of 0.91 percent, a standard deviation of 3.89 percent,
and a mean t statistic of 4.48. Carhart reports 0.82 percent, 3.49 percent, and 4.46.

4.2 Table I Panel B

Table 2: Panel B Carhart Four Factor Alphas
Period Series All Firms Low HHI Medium HHI High HHI

Value weighted
1990 to 2006 Replication 0.22 (1.09) -0.01 (-0.03) 0.34 (1.09) 0.62 (1.49)
1990 to 2006 Paper 0.24 (1.22) 0.06 (0.21) 0.09 (0.30) 0.99 (2.55)
2000 to 2006 Replication -0.29 (-0.87) -0.76 (-1.58) 0.45 (0.84) -0.05 (-0.07)
2000 to 2006 Paper -0.21 (0.65) -0.41 (0.87) -0.19 (0.41) 0.26 (0.40)

Equal weighted
1990 to 2006 Replication 0.23 (1.37) -0.13 (-0.46) 0.39 (1.44) 0.41 (1.77)
1990 to 2006 Paper 0.29 (1.77) 0.00 (0.00) 0.12 (0.48) 0.73 (3.12)
2000 to 2006 Replication 0.11 (0.38) -0.77 (-1.68) 0.41 (0.96) 0.67 (1.65)
2000 to 2006 Paper 0.20 (0.76) -0.36 (0.91) 0.08 (0.19) 0.88 (2.24)

OLS time series regressions with conventional t statistics. No fixed effects. N = 196 months for 1990 to
2006 and N = 84 months for 2000 to 2006.

The extended sample reproduces the disappearance of the average governance premium. The
value weighted all firm alpha is 0.22 for 1990 to 2006 and minus 0.29 after 1999, where the paper
reports 0.24 and minus 0.21. The high HHI value weighted result is weaker than in the paper,
while the post 1999 equal weighted high HHI alpha stays positive at 0.67 with a t statistic of 1.65.
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