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NN

oY MININ NTIPIN ORIWNI DMOIVAN DXPNYN M) RYD TN UK TYN NN N DTy
91 DNYY NIV MTHNIYD YNION MXIN NN OMDINAN DXPNYN DY NN MDT) .1PDININ MDD
YNVOY I9IND DX NTIAY .00 NDININ MDXN DY IPNNA 2IWN XYND 1391 1991 , 00NN
INNY .ONMIY M0 DDNPNN D3N DINVPITIRM DIPNYN M DY DMYN DXTHNN
DYPNVN D930 TUNNY ,TA52 MIYD O7PNRN PIYD NDNN - INIWY DMNIYPN DX DINVPITIN 191D
PN MDNN DY HINIIWNN NYHINND 2PNNNY 295 , TN DM

555 5V 07PNRN PV DY MTNYI MO TUNRNNI XNMYHYN NOY DY DYTDON NTIAYN ININDN
SV DY) - DMV DXTTNI MV MY KA NOYN PNINKRD NYYL HRIWI DD DIPNYD
LDOPNVN HY MMM POV YTTH DY INDNN NN DINAY ,ININND MPNN) DXNINNN
POINON MDOYIN DINNT MV M NN YN HXIVI DPNVYN M NN
NNY DWW ,MPPNN MM DMYN DXTTHI YINOWN TYHNI MOIMIN MNY NPVDILLD MPrT1a
YT TR X2 DN PON DY

D»OIAN DOPNYI MDD NNI NYIAPA NN VINOX DY INPPA DIMIN NTIAYN INNNDN
YNAD OMDYY DININN NN MNTD YT GON IPNND YITI MDININ MDXT N1NIN TIM ,ONXIVIA
.D»0M9N DYPNYN HD5 DY mria

Abstract

This paper constitutes a first step in the study of the financial stability aspect of the
liquidity of financial markets in Israel. High liquidity of financial markets is an essential
requisite for the ability to withstand shocks, and it has therefore become an important
avenue of research into financial stability throughout the world. The paper offers a
systematic presentation of the various measures of market liquidity and the many
indicators generally used in the literature to quantify them, and follows up by applying
them to the markets in Israel—first only to the one-year makam’ market, and then to all the
financial markets together, as required by the systemic approach to financial stability.

The findings of this study indicate a significant and continuous improvement in the
liquidity and resilience of the makam market and all Israel’s financial markets over the last
ten years. This improvement is reflected by various indices: by the increase in turnover
and in turnover rate, by the contraction of the bid-ask spread, and by the improvement in
the indices of the markets’ depth and flexibility. Various statistical tests support the
continued use of various indices to analyze liquidity, because failure to use some of them
results in information loss. The improved liquidity in Israel’s markets is the outcome of the
combination of many reforms introduced in the area of financial activity.

The findings of the study also indicate the existence of a systemic element in determining
the level of liquidity in Israel’s financial markets, so that from the financial stability aspect
further research is required in order to identify the factors that are likely to have an adverse
effect on the liquidity of the financial markets overall.

! Makam—short-term bills issued by the Bank of Israel for purposes of monetary management.
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Y521 MPNNA YNNI INDIN DN DY TPMYHNYN NN TIOND DI DWPWNN D1) Y01 Piva
NV ,OMOINAN DIPNYN DY 1IN PARND NI MDD 1PNMYRYN NN 1PNN DY Wawnd
MY XYN DX NPNY DINNND NOD N NTIAY NIVN 2N IPNN XYNA NNONT DININND DI NUYN
N5910 NN TPHRNNN ,NNANND KW — POINAN MDXXN NN HRIYI DM DIPNYN
DN PIT),MIPN XYNA MII0N NN NPOI Td OV .NMDYY DMDDN NPDIVN NIIWNN DY
0 PINND NUYD MDD MNNAIND NN 1D ORIV DMNOY NN MDY OMNOPITIND
DYMYNYNN DXNOVPITINRD NN MDD ND) DNUPYTIRD NN NNONI .AYN OINOVPTIN
DOPNYN D90 DY MDD HWIN DY TTHINM D DY Q0N .DPNYN DY DM OUND N2
IPNNN TPNNN I2YIY INKD ,MNINND DIV P NNONNY XY (systemic liquidity) 0190
TTAN N MY, HOIAN MDD MN HY MININ NP .TTHAN TN M HY m»na
991NN ION TTIA M) DY MPT JTIIN MDY DIVN ,0¥PNYN K9 DY MDPINN NN NdPMYNIYN
955 Yy MPHN MNNNN DX TIWND NDN MDD DINLPITINN MYNNNA ONIIWN NID
Y MDD ONVPITINT RYNA 1NDND 1oV DOOYNN DMIPNNN NINKRD NVYYL DRIV DIPNYN
NN DT ,MNN YOP PYN NN 9N .NPINT NPNOWNNN NIND PIVD PIIDNMNN DIPNYN TO
271N DNYT OMIPNNI NOY NXRD ,DXPNYN DD DY MIPHNN PONI N7ONN PIY DY MIDN

P2 WPN DN DPNYN MM XYNI MDD IR NP 2 99902 1NPYTI NN NIAYN Man
NN D PTHINY (MNDONN) OXTHNN NN PITI MM IWVIN NN PTH ; ONMTHY PAT DIPNYN M)
NN NI ,PIVI) MIIDA DOYNPHY MY DNV D NVPITIRN NN NP0 ; PV MPN NI
DXPNYA DMNVPITIRN DY TPNNN NTIAYN TYNHN .NDNRD DXTHNN PIAY DI DN WP
TI9) ,0UNIN 12-5 07PNRN PIY DY DMNYN DNVPITIRN NN DY) 3 9901 : IRV DMDIVN
4 4>¥02 0PI WPN HYY DNVPITIRN MYNVYN DY [ NINKD NWYYL 12 MDD MNNIND DY
DMNNAND Yy TINOY T HNIWA DMDIVAN DIPNVYN 59 Yy MPNY DNVPITIRN NN DY)
NPON PO DIV § 9rPoa . PNINKD NWYI

MY X712 DIYIN NITHINI M0 NP .2

039 MY MY N
MPRYN DTN T DY MOIDON N22202 NYNIN NN OIT DY NYAP) Y019 PIY DY MDD NN
DONIN NN DY YIANND 1) TR ,012WNN PLIPNY PON PIY PR DINN .DOVIYT 791 DIPNVN DY
MTNRY IND ,PIVN DY PPN TIPON IWIRDY 72WNN N0 NN WIND 1912 DN N NTNYY
D022 MNDY 1N D91 PIY - MDY MM N TNY Y019 PIY DY MAIWN NNON DY M)
NN XVINY YN NPADN NIVIV MTIPI NMAIT DY DIV .(MPNND) D132 IMDD) NPYN NIINA
D01 :(price discovery process) PIVa DN VNN VNN T,V NPNY SY oMyt
SN 52ND 0OWY 93550 PNNNN MPNINM PNNN MM PONNA DY MINN
S PIYN MWD PX90N RY TN NN MNIN NN PV MDD .MDN-INY DM2VWND - 11PMIAPYD
IV INONN DN - Y0IMNMDIN YPNRN DI NN DY) YPNNA GPYD MDD - DY RPN )1 XD P
TIPOND NHPNNY MIPIYN NNDND NNMT MHT ,)NINKRD NIVYL .NIVIWI NPPN NN HINND N



