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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:
d0i:10.1111/5.1540-6261.2011.01655.x.

1 Target

Table VI of the paper reports monthly Fama—MacBeth cross-sectional regressions of individual
corporate bond yield spreads on the illiquidity measure v = —Cov(Ap;, Api41), estimated month
by month from end-of-day TRACE log clean prices. The paper’s headline is column 2, where
v = 0.17 with ¢ = 9.60. A one-unit difference in v between two bonds of the same rating is
therefore worth 17 basis points of yield spread.

2 Data and sample

The replication panel holds 944 bonds and 44,682 bond-months over May 2003—June 2009, against
1,035 bonds in the paper, and its average cross-section of 604 bonds per month matches the paper’s
601 in column 1. The inputs are TRACE Enhanced (2003-2009), FISD issue characteristics and
dated ratings, CRSP issuer equity returns, Federal Reserve constant-maturity Treasury yields and
Markit 5-year CDS par spreads. Bloomberg quoted bid—ask spreads are unavailable, so columns
11-13 of the paper’s table are not estimated.

3 Results

Paper values are transcribed from the published Table VI (PDF pp. 931-932). Replication values
come from code/final-code.py and appear in full in results/final-table.txt.



Table 1: Table VI, selected coefficients (t-statistics in brackets)

Paper Replication
~ (col. 2) 0.17 [9.60]  0.128 [12.53]
v (col. 4, equity vol) 0.16 [8.75] 0.137 [8.30]
+ (col. 5, CDS) 0.12 [6.69]  0.090 [8.86]
v (col. 6, bond chars.)  0.09 [6.21] 0.066 [6.60]
CDS spread (col. 5) 0.69 [12.94] 0.662 [9.87]
Equity vol (col. 4) 0.02 [3.61] 0.015 [3. 83]
Call dummy (col. 2) —0.64 [-1.69] —0.229 [—1.68]
Constant (col. 2) 1.13 [3.60] 1.249 [3. 65]
A dummy (col. 2) 0.55 [2.53] 0.339 [3.61]
Baa dummy (col. 2) 1.52 [3.07] 1.153 [5.57]

4 Assessment

The paper’s claim replicates qualitatively. v is positive and significant in all ten estimated columns,
survives equity volatility, CDS spreads, bond characteristics and every trading-activity control, and
its magnitude is 60-80% of the published one. A one-standard-deviation cross-sectional difference
in v moves the yield spread by 39 basis points here against 65 in the paper. The rating dummies,
the constant and the CDS coeflicient are close to the published values. The bond age, maturity
and issuance block is not, coming in larger and far more significant than the paper’s near-zero
estimates. Equity volatility and CDS spreads require the issuer to have listed equity, so columns
3-10 are estimated on about 301 bonds per month rather than 594.

5 Out of sample

The same specifications, estimated over July 2009—December 2015 (78 monthly cross-sections, 2,854
bonds, 117,782 bond-months), confirm the result. v is positive and significant in all ten columns,
at 0.502 [11.53] in column 2, 0.464 [9.85] with equity volatility and 0.416 [9.09] with CDS spreads.
The level of v is much lower after the crisis (median 0.19 against 0.39 in sample), so the slope
is correspondingly larger, and the one-standard-deviation effect is 52 basis points against 39 in
sample. Out-of-sample daily prices come from the openbondassetpricing stage-1 daily TRACE
panel, because the raw TRACE Enhanced extracts available for 2011-2015 carry no execution time
or reported yield. That source estimated over the paper’s own window returns v = 0.155 [13.31],
so the change of source is not what drives the out-of-sample estimate. Full output appears in
results/oos-table.txt.



