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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:10.1016/j.jfineco.2009.10.008.

1 Summary

1.1 The Paper

Giroud and Mueller ask whether product market competition substitutes for corporate gover-
nance. Their design combines Compustat data from 1976 through 1995 with the staggered passage
of 30 state business combination laws between 1985 and 1991. Their difference in difference in dif-
ferences estimates show that weaker takeover discipline lowers return on assets in concentrated
industries but has no detectable effect in competitive industries.

1.2 Replication Findings

The paper’s main pattern replicates qualitatively. The interaction between the BC dummy and
HHI is −0.0661 with t = 9.29, against −0.033 and t = 4.95 in the paper. The BC effect at the
competitive limit is 0.0009 with t = 0.19, against 0.001 and t = 0.35. The HHI terciles preserve the
same ordering.

Two findings depart from the paper. A modern Compustat vintage yields a broader sample
of 105,550 firm years rather than 77,460, and the Panel B lead turns significantly negative, so the
reverse causality check does not replicate. A post sample test for 1996 through 2001 uses the Iowa
and Texas laws adopted in 1997. Its headline sign persists, but two treated states cannot support
decisive clustered inference.
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2 Data

Compustat annual fundamentals (comp.funda) supply operating income before depreciation, to-
tal assets, sales, fiscal year, and historical SIC. The Compustat company header (comp.company)
supplies the state of incorporation, headquarters state, country, and a fallback SIC. The in sam-
ple law years come from the paper’s Table 1. The post sample law dates come from the 816 row
Bebchuk and Cohen state statute panel, which covers 51 jurisdictions from 1986 through 2001.

The in sample construction requires US headquarters and incorporation, nonmissing and non-
negative sales, positive assets, and nonutility SIC codes. It holds 105,550 observations, 13,086
firms, and 51 incorporation clusters, against 77,460 observations and 10,960 firms in the paper.
Both samples draw on Compustat, but the current vintage includes backfilled firms absent from
the vintage available to the paper. The company header is current rather than historical. No CRSP
or CCM screen enters Table 3 because the paper states no such screen.

3 Methodology

The dependent variable is

ROAit =
oibdpit

atit
.

The analysis drops one percent from each ROA tail. HHI equals the sum of squared sales shares
within each three digit SIC industry and year, computed on the stated Compustat universe before
the ROA screen, and the top 2.5 percent of HHI firm years are removed. The main specification is

ROAit = ai + at + b1BCkt + b2HHIjt + b3BCktHHIjt + γ′Xit + eit.

The controls are leave one out mean ROA by industry and year and by headquarters state and
year, log assets, squared log assets, and log age. The model includes firm and year fixed effects.
Standard errors use CRV1 clustering by state of incorporation.

Key differences from the paper. The Compustat vintage used here is broader than the vintage
available to the paper, which cannot be recovered. Header geography is current and can misclas-
sify relocated headquarters. The post sample test applies the same method to Iowa and Texas
in 1997, excludes states treated before 1996 from the risk set, and remains limited by two treated
states.

4 Results

4.1 Table 3 Panel A

Table 1 shows the principal coefficients. Column 1 produces an average BC effect of −0.0110 with
t = 2.03. Column 2 preserves the paper’s defining result. BC is economically small and insignifi-
cant while BC times HHI is negative and significant. Column 3 gives a null Low interaction and
negative significant Medium and High interactions. The magnitudes are larger than the paper’s
in the broader modern sample.
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Table 1: Table 3 Panel A replication
Statistic Replication Rep. t Paper Paper t Column

BC −0.0110 2.03 −0.006 2.25 1
BC 0.0009 0.19 0.001 0.35 2
BC × HHI −0.0661 9.29 −0.033 4.95 2
BC × HHI Low 0.0013 0.25 0.002 0.68 3
BC × HHI Medium −0.0162 3.06 −0.008 2.56 3
BC × HHI High −0.0199 3.30 −0.012 4.59 3

Observations 105,550 77,460
Firms 13,086 10,960
Fixed effects Firm and year
Standard errors Clustered by state of incorporation

The paper translates the column 2 interaction into a 0.5 percentage point ROA decline for a
one standard deviation increase in HHI. Applying the replication’s HHI standard deviation of
0.128 gives a 0.85 percentage point decline. The economic direction is the same and the replication
magnitude is about 1.6 times as large.

4.2 Table 3 Panel B

The reverse causality check does not replicate fully. The paper reports an insignificant lead of
−0.001 with t = 0.07, whereas the replication lead is −0.0664 with t = 2.60. The passage year and
post passage interactions remain negative and significant. Table 2 therefore supports the post law
direction but not the paper’s no pretrend claim.

Table 2: Table 3 Panel B event time interactions with HHI
Event time Replication Rep. t Paper Paper t

Year −1 −0.0664 2.60 −0.001 0.07
Year 0 −0.0559 2.69 −0.027 2.06
Year 1 −0.0700 4.20 −0.032 4.33
Year 2+ −0.0817 9.61 −0.034 4.15

Observations 105,550 replication and 77,460 paper
Firms 13,086 replication and 10,960 paper
Standard errors Clustered by state of incorporation

4.3 Post sample test

The post sample test covers 1996 through 2001 and uses the Iowa and Texas law switches of 1997.
It contains 6,036 observations, 1,544 firms, and 21 incorporation clusters. BC times HHI is −0.5507
with t = 4.74. Medium and High interactions are negative, while Low is positive. The conven-
tional statistics preserve the headline direction, but only two treated clusters identify the shock,
so the extension is inconclusive.
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Table 3: Post sample test on 1997 Iowa and Texas laws
Statistic OOS OOS t Paper Paper t

BC 0.0221 1.27 0.001 0.35
BC × HHI −0.5507 4.74 −0.033 4.95
BC × HHI Low 0.0700 3.72 0.002 0.68
BC × HHI Medium −0.1131 3.09 −0.008 2.56
BC × HHI High −0.1085 3.39 −0.012 4.59

Observations 6,036
Firms 1,544
Fixed effects Firm and year
Standard errors Clustered by state of incorporation
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