MDD NN IPNNY XY 1990 NN 199 ,(1999,Barth et al.) ymymnyoy »0109 P Sv ppnn
POIAN
:DP DN NRNND MDY PVIVND NNV ON>
"Of all the maxims of orthodox finance none, surely, is more anti-social than
the fetish of liquidity, the doctrine that it is a positive virtue on the part of
investment institutions to concentrate their holdings on "liquid" securities. It
forgets that there is no such a thing as liquidity of investment for the

community as a whole".
;P00 NN TN OY P VIND NI NMLDY HHA DD NN NIPY NN 0P MATH
DINN ,NTTIVN 1PN N, NIVAND NONY DIVND NN PIYNN NN M1 D NIAD NI NINY NIYD
TPNNNY OWPYN NYIN DM MDD (PMIAPYL 03217 0)YITIY) DIP MPYL : DWPWNN DY
WS ,DPYT DDA .DMDION DIPNYN DY MDN-IND IO NN - P9 I8P NNV Mypwna
NN MYNN DR DX2NY ST NP ALY TIY M HY MPINn Yy Nonn X PnY Tobin
TV I DY NMAN MDD NMOURY DIPNINRN N NTNHYL OXTTNNN .MDPDN NN PLPNY NOIAN
N HY N2IVN MDPVN DYDY ,TD .TIVN MM HYOITPHND PID0NN TiPXNn NN NVIDN DINIDN
N 7P YD PNHVIAN NN DN NYLID DXWIPYNN NX NNV 12WNN N0 ©>NID 01> ENRON
MM NPOY NMMDY XODY MOYPA NN NOIND
NN TPPIN NDN DIV TIY MM INDND 1T DY) (1989) Ross NNvn P20 03P T3
V15 MNND DN NIIWYND DIDHN D27 9)7 20NV DIVN DR :9XI-2I00 > Dy DOwad
M) NPINN DWIPYNN DY M3 1N KD INYTD 11510 NDNN DY NMSNN NN NORD NN DIVVWI
LNSPOND DYDY 1Y WADN TN NN DX 29910 HY NMI9OD 119 NHW 29, TIIN NMNIVD Ty
1 P20 OV I 19190 NWNA NONT (2004 ,O'Hara D8N ,INWN °2) DY DNNIN VNN 7Y NnyTa
NoYa MIN 2 NNDS SPY M)A PARINND DXDTYN DIWOPYNY 19N MDNN NN NIVN MO
GN DWPYN .NIMND PNNN DY INDNN NYAVYNY DIVH PNTHN NN NPNN 27 YN vipna
N L(1991 ,NOOTIN TINPNY) NI DMV MM PINNY T INY MM MNXIVN DOVNT
YO D29 OOHPNY ,MXTN-IX DY MMPNA LTI HY 0N .00 MNONN DN MDA DINIY DY
INIT2 ,MDN-IRY NPN NIN NNID NMHPNI MM DOVNPIA TN ININND J9INI PIVNIN NNRKD
.(2004 ,Borio) 7032 DN N¥IN NYIND
DN NOYY MY NPIND PN PANY 2IVN ,NIDIN MDD MPIN XY MDWN DX PAND »1D
YOI P2 INYOIN PHRZ DY DYAUNN M NPINNI PIN IV IPHNND IR ODINY avny
,PRON PIVYN PR DT INDNN SNNPN DT PV AUND ANV NYITY 7PN NN DY vIiprad
NN NDNY PY09N PV M1 NPINN DY PLYA TIND NPOYN VIV 1PN ,NNAN MTIPAN NN
N2 MDY NPON NN DD DY NIV DIARVNIL 9NDN IWANRY (X)) : DPIPOYN PPN
T9Y PV DIPNYN MYT NN NYIAN Y7919 PADY - MITIPON NI INDHN ToNN1A (2)-) (NP
.(price discovery process) .12 D021 NN NX YN
S TPPAN NNDNN PIVN MM DNV ,PIV DY INPINNA DYDY NVIDY INNN (2004) Borio

NDY DNYWN NN DTN ONPNVYN MY 25V Tuna : (the build up phase) N»anady o
NP, MO HY MM NNI,D2APNI .OXPNYA DIPNNY DIVIPIA DMLY DN PIVD



NN IYLVN N POYN MDY M) NOOYUX MIX»N DPNYI NIY MY NPNTHNI
DXNOUPITIRD ,NT YII2 .INN YIS RINY YT XPNT X OND NN PN : DIPNYN
2VNN NN N2 09137 DRI NININ ININN DIWNRYN DPX MDD
L2VUNY T .1200 1) 1R MY AOWO 1aynn Ny :(the eruption phase) mysonnnaby o
92WNN YNN INMIYD 2NN XIN 1Y VTN DY YIANND NUp 1987-Ov Nyinn piv 1awna
JDINDS YNAY H9NNN NIND NINY .IVMNN NYNON YT DY 1994 YW nHaNn Piva
NNPN : DTRNND MM OPHRND NPNTHRNN STTH ,PVOIT NN DINYN DIPNNN
NOAND NNOYY TY YN RO IRNIND .PNRONND DIV POV, TIMYHRYN 9T) IN0NN
STIVN M) DY DNYINN NNNIND
IDAN ,IIWNN MRNIN MUY P>TY Nt 2Ov1 :(the aftermath phase) mxonn a%v o
YYINNND NYRNN WY DOPNYA MDIN : N0 NNIY NN OXPNYI NPNTINN DN
D2O¥9 PAY NMITOINA NYNN .72WNN A0 NNNIY DN NM) NINYI MDD NMNIN
NNLY YNAT T N MDY MDY DN NITOM YIND NYY 12WNY WHPI WX DIPNYI
.M - PMIAPYY,DNIPNYN 190D 1IN TIIN
92WN NYA NN DY ONNTMNND DNYT MPN IIWN NPNI MY DMNVPITIRD NNMINN
Y NN MPNINDN DY ,PIVN NN 220 TIND NN NYINID P DN NI NP MNP
12195 NN PIYN PNNND PINT NN INDN NITIPD VIV NXIPIYN NDON AN INY 0T PN
DXPNNI MOIN NITHM INDNA VIDY DY NMPNIAY NN IRNIND .INDNN MDHNY DY MOyN
DYYININT DNNNINNY YXIN 2ONNNY DNIDNNY DNPNY PR D ,DNINUN PIYN DY MDIIN MININND
N2 PIYN M AN UKD TIWND 11 XY ,15% Dvnd DY NN YTyt Mapya 199 : YN
MTIPON 90D NIN DXNNVA D ,30% DY YIYT MIAPYI MDD NN NN XD OOYTY NIRY DTN
NTTRA NON 2207 NI NNV ,93UN S¥H92 MIPHN NN T ATAYA TpNRm KD D0 .o
L7533 MDY NNY MPNIA PIVH DY IMDIN
MDY MM NPNIN ,O0INY TTA PN HY MDA YTPNHNN NI TY OPMIY»ON DMINNNND I
VNN 290 A9 PIVN MDD TPNPITIRD ,PPYI P ONMIVHYN TTIAN IN M) ,0PNYN
SN) NIMND IV DY DXOMYN DMNINA NPONA NIADIN NTTIA MIN DY MM 0P NODPNN
,Chordia et al. bvnd) 7292 712N N DY DOWOVNY DIWIPNI NPONDY (119) NN NN ,MXT
MM P2 PIPRIVIRD NN PITAD OXTTA OIPIN IDNNN MNINKRD ONYWA PI,INX 72172 .(2000
mmnnY on»nin Chordia et al. (2003) ,5vn5 75 270982 N7RD PIY MDD NPIND DY
L0V 1 DYPNYN NV MDA N ,5WND) NIRD NN PIYI MDD NN NIMT MY
MNY MW DY NOINN PIAN NI MIPYUN NYIVYND)T MINTNN-ONY ) DY MMT Mannd
YOV WO NVARD PIY MDD NPIND PIY M P WP KN (2005) Goyenko .0'pnvn
N2 NYIND PIY DY MDD D1 1PN, NPIND PIV DY NITRNN RN N7IND PIY DY MDD
D202 :IMDID DN TIVA MDY P2 12PN WP NN NIN T DY GON .N7IRND PIVA MTRNN
.M D) NYYN NN PIVA : MINN
995 YW PO MIPAN DY NNT (1998 DY PO ,NNNTY) DIONMDN M MAVN TONNIY 9N
19INDY PDIAN MDY NI DNNINY DXIIPNN PR, TN ) DY IN TN PIY DY XD OPNYN
,INT YD (N7 NVIND ,NPIND IPIV) DMIPIYN DMDIVIN DIPNYN DI M) NN MDVINN
SY DTIPON NN DAPNI PITIY VN ,NMIND YOP PYNI DODINY DOPNY DY MDN NMY >
,0992 HNIW HHD1 MND) JOP PYN DY DXPNYIA : NPTTN MDVLITVIN DNPNL OIPNYN NYIDY



DNYY NYPYNNN 91721 MYP NINKD MIVAR DI DPNIPN DOWPYND NMVIN D21 NN PV
HNIIWNN MPPHN NIIPY DNPN OMIPOYN DIPNVYN DI DY MDOINRND MDY .1 TN

.(systemic liquidity)

