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Empirical Methods

Assignment 4: Estimate transaction costs.

In this exercise, you will compute liquidity measures –i.e., an estimator of transactions costs. Read LOT (1999). Using WRDS, select two stock series: one in the highest size decile and one in the lowest size decile (or just use the deciles). 

1. Calculate the LOT measure under different scenarios: normal and t (5). Does it make a difference? 

2. Calculate transactions costs using Roll (1984). Do you see a difference?
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