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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.2011.10.009.

1 Summary

1.1 The Paper

The paper asks whether illiquidity explains U.S. corporate bond spreads before and during the
subprime crisis. It builds a quarterly illiquidity measure λ from transaction-level Amihud price
impact, imputed roundtrip costs, and the daily variability of both. Rating-specific pooled regres-
sions with credit controls deliver positive λ coefficients in every cell, and the coefficients are larger
after 2007Q1.

1.2 Replication Findings

The replication is partial. Nine of ten coefficients are positive, and the estimate rises after the
crisis cutoff for AAA, AA, A, and BBB bonds. The pre-crisis AA coefficient is negative. Before
the crisis, the A, BBB, and speculative-grade coefficients are significant at five percent. After the
crisis, only speculative grade is significant at five percent under two-way CRV3 clustering. Five
non-overlapping out-of-sample years keep positive coefficients in every cell and show weaker
significance in the later window.

2 Data

The paper draws on TRACE, Bloomberg bond and firm fields, Datastream ratings and swap rates,
and I/B/E/S forecasts. The replication uses TRACE Enhanced transaction data, Mergent FISD
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bond terms and issue ratings, Compustat annual accounts (comp.funda), CRSP daily equity data
(crsp.dsf), I/B/E/S summary forecasts, and FRED swap rates. Bonds link to CRSP by 9-digit
CUSIP and to Compustat through date-valid PERMNO and CCM links. The 2005Q1–2009Q2
panel has 19,125 rows, 2,596 bonds, and 808 FISD issuers, and complete Eq. (1) inputs leave 11,014
regression observations. The TRACE extract used here holds 2.50 million institutional records
against the paper’s 8.21 million cleaned trades, and it carries no original-message or special-trade
fields. Exact trade cleaning is therefore out of reach, and data fidelity suffers.

3 Methodology

Daily Amihud averages the absolute returns between consecutive transactions, each divided by
the size of the current trade in millions. IRC uses unique same-size groups holding two or three
trades. Quarterly λ sums full-sample z-scores of quarterly Amihud, IRC, and their daily standard
deviations, all winsorized at the upper 0.5 percent. The dependent variable is the average trans-
action yield on the bond’s final trading day in the quarter minus the maturity-interpolated swap
rate on that day. A bond must trade in the last month to enter.

Each rating-regime regression adds bond age, amount issued, coupon, maturity, equity volatil-
ity, operating income to sales, market leverage, long-term debt to assets, four pretax coverage
terms, the 10-year swap rate, its slope over the 1-year rate, and forecast dispersion. Standard er-
rors cluster by issuer and quarter using CRV3, and no fixed effects enter. FISD, Compustat, CRSP,
and FRED stand in for Bloomberg and Datastream. The available TRACE fields do not support
exact Dick-Nielsen cancellation or special-trade filtering.

4 Results

4.1 Table 3

Table 1: Lambda coefficients in percentage-point spread units
Period Rating Paper Paper t Replication Replication t N

Pre AAA .0038 2.97 .0045 .40 533
Pre AA .0056 2.95 -.0102 -1.14 847
Pre A .0131 2.61 .0178 3.32 2915
Pre BBB .0260 3.69 .0560 2.39 1387
Pre Spec .1726 5.59 .3956 6.03 1002
Post AAA .0281 2.12 .1175 .96 439
Post AA .2495 3.64 .1511 1.64 624
Post A .2500 4.08 .1871 1.16 1830
Post BBB .3333 3.57 .2575 1.06 807
Post Spec .6746 6.73 .4729 4.89 630

Two-way CRV3 clustering by issuer and quarter. No fixed effects.
Issuer counts by row: 15, 42, 177, 195, 98, 19, 46, 129, 123, 73.

The strongest pre-crisis cells replicate in sign and significance. The A estimate is .0178 with t =
3.32, BBB is .0560 with t = 2.39, and speculative grade is .3956 with t = 6.03. AA reverses sign.
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After the crisis, every estimate is positive and speculative grade stays strongly significant at .4729
with t = 4.89, but the four investment-grade estimates lose five-percent significance. Adding the
full Eq. (1) controls cuts the post-crisis A estimate from .550 with t = 2.11 in the reduced model
to .187 with t = 1.16. The omitted controls therefore account for part of the stronger estimate the
reduced specification delivers.

4.2 Out-of-Sample Test

The 2010Q1–2014Q4 test contains 7,716 complete observations. All ten estimates are positive. Four
of five cells are significant at five percent in 2010Q1–2012Q2, and two are significant at five percent
in 2012Q3–2014Q4. The later window points to attenuation after the recovery, though the same
TRACE coverage limitation still applies.
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