MY OINVPITINN A
0191 NY2IN TITHY D2IPN MITON 29D 1991 , MY NTTNID N2 ROV 25710 HWN XN M)
:DPNYN M) NN DY PTINN 2091 (MNON IN)
21 NANONND NN L,PINY PIVY NI ANT (MMIP) NN NNPpavd :(depth) Py o
1Y NN JOP NN YRYIN 199 ,MNH NNLP OX 0) ,MIT (NPON) NP MNP
PN YOI Y52 MTIPON 9902 MYYTH NP9 1PIP MTIPO YW 29 990N DY DYPY DYON»NN
NI (NON) NP NP DOVNY YT ,Pmy XY PIva )Y TN DXPNN Wi
POYNN PYN DY 9N (T19I) M2 1NN (WPIAD) WNND TIVN Wpwnn
TNOPPTPND .MDNI NMVYNIN NPOYI NMMSYN (tight) PryTH Piva :(tightness) MP4n o

ONMNN THNN .DPITN DPNYA WP NNV (Bid-Ask spread) 9nonn N Xin »Mipdvn
IV PNV ITYNI MMNMYPN NMIDYN KDY ,MIVYRIN NPOYN NMDYD P9

PNN OV PNN PPN NN MTIPON NI 1AW v Sw DN :(resiliency) My o
NN DTN MYIN NN ,08ya fundamentals-n 1 DY NPTNIMON NNINN PRINHY
STIND NNV PN DN IXPN NNV INDHNA DIVYIN 9PN

MPOION MYNINN MTIPIN NIV MPNNN NN (immediacy) 599N o

NHYO NN OO MTOM P2 NIEANN MINN ownd 75 :trade-off v NONX 10N 2
DXONNYNN NN YNID NNDY NPNNIN MVPN TN L(INDHN NN MVPN) PIVN MPPTNa
PIVA MPHN NDYY XXAND D1 TN KD OXTHNN TN NDOY )00 Ipmy DX POPNIY T ,PIva
oo

DOVUP DYyIVN TN PV DY IMDM) DY DOWAVNY DMY DOPMION DN DINIMP ,TI0 73yNn
N (DOWPYND YN NI T DY) PHOPYI MIOVN DY WAVN PIvn MIan ,INNTY 70 .ATTd
Sy DWAVYN DYDY DOPMND XD DN .(PIVD NWHIM INDHN APIDY NI T1T) PIVINI
2127 1ON ONN WIRY) DWPYN NI MDPYN NN ,NPYIDN NIIWNIY NIPON NNT MDD
M) YW M1 [ (price taker - 1IN TIVN 92 NN NN HAPN WPWN D5 1991 NN Y wawnd
STV PIVA DINDIN DINYT NDXO/NNIVN Y0NS DY DPHYNN TV

MODN NTTAD DY DNUPTIN DNIYP ,DPNYN M DY D3I OXTHNN NOMD
M) ONPLYY DN 290 NPIMNVP YIIRD NPIYND DO DOPNYN MDD DINVPITINND
S NOPITINN
volume based measures - PIYN 9PN YY DIODIANN DINVPITHIR N

™MND NNXY PIYA DANNWNN TN NN TINRY 7D 1Y T70) IN0NN (MHhN) 99%n e
IMYRYHR MTIPY N IMWMY - POPY ,PIVN PRIYY DNOPTIXR DNV ,MTIPON
M2 INDN 9PN : DNAY SYRWNR-TN PN INDHN 9PN 9Y YN IR ,DWPWNRY 17 ¥PN

DY 19N DTHNY MITHN 190N TPNTPRN MIIDI MN»P NNT DY TH> IMF(2004)-n 5w 90K 299 10 198 1T 2
.02 DNIVP OYYTIN



SV DTN NN MIZN NPNY JIVY XY T TN, MDIN 21T 22PN MOUPITIR WHYD 5150
DN TTRY NIN DX INY YMYNYN NOUPITIN YN INDNN 9PN .INDNI NNIANYI NN
:oWUND NN PN

NI .DIIN YV PIVN MY INDNN 19PN P2 DN XIN (turnover ratio) MNHN mMNn e
Y2 PN NPYTA T DY DT PONKT MTIN ORINY NIV DNYIN 190N NN XLIN
DN — INDNN 9PN NN RV INY VI I PIVA R¥NIN DN MNDD INDNN 9PN
DOYPYNN IV, (MTIP VWD) TITI PIYD 10 NN NI INDKD MPNN 20T IN Y NN
D231 T DY NAVIV PPN DIJIAPN N

NN DTN :transaction cost measures - APOYN MNYY YY DODIANND DINVPTIN  .a
MNUPTYN NN (Bid-Ask Spread) 9nemnn A9 wnn piva INoNa mMcION MMOYN
SNV D) TOY IV OV DN DY DIPNYIA 1PV 0217 DOPNYA TIND Y1IPNY 2IWN
:N7ONN PV, DD

S=P,-P, (1)

S=(P,~P)/(P,+P,)/2) 2

(IUND

; VIP22N DINN IV NN - PA

YXNN 0NN NIV PPN - PB

GPYN INDNN NNPNI .DXHINKRI NMNPNN DX - (2) TNDN ; VIV NNPNN DX NINMA (1) NNON
inventory-) YN211 NPINN NIDY ,INDNN DY NPTMNHN MDY : DIV OWIY DXANY NMDY 1901
continuous) TYNNN PIYO DMONNN APY DINN ORIV TOINM (carrying costs

DYYIVN NI DPNVIA PN OVIY P MINDN MIDNN OY NNVP YN NMYY .(market
SV MSYN NN NOYNI ,PIVN AR D5TH T NNDIN DWPWNRN DX YNIN MDD INDNN NMNPNH
MPND2 MIZN PNNN NPNTIN PLYIY DIVN ,PIYN MDY YN NIVDID-N TINNON
TOVPYTIN NN INDHN NP .("fundamentals”’) pwna DM»OY0IN OMYIYIN NMMDL P XN
N, MTIPON T90 DY OMWN DXPNNA DN JPNYD NPOYN NMDY NN P IN»NN VOO
NI YN PNNN VYT DV INNXIY NTND N (PIVD PRIY) MTIPON DTN MINPITIN POON
WINNY OINTY 19971 ,NPOYN NPRTI NYIN) MM NPOY MDY Y91 (market impact) NpoyN
PN DY MYININ POV

onN WR DMUPTIN market-impact measures - PYN NYIVNY DINVPITIN
PNNN NPY XY MRPOY NI0Y INDID NN DXPIADNY DIV MDD OOHRPT DNV TON
,NYNANNN NPOY DI DY 0NN DOXVITI YN DXNUVPITINRI WHNYND YT )71dMIAPYI DINN
WY HY VONINN TIVD NPIYN T DY avinn Kyle 710 ,5vnd ;75 .omMN ow»Y nwup 1N
TR ,NPOYN DTN ODINNNNIN NN NPWNY NNINA ,)OD .NPOYN DTN DN NN NNYN
NPANN 990N NNPPY YT DY NOPITIRD PP NXY M), NNT DY .Y PIY qpun m
TN NN ST Yy (2002 Moy LILLIQ 413) 0PN Y0 NN NN P IDON IN ,NYRY
NN NNYN P2 DNNY NINN - PV 199 INPN INDNN 9PN NPYN NYY HY VOMNN
2NRPN INDNN G711 NN INPN MNPYN YT DX PINND POONININOPN NI NPOYN DTN

0)



NYDN NMPNL NN MWD TIHN P2 onn NN Hui-Heubel 44951 ,901 109 19N
:YAPOTD NNDNN 29D NN MY

Ly, = [(P - B,

max min

)/ By 1V 1(s - P)]

