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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.2005.04.005.

1 Summary

1.1 The Paper

Sadka (2006) asks whether systematic liquidity risk prices momentum and PEAD. The paper
estimates firm-month price impact from ISSM and TAQ trades, separates variable-permanent A
from fixed-transitory C, aggregates each component, and extracts innovations. Two-pass Fama-
MacBeth regressions on 25 momentum and 25 standardized-unexpected-earnings portfolios show
that LIQ(A) often earns a positive premium while LIQ(C) does not.

1.2 Replication Findings

The replication is partial. The underlying anomaly returns reproduce closely, and LIQ(A) remains
positive in all four single-liquidity comparisons, but only four of the eight sign-and-significance
categories in Table 5 match. The significance of LIQ(A) differs in three of its four comparisons.
LIQ(C) remains insignificant in three of four comparisons and turns positive and significant for
SUE with MKT. Two design choices shape these results. The pricing stage draws its liquidity factor
from the author’s published series, so that factor is exact. The portfolios cover all NYSE common
stocks, a robustness universe the paper explicitly endorses. Out of sample through December 2012,
no LIQ(A) premium is significant.

2 Data

The paper estimates liquidity from ISSM trades over 1983 through 1992 and TAQ trades over 1993
through August 2001. Intraday trade records before 2003 are not available for this replication,



so the pricing stage takes LIQ(C) and LIQ(A) from the author’s published monthly series, which
runs from April 1983 through December 2012. The published series tracks the moments the paper
reports. Its in-sample standard deviations are 0.00259 and 0.00581, close to the paper’s 0.00258 and
0.00575, and its correlation is 0.18 versus 0.20.

The NYSE common-stock universe comes from the CRSP monthly stock file (crsp.msf), with
date-valid exchange and share codes from crsp.msenames and delisting returns from crsp.msedelist.
SUE uses Compustat quarterly earnings per share (epspxq in comp.fundq) together with actual
nonmissing announcement dates (rdq). The CRSP/Compustat merged link table links gvkey to
permno. Fama-French monthly data supply MKT, SMB, HML, and RF. The in-sample window is
March 1983 through August 2001. The liquidity regressions have 221 months because the published
factor starts in April. Monthly portfolio membership averages 1,408.6 stocks for MOM and 1,161.3
for SUE. Each pricing regression uses 25 portfolios.

3 Methodology

Momentum at month ¢ compounds returns from ¢t — 12 through ¢ — 2. Stocks enter 25 equal-count
portfolios each month, and each portfolio equal weights the current-month returns of its members.

SUE is
SUE,, — (Eig —Eig—4) —cCiz
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where E;; is the latest quarterly EPS announced before month t. The mean ¢;; and standard
deviation s; ; use all eight preceding seasonal changes. Each announcement supplies the signal in
holding months one through four.

For every Table 5 specification, the first pass estimates full-sample portfolio loadings on the
chosen factors. The second pass regresses the 25 portfolio excess returns on those fixed loadings each
month. Reported premia are time-series means. The Shanken multiplier adjusts factor-premium
standard errors for estimated loadings while leaving the zero-beta intercept’s Fama—MacBeth error
unchanged. The eight specifications are MKT, MKT plus either or both liquidity factors, FF3, and
FE3 plus either or both liquidity factors.

Key differences from the paper. Three choices separate this replication from the original. It
takes the liquidity innovations from the published series instead of rebuilding them from intraday
trades. It forms portfolios from all NYSE CRSP and Compustat firms rather than the intraday-
matched subset, a broader universe that footnote 15 supports but that prevents exact sample
matching. It also drops observations with missing historical rdg, so incomplete announcement-date
coverage narrows SUE. These choices affect sample fidelity, not factor definitions or the estimator.



4 Results

4.1 Portfolio Returns

Table 1: Monthly anomaly spreads, percent

Paper  Replication

MOM 25-1 excess return  1.93 (3.28) 1.94 (2.77)
MOM 25-1 CAPM alpha 1.98(3.32) 1.97 (3.00)
MOM 25-1 FF3 alpha 2.22(3.68) 2.27(3.16)
SUE 25-1 excess return ~ 0.69 (3.23)  0.61 (3.18)
SUE 25-1 CAPM alpha  0.71 (327)  0.62 (3.33)
SUE 25-1 FF3 alpha 0.76 (3.46) 0.57 (2.89)

Parentheses contain OLS t-statistics. The replication uses 222 return months, 25 portfolios, and average monthly
membership of 1,408.6 MOM and 1,161.3 SUE stocks.

Momentum returns reproduce almost exactly. The SUE spread is 0.61 percent per month against
0.69 in the paper, and its risk-adjusted alphas retain the paper’s positive significance.

4.2 Cross-Sectional Pricing

Table 2: Single-liquidity Table 5 premia, monthly percent

Panel Specification and premium Paper  Replication
MOM MKT + LIQ(C), LIQ(C) —0.32 (—=1.66) —0.58 (—1.2)
MOM MKT + LIQ(A), LIQ(A) 0.47 (2.21) 0.70 (1.8)
MOM FF3 + LIQ(C), LIQ(C) —0.11(—1.24) —-0.18(—1.2)
MOM FF3 + LIQ(A), LIQ(A) 0.15 (0.74) 0.62 (2.1)
SUE MKT + LIQ(C), LIQ(C) 0.08 (1.29) 0.15 (2.1)
SUE MKT + LIQ(A), LIQ(A) 1.03 (2.35) 0.47 (2.1)
SUE FF3 + LIQ(C), LIQ(C) 0.01 (0.09) 0.15 (1.5)
SUE FE3 + LIQ(A), LIQ(A) 0.82 (2.24) 0.15 (0.6)

Brackets in the source table are shown here as parentheses. Factor-premium ¢-statistics use the Shanken correction. Each
regression uses 25 portfolios and 221 months.

The MKT-based SUE LIQ(A) premium matches the paper’s positive significance. The MOM MKT
premium loses significance, the MOM FE3 premium gains significance despite the paper’s null,
and the SUE FF3 premium loses significance. The fixed factor matches the paper’s null in both
MOM rows and the SUE FF3 row, but not in the SUE MKT row. The full table therefore supports
neither an exact nor a qualitative replication of every component comparison.

The paper attributes 0.54 percent per month of the MOM spread to liquidity by multiplying
its 3.59 loading spread by its 0.15 FF3 premium. The analogous replication quantity is 3.20 times
0.62, or 1.98 percent per month. For SUE, the paper’s analogous contribution is 0.57 percent, while
the replication gives 0.57 times 0.15, or 0.09 percent. The economic magnitudes therefore do not
reproduce consistently across panels.



4.3 Out-of-Sample Test

Table 3: Out-of-sample results, September 2001 to December 2012

Statistic In sample Out of sample
MOM 25-1 spread 1.94 (2.77) —0.24 (—0.23)
MOM FF3 + LIQ(A) premium  0.62 (2.1) —0.01 (—0.0)
SUE 25-1 spread 0.61 (3.18) 0.69 (1.94)
SUE FF3 + LIQ(A) premium 0.15 (0.6) 0.22 (1.0)

The OOS regressions use 25 portfolios and 136 months. Average monthly membership is 1,343.7 MOM and 1,244.3 SUE
stocks. Inference follows the in-sample procedure.

No LIQ(A) premium remains significant. MOM itself disappears, while the SUE spread retains its
point estimate but falls just below the two-sided five-percent threshold. The liquidity-risk channel
is weakened out of sample.
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