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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/].jfineco.2005.10.001.

1 Summary

1.1 The Paper

Liu proposes LM12, a standardized turnover adjusted count of zero daily trading volumes over
the prior twelve months. Sorting CRSP NYSE and AMEX common stocks into liquidity deciles,
the paper reports that the least liquid decile outperforms the most liquid decile by 0.682 percent
per month over a twelve month holding period. That premium motivates a model with a market
factor and a liquidity factor.

1.2 Replication Findings

The full LM12 return block of Table 2 replicates exactly. The twelve month least liquid minus most
liquid spread is 0.681 percent per month with ¢t = 4.12, against 0.682 and ¢t = 4.19 in the paper.
The other three horizons also match in magnitude and inference. Reproducing the block requires
complete daily volume coverage over the prior twelve months, NYSE breakpoints, Liu and Strong
buy and hold cohort returns, and conventional time series t statistics. The same specification over
2004 through 2024 produces a positive but insignificant twelve month spread of 0.090 percent with
t=0.27.

2 Data

The paper draws on CRSP and Compustat for its full analysis, but the assigned Table 2 return
block needs only CRSP. The daily stock file (crsp.dsf) supplies volume and shares outstanding for
LM12, and the monthly stock file (crsp.msf) supplies returns. The name history (crsp.dsenames)



supplies time varying CRSP share codes 10 and 11 and exchange codes 1 and 2, and the delist-
ing file (crsp.msedelist) supplies delisting returns. PERMNO links all four sources. No source
substitution was needed.

The in sample portfolio returns cover January 1964 through December 2003. A stock enters
only with valid volume and shares outstanding on every market day in its prior twelve month
window. The reconstructed Table 1 universe averages 1,912 stocks per month with a range of 1,413
to 2,322, against 1,934 and a range of 1,406 to 2,315 in the paper. Mean LM12 is 10.44 compared
with 10.39 in the paper. The same CRSP files run through December 2024 and support 252 out of
sample months.

3 Methodology

For stock i at month end, the liquidity signal is
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Here N° counts zero volume days, twelve month turnover sums daily volume divided by shares
outstanding, and NoTD counts market trading days. A valid signal requires daily volume and
shares outstanding on every market day in the window.

Signals dated December 1963 form the first portfolios at the beginning of January 1964. Each
month, NYSE breakpoints split the eligible NYSE and AMEX stocks into ten ascending LM12
deciles, where S is the most liquid decile and B the least liquid. Each cohort starts with equal
dollars and follows the Liu and Strong buy and hold decomposition over 1, 6, 12, or 24 months,
and the calendar month return averages the active cohorts. A delisting return is compounded
in the delisting month, and the remaining holding months earn zero. The reported statistic is
the mean monthly return in percent, and conventional time series t statistics use the standard
deviation of the 480 monthly observations.

Key differences from the paper. The implementation follows every method element the tar-
get needs. The modern CRSP vintage yields 22 fewer stocks in the average month, a difference
of about one percent that leaves the LM12 distribution and the portfolio results effectively un-
changed. The target has no fixed effects and no regression clustering.

4 Results

4.1 Table 2 LM12 liquidity premium

Table 1 reports every replicated decile return and pairs each spread with its paper comparator.
The one month spread is 0.830 compared with 0.846. The six month spread is 0.739 compared with
0.745. The twelve month spread is 0.681 compared with 0.682. The twenty four month spread is
0.563 compared with 0.561. The corresponding t statistics differ by at most 0.08. The twelve month
endpoints also match. S earns 0.819 percent in the replication and 0.829 in the paper. B earns 1.500
percent in the replication and 1.511 in the paper.



Table 1: LM12 sorted equal weighted portfolio returns in percent per month

S D2 D3 D4 D5 D6 D7 D8 D9 B Repl. B-S Paper B—S

HP1m 767 1132 1181 1163 1193 1077 1262 1236 13%  1.597 830 846
(214) (370) (422) (472) (533) (5.17) (5.67) (5.06) (5.22) (5.85) (4.34) (4.40)

HP6m 755 1078 1137 1174 1091 1075 1192 1225 1321 1495 739 745
(221) (363) (422) (488 (5.02) (531) (5.62) (5.11) (5.09) (5.70) 4.17) (4.25)

HP12m 819 1090 1155 1172 1.09% 1067 119 1243 1315 1500 681 682
(249) (375) (440) (494 (5.09 (538) (579) (534) (520) (5.88) 4.12) (4.19)

HP24m 872 1108 1161 1167 1100 1.069 1156 1255 1272 1434 563 561
(2.79)  (400) (461) (5.06) (525) (550) (5.77) (559) (5.24) (5.85) (3.74) (3.76)

Conventional time series t statistics. No fixed effects or clustering. N = 480 months for every row.
Average stock count 1,912. NYSE and AMEX common stocks. January 1964 through December 2003.

4.2 Out of sample results

The unchanged method runs over January 2004 through December 2024. Table 2 shows positive
spreads at every horizon, but none is statistically significant. The twelve month spread falls from
0.681 percent in sample to 0.090 percent out of sample. The evidence therefore weakens rather
than reverses.

Table 2: Out of sample LM12 B minus S returns in percent per month

HPIm HP6m HPI2m HP24m
B-S 427 222 090 029
(1.13)  (0.62)  (0.27) (0.09)

Conventional time series t statistics. No fixed effects or clustering. N = 252 months.
NYSE and AMEX common stocks. January 2004 through December 2024.

Conclusion

The assigned Table 2 LM12 result reproduces in magnitude, portfolio ordering, and inference. The
same liquidity premium is economically small and statistically insignificant over the subsequent
twenty one years.
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