IYND

; DNINND INDNN D> NYNNL IIMOPNN PN - P,

max

; DININNRN INDNN M3 NWNNA Y1DIN PN - Pmin

; DYIINKRD INONN 20> NYNNID YXINNDN INOND NINND —

v

; DOPYIA NAND MNON — S

.DMINND INDNN D> YNNI YSINND NION PHN - P

N0 ILLIQ 715 nxnwna HH 71m2 pandn .nmaxy Mmoo owomo X Ty HH 71mm
SNND GPINY AWNRND AN NINNN MPNND NNYP ©IIN NN DY NPDY NN HY NYIVNNY
INTID YA DT YN NPT MYNIN P NPINNN 91T PN DX YNIN 91T PHN IOV
PNANY NMIVARN XA NN PNIVN YONS DY MONNDNN 93 DY MIPIYN NNPXAN WD YN
TYND 59D NYP WRY UTN YTNN YIND YNRYID M1 1TYNN ¥Y20IN NOPITINI YRYT P2
T9Y ,0°M12) INDN 9PN KOD D) DXPNNA PIN MY NND 21D WIN YN DIDI : MO
LYY ND DIV MO NY NNMINIY 29 DY R NINT ; IV PNRIYD ONVPITINI YRV DOIND
PIVYN YV NPRNTINND P2 DRNMD DMP DINN : G0N 0I9 N .PIYa MPITH NN NNDY NN
TR, TIMYNYN DTN PNNND DX MYN TIRD NOVTY NPOY : YIAP) MINDD WP KD TR MDD
(1996 ,Baker) 9>nna »n»wn 909 181N NPOYN DT THN XY NPVLITIVD NMINPOYI
DN DM XYY OOYTIN DOYNINNI WHNWYND NN oY
nMN1A :equilibrium price-based measures - MHND INNN HY DIOVIAIND OINVPITIN
DINVPITIN DY N MINVP ,DOPNYA JHIND NNNNDY PIYN MDY YNION ININ NN MDDV
DN NN DY PYONY YT PV MDY NN NTTIN
NONY D7) XD IV - NWNNND T PIMVPI SNMIYHOYND NUPITOIRD NIYNI NVNTIN e
SN LTIY 72YN IRDND DTN XY DXPADN DYDIAN ONINY XJA INY IDITY NYNTIND
- 195,900 NPLY S Bid-Ask-n nMn S 5110 0931591 NM2) RIPHTIN MINTY
D2 NPY NYND

SOV NP NPNTHIND DX MwN (market efficiency coefficient) MEC-n o

MEC =Var(R,) (T -Var(r,))

:IUND

; (D 5) >y12wn MW N0 SV nvn - Var(R,)

;01N MPYN N Y NN - Var(r,)

NoNN Mava odn Naon - T

wNn 9Ny fundamentals-n Oy NNXIND OXPNNA SAVYN NPVN HY NPNTINNY N DNINN

NPNTHIND ©M2 (overshooting) TNYNY NPNTHIN GTIY DY PV 7295 .0PY 0PN MTINN



TIND DO NYNTIN ,TPNN .fundamentals-n 1 DY) DINRY NN MNPV PPINND DOV
INNNAND NNDIN XD NANN DN NN NN PIVN T8N SVIP DY NNIND N1 A¥PN NMNIVA
02N MNYN PON IMN - DI DY 7NN MNON” 90 DY 121N oxXINN MEC-n .,m»y »x) nwIn
PIVA (AN NINDN I NPINNNY DI DY MND WAYN MNIYT) .Y DY YT KDY PIva KNI
NNVN DY NPNTHRNN DX MOYN INDND NMDY ;1 NPND MNXR DT DN INDN NMDY KDY 0HWYIN
TIY 220 MYINID TPUIPVINRD NNIN IR MDNM (1988) Schwartz and Hasbrouk ) 98pn

AINND PV O ,0.84 N prIoNn T S MEC-n yxmn 2005 mwa nwnnpnd 0.9
.0.82 - 27NN DMWY 10-D NYNOWNINN

NI P2 INUNY 1T ANY M 199 IR D17 PIOD OY NVIN MNIYN P2 NNPNN e

NN Y MO APTY PIND IMN DY TX 9N IMN O DY 00 DIINNI PNV

NOOTIN-TINNY INT) PIYA NN 92D PNV DTN PI9 DY 1NN OY Y9 7171, NHNIND

,229 YO PIVA RXNIY N INY PND DY 7772 NI on-the-run XY "WTN” ) : (1991

A0 IMND PIY OYPNNRY MDD PHN DX PIADN NT NOPTIN .off-the-run RPN
TAINNY O7PHR NNV DY PND NNINRD NIV 7INY7N IRV DX INYNY 112 IR
MVN Y932 07PHRNN NV TN INDINN 7INYY IIRY N DNINN DT MY
NNVY 7INY? NP7IN PIY P THRN KD 2D ,)9% 29 DY NOYNT NITO HaPY 1N KD ; NOMIN

.MYN MNS Sv

0YNVPITINA VINIVUN )
; D297 DNOVPITIRNN THX DI HY IV AR TIWND NYP TR, MY 55101 TN TT10 NN PR
DNUPTIRD YIDNI MMND DIXY DIMIND DWW (2001) Fleming nnn 1o 2 Yy 9N
: DYMYNYNN

,2O99T NITHIND DORNNA DR ,PTY NPOYN MDY IR MPY THINY MO NMOPTINR - N

M2 NPOYN DMLY D73 Priva MOV
MDD N/IY DN NN NAPYND DT NN INMNND TIY MDD NOPTIXR - .2
N T PAY MOPITIRN ,PIVI MDIT) NPIND ¥WIIN NDNN OX ,MINK DN

NN I DOWPYNRD YW MIANDY DTTHY DP NPND I 0 MDD NOPTIN - .)
AN MPY TN XINY DIWN D020 MOPYTIR XN INDHNND NNPHY DNT PYRIND DHON 29)
NPLY ,PIVA POIY ITYND MNYPD NPOYN DX MY 71N Kyle 711 ; npoy yixa Sy pdnnn
Sy DPTY NION DMNOVPYTINR NVYY INTI N PIPY 19 DY .auNd 512 XY INDNN NMNPHY
» (2004 IMF Swnd) D7 DAPNNa KD OIWN PONNY DNNNA .DINK DMNIVPITIN
MY NPNTINN DY MNPN NIVLIIDD MITITN Y INNT INSNY PIVYN MDD DINOVPITIRN
DNUPYTIN DY NOTY NHNR P INDNT NN DIPNYN DY NWIN- SWIOUN PIANNY TUN
DY) PRIVN PTTA DY GO DX .YXT Y2 DIYY T KD MITIPAN 190V M0 PIvn prwd
NPOYN MDY NX DINN XY TN ,INDNN NMMDYY TawTa-T1H 0N onv XN (Kyle Sv 1100
.ININ
Kyle 711 »nny ,anonn myn XN Fleming S¥ nmpyn 292 52100 MOPYTIRD - D102
oY DMNVN DXTHNN YD NN OYNRYN-TN 1IN TITAY 91D KD T MUPTIRY INRND ,NNT OY



SV MINMIN VAP DOPNYN M3 2230 NNPONN L, (NITHRYM NPT, PN ,MPYTIN) MM
22PN ONVPITIN NND
0599129 OYNVPITIN :1 MY

[mb@pa)alp)]
nYTMNIN mwynin P2Oyn mMPINNn
OMNMVPITINN
MOPTIN MOPTIN MOPTIN
NN MININ
oy oy oy MADN PR
MNOPITIN MNOVPITIN MNOPITIN Bid-) anonn nnmn
PPy PPy PY (Ask Spread
MNVPITIN .
PYW NOPTIN q"py Martin-ILLIQ - Kyle
MNOVPITIN s
Y MOPITIN
PPy VYN HH
NOPTIN
PY NMOPITIN
PPy i MEC

INDHRN NNN ,2OYY INNID ONNND .TNDPND DX TN DINLVPPTIRND P2 DIWPN NN DODN 1 MY
MY xkVan Kyle 717 , NN NNOWH .0XPNYN MPPnY PV MO TIR NN (Bid-Ask Spread)
797991 ,NPOYN MAPYA NMINY> PNNN PINY KD PIVA : PV PR 1TYN2 NNPHRY NPDYN MDY DX
710 ,HH 770 0N 9ivn pniyd 0901 0> PY DNOUPYTIN .NPON M) NN DOV 210y 1NN
D) PPY I9INI NIRVIN 1991 ,INDNN NPDDIVIN NN NNXN NN 7PN : ILLIQ 71m Martin
nMYn X MMYNRY ,MEC-0 775 > Dy MY 770 PN MYImM) Ipny XY Pvn D7) NN
PNNN DY PN PPINY IR MTIPY DY NAVIY NIIT - TIN NNVD NNYN DY IXPN NNVY
P2 ISP NNVLY OMPYN P NHIRNN-KN Y. fundamentals-n > Yy NPTNIIN NNINN PNINNY
TT2)) MNND NP ,TI0 NMITL SMINT XY GOIV XD INDN DY INMINY TIIRD NNV OMNPYN
YD .QVIVY INDN MINDN 1YY ,NTY MPWAT TPINPITINR TN (MNNHN MPNN NN Y9100  HH
Y .DXYM) DPN 5 TITA NYNY NPOYY NPOY DI 5y DXONN DINM TNS ¥ NPT TYTND
NN NPTHRN PDOILVINY Y INDNN N2 MY TV INDNN NNN Y PV NIND

