
2. Data and Methodology 

 In this section, we illustrate the dataset, describe our variables, and show 

how to construct portfolios by ranking variables used in our test. 

2.1 Description of Data 

 Every stock we use in this analysis needs to satisfy the following selection 

criteria: 

 (1) Every stock must exist in the dataset continuously for at least 72 

months.  Its data must be available from our selected databases, and 

available for calculating the security characteristics such as liquidity measures, 

return, and firm size. 

 (2)Certificates, TDRs, preferred stocks, closed-end funds, company 

bonds, and warrants are excluded from our analysis. 

 (3)Financial firms do not be excluded from our samples. 

According to these criteria, qualified stocks are selected from TEJ 

database. The sample period covered in this study is from July, 1984 to 

January, 2000. In total, there are 74 individual stocks selected in the beginning 

month, July, 1984, and growing to 325 individual stocks in the last month, that 

is, January, 2000.  

2.2 Liquidity Measurement 



 The definition of liquidity is still unclear. Recent literatures found that 

liquidity is not only a concept represented by one measure but a concept with 

multiple facets. In this study, we estimate two main categories of liquidity 

measures from raw trading data.   

The first is the commonly used turnover ratio. Trading volume is the most 

intuitive and commonly seen as a measure of liquidity. However, raw trading 

volume is unscaled and is likely to be highly correlated with firm size. 

Therefore, we take turnover ratio as a measure of liquidity instead of trading 

volume for a stock1. The turnover ratio is defined as: 
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whereV and are the monthly trading share volume and number of shares 

outstanding of stock i in month t respectively. 
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 The second measure of liquidity is the abnormal turnover ratio of Tkac 

(1999) as follows: 
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where itα and itβ are obtained via OLS estimation. is market turnover ratio. mtTO

For every stock i, its data must exist for at least 72 months (months 1 through 

72), without any missing values in between, and starting in July 1984(month 

                                                 
1 See Lee and Swaminathan(2000) 



37)2. In this study, the estimation period is from month 1 to month 36. The 

procedure is repeated 187 times starting in July 1984, February 1984,..., up to 

January 2000. As time goes on, new stocks appear in the data and more 

stocks are qualified for this procedure. is turnover ratio of TSEC index 

during the estimation periods.  
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2.3 Test Procedures: Details 

The ranking variable used in our analysis is a stock’s past values of 

turnover rate and abnormal turnover rate, extending back to six months prior to 

portfolio formation. For each test of momentum effect, we examine the value of 

liquidity measures in the periods subsequent to portfolio formation. 

First, we use turnover ratio as a measure of liquidity for our analysis. At 

the beginning of every month from July 1984 to January 2000, all stocks are 

ranked by their turnover ratios,TO , over the prior 6 months and assigned to 

one of 5 portfolios. All stocks are equally weighted in each portfolio. With the 

average past 6-month for each portfolio, we show buy-and-hold  over 

test periods following portfolio formation in the test (in the following 6 months 

and in the first, second, and third subsequent years). Our buy-and-hold 
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2 Complete stock data in TEJ database is available from 1981. Since at formation date we 
need prior 36 months data of the stock i to estimate regression coefficients, we decide to start 
in 1984. itα̂ and are obtained via ordinary least square (OLS) estimation in estimation 
period before portfolio formation date(month 37), and they are computed with three-year 
preceding each test month. 
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strategy means that we buys stocks in each portfolio specifically and holds 

them until some future time in order to investigate their performance in liquidity. 

 We repeat the same procedure for 187 times for overlapping 6-year 

periods between July 1984 and January 1997. On each of the 187 relevant 

portfolio formation dates (July 1984, August 1984, ..., January 2000), the 

stocks are ranked from high turnover ratios to low turnover ratios and portfolios 

are formed accordingly. The results are shown in Table I. Each entry is 

averaged over the 187 months, from July 1984 to January 2000. Then, we 

repeat the same procedures on another measure for liquidity, abnormal 

turnover ratio and show the result in Table II. 

 
 


