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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/hhs007.

1 Summary

1.1 The Paper

Nini, Smith, and Sufi ask whether creditors govern public firms outside payment default. They com-
bine a hand-validated text search of SEC filings with quarterly Compustat and estimate first-difference
regressions around new covenant violations. Table 6 reports that violations reduce asset growth, PPE
growth, capital expenditure, and acquisitions over the next year.

1.2 Replication Findings

The in-sample reconstruction supports the investment-conservatism conclusion. All sixteen violation
coefficients are negative, and thirteen are significant at five percent. Asset growth closely matches the
paper in every specification. CAPX and acquisition estimates come out somewhat larger but preserve
sign and significance. PPE estimates remain negative but become smaller and insignificant in specifi-
cations two through four. I grade the result QUALITATIVE. No out-of-sample test is feasible, because
the authors” hand-corrected realized-violation indicator has no five-year extension.

2 Data

The paper draws its treatment from an author-constructed quarterly violation indicator and its ac-
counting data from Compustat, and the replication uses the same two economic sources. The authors’
public violation file contains 262,673 rows from June 1996 through April 2008, and a companion author
tile supplies historical SIC codes. Current Compustat supplies quarterly accounting data, and CPI-
AUCSL converts the minimume-assets screen to 2000 dollars. The files merge on zero-padded GVKEY
and exact datadate.



The eligible panel contains 175,627 firm-quarters, 7,812 firms, and 3,583 new violations from June
1997 through April 2008, against the paper’s 181,704 quarters and 7,661 firms through 2008Q4. The
endpoint falls earlier because the public author release holds only 496 observations dated in 2008 and
none after April. Later Compustat quarters enter the panel solely to construct forward outcomes.

3 Methodology

For outcome y, the dependent variable is

Yit+a — Yip-

The four outcomes are log assets, log PPE, annualized quarterly CAPX divided by lagged assets, and
annualized quarterly acquisitions divided by lagged assets. A new violation equals one when the
author indicator equals one after four consecutive nonviolation quarters.

Every specification includes six covenant controls, the level and first difference of log assets and
PPE over assets, Ken French 38-industry effects, calendar-quarter effects, and fiscal-quarter effects.
Specification two adds squares and cubes of the covenant controls. Specification three adds four-
quarter-lagged covenant controls. Specification four adds the four-quarter-lagged violation. Standard
errors cluster by firm and calendar quarter.

The Supplemental Data Appendix fixes the lagged-asset denominators and the market-to-book
formula. Table 5 moments identify 1st and 99th percentile capping of ratio levels, so the reconstruction
caps ratio levels and leaves the dependent log changes uncapped. Scaling the polynomial columns by
constants improves numerical conditioning and leaves their column spans unchanged.

Key differences from the paper. The final public violation file ends in April 2008 rather than 2008Q4.
Current Compustat carries more missing operating income than the paper’s vintage. The paper does
not state the horizon of the additional first-difference controls, so the reconstruction reads them as
one-quarter differences. These differences modestly reduce regression samples and can weaken PPE
precision.

4 Results
Table 1: Coefficient on new financial covenant violation
Outcome Source 1) ) 3) 4)
Log assets Replication —.042 (—5.86) —.027 (—4.13) —.023 (—3.74) —.019 (—3.08)
Paper —041(-5.86)  —.027 (—4.50)  —.025(—4.17)  —.022 (—4.40)
Log PPE Replication ~ —.032(—2.81)  —.022(—199)  —.014(—146) —.011(—1.05)
Paper —.042 (—3.82) —.031 (—3.10) —.033 (—3.00) —.033 (—2.75)
CAPX/assets Replication —.008 (—4.72) —.008 (—4.67) —.007 (—3.83) —.005 (—3.32)
Paper —.005 (—2.50) —.005 (—2.50) —.004 (—2.00) —.003 (—1.50)
Acquisitions/assets ~ Replication —.013 (—4.70) —.010 (—3.82) —.008 (—2.87) —.008 (—2.57)
Paper —.009 (—4.50)  —.008 (—4.00)  —.005(—2.50)  —.005 (—2.50)
Replication N and firms, specifications 1 through 4
Log assets 145,377 / 6,833 145,377 / 6,833 137,937 / 6,706 112,869 / 5,777
Log PPE 144,411 / 6,804 144,411 / 6,804 137,062 / 6,682 112,153 / 5,759
CAPX/assets 141,553 / 6,761 141,553 / 6,761 134,323 / 6,636 110,362 / 5,715
Acquisitions/assets 137,541 / 6,734 137,541 / 6,734 130,570 / 6,607 107,188 / 5,680

Notes: Parentheses contain ¢ statistics. Paper ¢ statistics divide published coefficients by published standard errors.
All models include 38-industry, calendar-quarter, and fiscal-quarter fixed effects. Replication standard errors cluster by
firm and calendar quarter.



The asset coefficients track the paper most closely. Specification one is —0.041988 with t = —5.864
against the paper’s —0.041, and specification four is —0.018913 with t = —3.077 against —0.022. The
estimated response stays negative and significant as the more flexible controls enter.

PPE provides the main divergence. Its specification one coefficient is —0.032075 with t = —2.811,
but specification four falls to —0.010919 with t = —1.054. The earlier endpoint of the public treat-
ment file and the current vintage’s missing operating income shrink the usable sample, and capping
ratio levels rather than the dependent changes leaves the outcome untrimmed. Both choices reduce
precision.

CAPX ranges from —0.008086 to —0.005456, and acquisitions range from —0.012670 to —0.008241.
Every flow estimate is negative and significant. Their magnitudes exceed the paper’s values, but they
support the same conclusion that creditor control rights reduce investment after a new violation.

5 Conclusion

The reconstruction preserves the paper’s core qualitative result. Asset growth replicates closely, both
flow outcomes reproduce negative significant effects, and PPE remains directionally consistent but
statistically weaker. The exact public treatment and all in-sample accounting objects are available. The
missing post-2008 hand-validated treatment prevents a defensible out-of-sample extension.
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