T TRND PY NOVPITIR ROY NNT NIIND NWP TN - NMA)

07pNN PIYV — HNIY DINVPITIND DIV .3
DM, DTIPN P9 NHNY DINVPITIRN NN (NP2 TIIND) MY O7PNRN PIV DY DY N P92
DN PNINKD NUYL O7PNRN PIYV MDD NMNNINNN DY DINOVPITORND NMIVHWYN DY TNdD
DMININ NP ; DMNY DN HY DMV DWXIND DN 4-) 3 DOPI92 DXDDIAND NNIN DNIOYY
NN NPYN OIPN NN TIY MY NONIAN XN (DORINN ,OXNTNNN ,MNIWNN ,0>PNNN)
MP>Ta NN Oy TN . JPTa0-NNIWNL M»va Nwpnwn (dirty price) NN DY 25NN PNna
INT VYN MXRXIN NN DOVWTIN 12-5 D7PNN DY DMNSNN DXPNNN DY MODIANT MNYT
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VN PNY N1 N
P;MY PIVY NNINA )N TIZ-NNIVIN DY INDNN NYIWN DY DXODINND PV PRIYD DI NOPITIRD
(PIVN PNV DT MINDN NVPITIN MDY 1Y) 1 PRI .TITI PIVA TN PNN SYNRYI 192 TNy
GPYNN R¥NN - 2005 MO Ty 2004 MY NONNN N1 N2 8y (HH) HUI-HEUBEL 1110
NN YT MNYN NYIIN MNPN P2 INNYN ML) PV PRy H¥ 17100 MV NN
DT N9 2005-2003-) 2000-1999 ,1997 DNHWN DY 551D VAN O’PHRN PV PPV NOYN
DY NMNNRN DNVPITIRI PNNITH

(6/1995-12/2005 ,o'wmin 6 ‘2w va yxinn) HHTmM :1 '

1.2

1.0 |

0.8

0.6

04

0.2 4

0.0
1/95 1/96 1197 1/98 1/99 1/00 1/01 1/02 1/03 1/04 1/05 1/06

PV POy N9OY DY DN O OOYIANNN ,PVIN T ILLIQ 771 9NN 2pyn a8 2 9PN 2 M2
VTAO-NNIYNN NN TIVN 7PN DOPY TINDMND DY YN INDN (2 MY) 1995 MV ,NNNTD : 07pNnn
9PN 7292 0.06% YN XD N NINND MAPYA MW 12 2005-2004-1 19°K) ,1.58%-2 y¥INNI
JLLIQ 77017 90y 0M2vnn NX voann oI 710 ILLIQ 77115 o 771 2 0NN X 2
VNNV NTIAYN TYWNNA 1Y .07P1Rn M1 5050 MY Nt  HH 771m1 001 5y ming 5ax

Sv YT »T 10N 0 TYN (2 91N) ILLIQ 71 (1 9»N) HH 771 pnxnwn vana ILLIQ 1112
DMWY 9 DY SMHINTN NV

MY y¥inn ,0'wTIn 12-7 0"pnn v - ILLIQ Tm :2 niY
2005 | 2004 | 2003 | 2002 | 2001 | 2000 | 1999 | 1998 | 1997 | 1996 | 1995
0.06 | 006 | 0.14 | 0.30 | 0.33 | 054 | 036 | 0.87 | 0.82 | 144 | 1.58

"o Tmi ILLIQ Tm jjmiy "Tm 2 u'X
(o'wTin 6 2w va yxinn ,1996-2005)

- 0.10

- 0.05

T T T T T T T T - 0.00
1/% 1/97 1/98 1/99 1/00 1/01 1/02 1/03 1/04 1/05

— LLIQTM = ("1n' '¥) f'uOn TMm
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PV MY NP1 A

DYTHN ININN 3 TPNA PV MDY INDNN MY NBY 7N INDNN NPDDIVYNI NPY
.MM MOVINN NPY GPYN NINY )WY I XY TR ,07PN2 INDNN 9PN DY 20NN LYNION
Y05 D’PNA WIDYO MIAYD DIV 22 NVONN DX THNN JPIND DT INDNN PPN N NIPNRA
DAPN KD NN JI0 .IN DY INY MDT MMND PXINDY TPIVINNN NP THN NNMY MPOYN
M2HN MNNANT NTTIY 1TAD NT NOPITINI WHNWNY I KDY NN NPNTH MINNINION
PP POPYDY,PIV DY DT NTTHD INMA NINN NVPITIRN IIIN NI NINNN ,NNT DY PIva

LDOWPYNY NN MY H9H2 AN, MDD MOPITIND

o'wnn 12-7 n"pn - "nona imn 3 N
n"w 21'rn (6/1995-12/2005 ,o'wTin 6 7w V1 yxInn)

1795  1/9%6 1797 198 1/99 1/00 1/01 102 1/03 1/04 1/05

DNV PIYA INDNN HPAYDIVIINI TYNNND NV DY NDYN (4 IPR) MNND MIPNNL NMOHYN
,NOVIY MITIPS NPT DY PIVA .0 Y92 Piva DINDIN MIMIN YW 0PN DY) DY ,MNINKD
IINN MPNN : INDIN DN NN PNV AN INNND DIYTM PIYNN YN 1N DDIAPHN DIPNYN
NN NPNTINN NTID - 199 ,OPWnn MNPV PNND AUpa MXT-RD 0YND NINDY N5
YY1 MNNNN MIPNNL NDY XND DY NNPNI : NYNIIN MNPND OXPNYA XND MNPN 12 MINAND
OY MW 2002 NIV DY NNWYRIN TPXNNIA ,5UND ,TI: MDA NN NV DY YN INNX ININY

TTH ON MINNN YTTN DINN .V PIVN PMIYY DX11H0 DX (1 91X) HH 71010 I8 93000 mdnna
LDMINN DNVPITIND D22APN INN DNV IVN TR ,PIVN DTN 2IWN

% (1/1996-12/2005 "wrmin m0) p'wmn 12-7 n''jim - Imnn nntan 431X

1/95 1/96 1/97 1/98 1/99 1/00 1/01 1/02 1/03 1/04 1/05
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2005-1998 :MEC-n 191 :3 Y

2005 | 2004 | 2003 | 2002 | 2001 | 2000 | 1999 | 1998

1.1 0.95 1.05 1.22 1.08 1.08 1.33 1.24

S VIV NN NOININD) 2005 TY 1998-1 197 (3 MY W) (MEC) pwvwin mywh 1100 07pnn piva
9y MEC Tayv D729 DY NODINN 1T MIPDN NPV MY NRVIAND MNNIND (2002 MY
DN 19103 TPNY NPNTHN NDOY KD PIY MOTINNND IRXIND YIAPNN 1-D OPMYHYN NTHNI
YT NNINS NNXIWYA M) DN PNN NIIWNL IYPNN PIYNY NNMYHIYHD 1ONAVD NPNTHIND
1-5 279 7Y OXXII NNIN DITHI MNINKRD DNIVN VIZVA .AWTN MINNIAN Yy (undershooting)
MNNIND MNXIWNN I, MY INNND MDD XD 07PNRN PV .NVD NAVYMNN NN ,07PNRN Piva
DXNNNN NION2 NN OVPRN PIY 1D NN NPNX PIVN MDY D 159N 21N N7 Oy

VN MWD TN T DY NPYTAY IN»2

PV IPIA NI D
AN XY 199Y 7292 2005 MIVO DXONMNN NIV DVPHRN PIYD NMVYIAY INDNT NNPN NN
> NN MMNPNI NMNPHN MNNONN NN PIT1Y

2005 mwa 0>»NNa (Bid-Ask Spread) anonn nsm :4 mY

BIDASK | owTtin97w3n"m | 0wTtin 121w 90"m | 'w51w1™nv" | 'w10 1Y 5 "nw"
yxmn 0.035 0.034 0.070 0.111
[I'¥n 0.034 0.033 0.068 0.109
|?M N"vo 0.007 0.009 0.017 0.029

Dy DWIANND DONM ,INYIN PIYD D’PNRN PIY P2 INDNT NN DY INNWN TN 4 MDA
MY VYN DN ,INMA XN IMIN NIN DOWTIN 12-D D7PRNY MINID 1M .D7PHRN DY NDTY M)
IPNNY YN OY NPNTIN DY Y9 7172 NANIND DINN NIPNX KW MDD .DOWTIN 6-D D”PHRIN
2und N MR Loff the run 9 9N PN 555 7972 on the run 9 : PIva XYM 72D
YWD ,TTIRND OIX - DN SNTHN YINN NN NDPNN 1991 — IR NNV MPANN RO THI
IP) TIIRD PN INY D NP INYIN 4 MDY DMNMN 9D .NPONY M )N MYIN
SV NIANNN NPNTHNNND YD YaWIN 7NN PIYA INDNRN NNPHD INTIN NPNIAY PPond
.on the run 9 79NY”N NPNN N2IVY YAWVINWN TN TIIRD 7INYN

2Y NI2DMY MIANIND P2 PNAND DNDN KD INDNN NNPN D) ,PIVN PRIV DINVPITINRD NNITA
M2PNN HY NP2 NNPHRY MIANIND PIAY (DXPNYA XND 5933 ,5UN0) NPNTINN DY N N TN O
PV S INONN NNPN 2005 7)Y WTINA : YNNI (DIPNYN 19002 N1 Y92 ,5Wnd) nMann
Sy PYONY 1N XY INDNT NN DY DTN ;IDVTH WY DY TPNIRND 1DV 52aPNna DT 07pnn
,TAVTA N NN XD DIV PRIYY DIPNWYN 19010V NN TR ,PVNN IV NPYN DY 1yav
NN D) T NNYD NINN DY ,199), MM ITYND KDY WTN YN DIDIAY NPNTINND NN ON»MD
NONN

6-2 NP MM VIP>IN PNNY TININ YN PNN P IWaN YW 1IN 2wInn s (Bid-Ask) anonn nn
STV MY NONAN NIN DINMN NPN .NYY DY D1NI01NI RPN NPINN
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NIV YNMN - NPT PP PIND OY D7P1/79NY”7 MNIVD 999 :5 MY

2005

2004 2003 2002 2001 2000 1999 1998 1997 1996

0.09

0.06 0.05 0.14 0.07 0.20 0.47 0.42 0.54 0.58

PYI 55521 MPIN PNN NDAND NON ,DN0N THNY ONMNN XD D’PHR//INY7 MNIWNND Y9
MYPIY L2666 "INV DY MINIWN P2 Y9N 2005 MV .0 THNN D DY D10PY Pyn ,Dowpwnn
D7PNRN NXIVA :2IP) 22PN 7PN ,NNIT MIYP TNNY 416 O7PNRN NIRIWN P2 ,2006 DINNL DN
DOYXINN NN L5 MDA, 1IPYD 1M DNNIN MMXIHON MINY (7INY” 1 DY 1D MYP NNMON
9513 PIYAY N9 ,N7IRD PIY DY M1 NDYY 1270 NN YN NI - MNXIVNN MY DY DPMVY
AN DY) I HY DHYH D)9 DIWPYNNIY PN NTIY INY

NAVN NDD ; 0NIVN M DY D/PNRN PIY DY M NOYHY DXTY NN DXTHNN DI 19 019902
NVPPTAN DINND PN DD D/PHRA YINIYY MY DXIY P2 NVONN N MDD NDYD
7YY 2002 MY INND NNYI TN DIRNIND 1T M DY INY MOITY NN PXAND) NPIVINNN
D7PNRN PV YIWIN 12 . IMYMNID) PIVN PRI - PMAPY ,INDNN 9702 NMIAPYY PNMIVHYAI
TOEMYNYN MY (NP TP TTHY MTNY KXD) 7INY” V0N NMIND DY PN NanIn
M2 NPY HH51 YNNI DXPNYA INDNA DMTON DOWPYN) DN DIPNY DY MOnNnvna
SY MNIN NTIPIN TN ,NIVNIND NP TNHN DY YDOLPAN DINMY 12100 NIVN D’PNN PIva NN
ONIVI DXPNYN DY MYNN DX WINNY XD NNV NN DY D7) PIY DPP TIOININ MY
7N2Y VN PIY WHYN 1991101010 KD D713 DI) DIVANND DOIOPYNN IWRD ,XNY Nya N7unn Piva
ORIV DPNVN D31 DWPYNN

QYNIOPITIOIND P2 ONNNIN MNN .9

2005 - o'vTin 9/12 n"pnn PIY — DNIVE'TA'RD |2 D'AXN'M NXMLVN : 6 NIy

TopTx | we | ILLIQ “W'I"T;Y’; BID-ASK | HH | nnwo | MEC
von 1.00 | 0.49 0.07 0.54 0.59 0.50 0.24
ILLIQ 049 | 1.00 -0.35 0.70 0.76 0.81 0.04

| 007 | -035 1.00 019 | -006 | -005 | -0.13
BID-ASK | 0.54 | 0.70 -0.19 1.00 0.78 0.73 0.42
HH 059 | 0.76 -0.06 0.78 1.00 0.66 0.18
[Tma oo | 0.50 | 0.81 -0.05 0.73 0.66 1.00 0.24
MEC 024 | 0.04 -0.13 0.42 0.18 0.24 1.00

9272 YIONY NOAD INK NOUPPTARD PONN NN NVPTIN DD DTN NVNI PITAD 1D
,DNMOUPPTHNRN P2 OXNNN NN LT AW .OMIRTNI NXIVN 1NN ,INY DXNVN DINVPITIND

BID- -n AN 9y 0N NMWYI2 ¥ 1YY 2005 1208T-DIND NNPNY DNMNN ,6 N9 IXINN
SV SUTIND YIN YN NPHY NPONN 181 DITNA ; D7PNRY »INY” Pa MNIWNN o Yy ASK

Dy NINXINNY NYIN THYTIND PTAD-NRIWNN NPNTHN DX 0) NODD MMYL .DNVPITINND
NN OYY (NDXOI/NPNTINN DI DY TIV PIVA DIPNYN 190N) PIVN PRIYY DI NVPITINND

MINY XY ,TNPNI M DRIPH ,73%-2 XN Bid-Ask-n nndn oy ormIHN Iy .INONN
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INVINNY DY ,0XTHN DNPNN TPURY MV N7IND SPIY NN TDMIN YR 19T NNSY DYIIN

1912 NPNTINI
NN WIN 9% 011232 121N 1NN onxnn  HH- ILLIQ ,pvn pniyd 0Mop RN
APNN DML DY PV PIYY DMNVPITIND DY DNIND PTIT-MYD 07PNRd "INY” NN Pa
270 NINHNT MM P2 TININ ORMNN .DMNVPITIRN 27 DY NI NHIRNN NN MEC-n 7110

M0 DNYP NINNN MPNN DY ,OXTHN DY DNMINND PO MIVH NI Y21 DINOVPITIND
LSNP ANV TPNTIN TN ,NYIVH I, NN

0'wTin 9/12 0”0 IV — DMIVP'TIRA ' DMARNTM NXN0N 7 MY
2005-1995 nnw

NIOFTIRD ILLIQ :‘:n;'_’\ HH ’I‘m:f’ MEC
ILLIQ 1.00 -0.53 0.59 0.53 -0.24
ATANN NNN -0.53 1.00 -0.39 -0.01 0.28
HH 0.59 -0.39 1.00 0.72 -0.17
[{7hn N"vo 0.53 -0.01 0.72 1.00 -0.07
MEC -0.24 0.28 -0.17 -0.07 1.00

710 JHH 7710 P2 ma) oxnn 98D D30 NN VYD DY N1 IDIIN NNPNY ONMdNN 7 NY
T ORI PTY MEC-n 77795 .0M9%N 0O ,71hNnn mnm yjpnn n»oo |, ILLIQ
.DYINNN DN DY THPNI

YT NPADN NN DM NPX INNIY DN ,DNVPITIRNN DI P2 19N ORINN 9N DY
DY TN YT TIDNRD 01N 0NN PON DY NINY DRI ,MD DY DXHNN NN DINVPITINRNY
onv 0wn INwN P2 - ILLIQ-Y HH »7111 S¥ nmnon nyvidmyT 7-1 6 mmdn vy ,NNT
WO OV INDNN ANPN DY )T M DY OMDY DN 1D PRY DINVPITIRD OY DNININND
NN

(principal components analysis) 0»WNXYD 00PN MM .0

Principal Components Analysis N30 DMOPTIRN P2 DOTTNN NPOONNN NPITIL qON 2OV
NIV MIPNI) MITO NP DY DNMNN DIDT MM NTYPHN 1 moovvo nuw (PCA)

mw1n M7 ,(Principal Components) 07y ©10PIY DMK NIPYY (MM DI NVPITIND
9201 VYD DMNIVPITIN 90N DY M) DRIN HY2 NVP .APNPHN MITON DY MNNXIND
FoN 1770 YW nomwnn NPNWNN NN

MMV )N (86 = 51+18+17) 86%-I 72VXN DXPIADN DMIPOYN DINVPIN NVIVWY NI 8 MN
PNMPNRN MITON DY INN2 DIWAVNN DININD NPNMIYHRVN INPITIN DIVNHWNA 1991 NONIVNN
,(HH-y ILLIQ) pmyn »171 DY DXINMDI NOMWNN NINYN 1D DOINX 51-3 9201 )IWNIN NVPIN
DRI DY) ,NODN NPT .INDHNN NNV D’PHRN/7INYIN Y9 DY 19),M12) 22PN ORMNI

.(2002) Smith &1 2w NN nOXWS
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TA0 MNIWNA RPN NPV DV TPYTIND NYIN 1PNn 1LY NYRIN PC-n pa (82%) M)
12) DXRIPN DY NXIN NIWN NVPN .TION ONX2 MNXIND NPNTHNM MIPN ,NPNY ONNND)
) ND D5 T PY0 Y 0IXNNNY 1mTa MEC-n 110 0y - ywowi ,nnn madnn oy TIND

9N DYNVPITIRI DIVIN YTNN NN POIONY NINNK NITO DY WIANND
WD DY MPTRM PRIYN DY TODOY DMNIXINHDD DN IXMND NURIN NMVPIN 01001

mxwn Pa mnm BID-ASK anonn nyvvn JILLIQ 71m JHH 711 pa maxn oxmnn
DNM DMND DOV YN DNUPTIPRY OMyHwn NYNIN PC-n oy »o7pnrn/raneyin

DMMIMY N2V YPTIR 1N HH 7702 W ILLIQ 7752 0»1wn 9NKR apyn 159 : T N1na)
OMYNN MNWNN 51%-3 DIPIDNY MDD

M1 DNOPITIRY PC-n 1970 12 OXIND :8 MY

Variance

proportion nnn Yo

explained | Bid-Ask TN ILLIQ n"m/"ny" HH MEC
x1 51% 91% -25% 84% 72% 90% 40%
x2 18% -2% 92% -13% 39% 18% -21%
x3 17% 17% 15% -42% 5% -17% 88%

MY NN PITAY MY WX ,TPON DDIN DN TN ¥ POYY 07Pnn piva Dw»
PN DY NIN) YN PIDY 91D KD NN ,INDNN NNTPD DM NPOINNN NNR) OINVPITINND
,INT DY TR PV YT DY M2) DXRN 7PN ,D0NN) O8N OYY 2005 MIVA TN ,0¥PNYN
NPT T0IN ,DO) DOYNINN DY MOVIANN ,TAYTA P NPT PPIYN X T1H DY MYaxnn
D*pNWN Y52 Bid-Ask-n NN 9NN 2pynn MmN NX MY)XTH (DNINNY DMPOY P Iap
N,V PMIYY XINY YN DMNVPITINNDND DWIAPN NRY GX ,10Y MDD NN IR 0D > 1D

.D»0IAN DIPNYN MDIT) NTITHNY 210991 MNOPITIND INDNN NNPN DY INND 112 NOY

INIYIA DDINON DIPNYN MI HY INOIYI VAN 4

DYTTIN DIV TIN ORIV DMDINAN DXPNYN HDD DY M1 NMNNINNT DX PITA NY PyD2
STI92 D95 2TV 07PN PV D510 NMIRM NN ,N7ONN OPIY DY YDVINN 19INI DNYN
1) DMINY 2.2 PYDI NINY DNOVPITINN MYNNNRA 2005-1998 NNPNN DY 1ON NP>TAN
Sv M n nnymnn 9 mYa HH 710 ,ILLIQ 711 ,9n0nn MNn : DPNwn Y5 Yy Dw»y
PIVA .OPNYN DD DY DNUPITIRN DD NN DWYUMY 1NN NRY ORI MDD DINOVPITINND
NN AP 1N RY TN ,NINND MPNN NN 329D NNIADY MMN ONDN PTHNY 1N ,OvNnd nymn
NN Piva (Bid-Ask) 9nonn xnnn Yy DN YR PR TO DY Q0N .N7ONND DIV DY IRININ

(7252 2005 MYH NYN) NAND PV

L, = [(Pmlx -P )P ]/ [V] £ 72 PN9DN N9Y 2wIN Nronn pws HH 110 °

717182 MAVINKDN RS W NN MIAYINDN MITON P2 (92% H¥0) TNPHI M2 ONIPH YOV 112NN NIWY NP>Tan
IND PV DI PIvA NP
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INIYI DINVPITINRN TY MNIYI : 9 MY

19 Market Market MEC mM9In MONRN NNIN
Hui-Heubel impact impact plialn) bid-ask )
(HH) (ILLIQ) | (Kyle) turnover ) (spread
(ratio
+ +++ + +++ + +++ Y
nYp MONN M) W 1 NO oMM v NYP NONN DN W n’7vNPn
NITHNY DM PYND NITHNY
NPoY 95 DY
+++ +++ + +++ +++ ++ N7ANND PIY
DN ¥ oMM W 1 NO DM v oMM W )23 PN
oM PYND DM ORIV
NPoY 75 DY DOYNVLONN
+++ +++ + +++ +++ + Iral’
DN W oMM W 1 NO DN W oMM W DN PN NN
oMM PYND SNV P11
NPoY D5 5y

TINDY 711N DIWT )I1)+++  YOF 229 5V DIIP XD D177 : 5750 JOINI DIV )I1I++  DIWIT )12 No+

NPTV DXNVPITIRD : AT 29 DY DMDIAN DIXPNYN NVIDY IV YDOVINND PRIVN AN 5 PN
DIV YONTIN YNINND NN PN 0PNV NYIDYI MDY DINOLPYTIND TIY DY DOYNINNN ON
INONN GPPM ININ .2006 TN TY 1997 20NTH DIPNYN NVIDYIA PRIYD DNUPITIND DY
D YOPIWN YSHINNI NUNNYN KD NVINDT NPIND OPIVA AUND NN 29 DY NVNn piva
DXPNYN POV NDY 7PN 2005-2003 DNVIAY 5 APRND 1YWY ,2-1 1 DIPNRY INITA 0NN
DY SY MIADN MNPN .(PIYN PRIV NDY NNMYNYN DINVPITINI NTIY) IRIYI DMDIVIN

.2001 MwN POM 1999 MV )N XMIVNRYN

X - X
0.12 MM N"AN T NN 21V 'Y iivn ST YXInn (5 35
) (01/2006 - 01/1998 o'wmNn 6 - w1 VxMnN) -
0.10 - - 3.0
0.08 - - 2.5
0.06 - - 2.0
0.04 - - 1.5
0.02 - - 1.0
O-m T T T T T T T T 0-5
01/98 01/99 01/00 01/01 01/02 01/03 01/04 01/05 01/06

(' ) Den 907 yxinn ILLIQ™m O21en 707 yxinn HH Tm

NN PNND (NN NMN ,N70N) DRIWI DMDININ DXPNYN DYDY INDNN PINNND DY TIN
POV 1IN 20N TN DMOYN AXP (10 MY INT) MNINKD DMWY DOPNYIA NNMNY MIANINNN
DXPNYA MNPN IMNNN DY NDITY NMDY NOIAPNN N7V PV "5 D) 2005-) 2002 ,1999 DMWA

JON DNV
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(2006 AN93% 7Y 1998 ,N”7YW 2399951)) — INIYI YSIMND MIPN INDNN MINNI 110 MY

2006 2005 2004 2003 2002 2001 2000 1999 1998

7,555 6,389 4,919 4,698 4,853 3,509 3,111 2,295 1,497

anonn NNNA 1o
,N"vnn "pwa
N"AXM M"ann

nmnbennn

30% 5% -3% 38% 13% 36% 53% 35% "MAIYN "1Pn

aANoNnN MNNn 10
nnann *‘piwa

2,639 2,255 1,713 1,168 975 596 718 512 323 n"axm
x5% - nnbwnnn
n"un
32% 47% 20% 64% -17% 40% 59% 27% NN "2wn

:PIY DOY NPHNAD JPYN DXPNYN NVIYYO MAMWUN 1PoN M7 1N MDD MOYN MDD
INDNA DXIN DOWPYNN MANNYN DY DY) 11 DXPNVN HHD DY M2 MOPWH MAIWNN MY0N
TIN TPNOAPNR-DYTN PYNN OPD ;NN N7IRD OPIVA D) TN ,N7ONN PIYVA NNIYNI UXIA -
12 NPOIN AYVYIY ,NNN MDD NNNIN ;YD NPON> NI N2 DXPNHN MV DY NPHY
DOTOMN OWPYNN DY NYPYNN YD NUmN ;9ND NIRD P DY DIV DXPYON
PDIAN NIIWNN MDA NNNIM

PN PRI DY NI0Y IWAVNY MNINDT 190N WX H’VNN PIVA  NPHXIDN MDOY IWN
N77092 MDY HYM NN NMYNN YN MYANN NION ,PONN WY 0V NYNIN : (2004 ,NV)I)
OONPN OMIPINAN DY DOMDPYI NNM N7VN MPXPHIDON PONN NNDNA DRIV 2IVIN DY
990N PMYNYN DTN DXMN NPNYWNNN AZIRN PIVA .N70NI ORPIA PIAN INDHNI DOINNNN
NP2 NN MNNAND NNHYI ; MITONN NNR D DY 9NN ONMIYHYN DTN ,PIiva mITon
2003 TV IND ; 7INY7 DN MTINK-RIN N7IRD PIY NNANN 2001 MW SNM ,NPOPYN NNNNIN
PO MANP NIY IPOYA OOTOMNN DOWPWNN NIY MITYPHN NVIRND DY 1NPNAN NPDIN
DOYPYN NYIN 2003 MY SV NN NMIN .PNON PIYD D217 DD SV NNOYD NN, MPPNNN
MY 5NN T2 DY G0N .PIva DIPNYN 190N 51X T2 MmN PIva 0PN NN 5>TinD DTN
INDNN P9POINA NDY DY PMIAPYD) NN TIY MM NONIAL 987 NVOWA INoNN 1997
M)

2005-1997 ,0°pNYN NVIZY MDD DINVPITIINN P2 ONNN 111 MY

/ YSINN MNP IMNNNN
ILLIQ/HH HH 7 yxvann »m»n mnnn
ILLIQ
0.44 -0.58 -0.35

,D71722 DRIMND NN MNAXD : NI TY MINNY DINOVPITINN NWIDY P DMIRMNN DNNIN 11 M2
TT92 MDD XIN INDNN NTNMD DIRIN : ONN TN DY INND YT PXaDNY NI M) N XIN TN

21T PON SY TIDR INWVNWYN 50%-1D JOP DR ,NMI MYRYN Sya NN M2AN oxndnn, ILLIQ
VTN TIND
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L9001 IPNN 2PNN HRIWI DMDININ DXPNYA MDD NN NYIAPA SNIWN VINON DY MPP
TN L,ONYN DPNYY DOMYNN DI TIRD DPINDPRN DININN NN PPHYN 19N 1TV
D20 DM MMY THPHNI DIVN ,NPDININ MDD NPNIN .APINND MNYD NNV Pa NTI9N
NN DY DN ITYN L3 PYDA MINIY NNITL.OXPNYN DI M1 MNHVOND 1I9INA YN DIVYY
YN ,NNT DY ;MMM APYNN N AR THIMYNDYN 22210 N7ONN PIYAY N7IRD PIv INDNN
SY MNNANNN DX VI YT DOPNYN NVIDY DY SDOYNIND 9PN PRIYD NN INK NPYY

DNIYN VAN PIND NNV HRIYID DIDININ DOPNVN MY

MIPOYM 010 .5

195 .0IN M NPNIN INIYII DIPNYN MM XY TINDA PYURI TYS NN I DAY
TMINND [, OIRNND DAY NPXD - NTAYD DY NDPYM  NYNIN PONA - D27 20 NMVYN IYTPIN
M2 SV NPTNY MM DIMIRNND DMNOVPPTPRND NITHINDY MDD DY ONWN DX THNN
TYN O OIPNYN MDA NTTH DY MAINNN DY WIANN NTIAYN DY DY PON .OMTHYY DOPIYN
A2WN IR TN TTI

: DYDY MW HNXIVY DNV DINOVPITIND NN NIY NN PHNI

PANY T, OONDN DIMNN) A Y PHYY ,MIYY D7/PNRN PIY MM NN PITAY NINI NYURIN 2DWA
PIVN MM MNNINN DY IWPNL TN B2 DY) T2 DINVPITIRNN TN DI DY MYNWUNin NN
NDOWN : ONINNN DY) DY ,07PNN PIYV DY MININNY DXTY NN PINND NUYL 0T TIND
NPYTHN DINIA MIPOYN 95 TON O7PHRNYI ,2001 MY NIV HNN IPYY TN ,DNWN 79 DY DI9NN
MANPN NN NOXINY) DNIVN 29 DY NMHITNL YIONYN IMYINDIDYT PIVN PRIYD OXTTH .1IVNINN
-1 ANN) PIVN MP>TNY T191 2005 MW .2005-2004 DMWY NIVDIN DM NNID WM (XN

PIVN PRI OTTND NNYTA 9NN (T WY P DM 1o v poyw Bid-Ask
,PYTRN) DXTHNN NNNYN NN 20N N1 OINVPITIN DY DNNIND 1901 NN OX D) NPT
Bid- 9nonn nn ILLIQ 710 ,HH 710w X3n) PCA np>122a : 92900 prTa (Ml puivn

DONVINY MNYIT MTNI DI DNMIND DOYIVIN OVPHRI/7INYN MIXIVD P2 NP Ask
M2 N DXNVPITIND P2 DRPHNY 172NN NNT DY .PIVYN DY MP>TNN NN PRIV NN NINN)
1O YN MRS O 0NN PION DY NIPNY IR D 1T DOPHNN DMVYY 1D NPOON NN

LDMINRN DNVPYITIRNNI HAPY 1N XOV YT OXPADN MNNNN MM MEC 770w X80
MM MNNANN NN DYO DMNMYN DNUPITINI NYHNYN ORIVD DIW»N DY NV 1Hva
¥ MINXIN NTIPINY DIVH NXRT TN NPINM (D7PNRN M) NINRD ,N7ONPN — DIPNVYN NYIDYI
STTIAN PIVN DY IR I ) DD HY MIDIHIN NN KDY HNOIYNN MNXIN N2IWN NPDI MDNN
SNV DOPNVYN TO DY MY Pmyn Dy MM 2006-) 1997 DNIWN AV NDY MMNMINN
NI NDYD YPIN NNV DIPNYN DY MTHRYM MDPHNY PIOND 110 1NN, DIMNINND
9901 DY) OY ,INIWIA DMOIIN DXPNVN PPN DITHD INANY 02210 OMPYW) MNTDT 190N
952 NVPNTHNM MNRTNN-N NN INNINY AMINNANTN SNY — PYNI DININND NDY ,ONIPNYN
N NPNTHRN NI DPNYN PPN DY DIT) ,MN9D2 DIRINNY DONNNA : DO DIPNYN
TTH) OOPNYN TO MDY MIXNY DINVPITIRN NVIDY P2 ORI ¥ DINN .M NV D02

)22 5 MY N 0M»ONN DMWYD XTI PYA0N 1N MY ORMD TR ,(INONN MmN ILLIQ 71 ,HH

DNOPITIN NN SY MNNANIN DX PNIAY 1WA ,DOPNYN TO YW M 280 NX TINY 11D
APNN 2NN SRIYA DMDINN DPNYI MPN NNT NP SNIIWN VININ YW INPP .9apna
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DYPNVYN DI HY M2 MNOVNID 19INL YNAY DINDYY DMIANN DININD NX MDD YT, 0yn
.129, 70290 MXN NN, IMDYNY IPNN — DRI
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1999)93%1 .6

YILVN PIV NYOYW LY DN OMNPY NYAVN ,(2004) NNIXID 12N TIIVIND M2 )00 ,NVMN2 ©
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