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Abstract

This paper investigates the effect of idiosyncratic volatility of liquidity on asset pricing based on
data of China’s A-stock market. Portfolio analysis and Fama-MacBeth two-stage regression me-
thods are applied in the empirical analysis. It turns out that in China’s stock market, both idiosyn-
cratic illiquidity and idiosyncratic volatility of liquidity present significant and stable positive
correlations with the stock returns. Our findings in Chinese market are consistent with those of US
markets, which bring future insights that idiosyncratic risk of liquidity matters in asset pricing.
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1. 53|18

TBNPE RS — B2 5 M AR DR R 2 —, BREZ (1 SIE AR B T B S s PR XS A s B
AW IR S0 o JBEE I IRl SR BT 5, FRZ R B Al It RS . 7895 4 B 1 4% 5%
HA TR ANPE XS B FR A 58 8, BRI AN 2 58 7 2 A TR 2R 28 o (RS BRAE ) v o8 4 43 K
(R4 5 25 ME ARG I IR B ORRE,  DRLEARR S5 R 80 1 AR AT SR 5 i 2H 5 55 77 W e 28 o T HLFRAT IV = 3 %
FERRE AN P UK, LR SR IR B0 1 7K P R M AT, R bk M 48 % 3 S T R I AN AR 7T BB B 4T
P BB R BN MR R R 5 SOK S BURI AR 3 B A AR G s W 5, B #HHh
AI AR IE P H R Sl PR A 2 I B AR R AR B A AR R AR B 22 4o m) DL R (ELE 52 4 40 Uik i 4 B 4
G BT PR R SR B I RS TS SR R BRI F W A8 G AT AN BE P A

OV SCHRIIE 9T R S8 0 3 1 B o RURS: 1 8 7= S I VE F JE T« Amihud (2002) [1]3835d 1964~1997 4
NYSE i 5284 ur B 7 e sy () 5 2 b, ARSI oA i 52 T s 2 B A B R R A,
2L KB AT 35 A #0 0R T AR Bh 4 . b4, Chordia (2001) [2]+ Jones (2002) [3]41 Bekaert (2007) [4]
SEPUER T R PR AKX U EE T B2 . Acharya AT Pedersen (2005) [STHERA & 40t i 8 XU 2
HRMIEEENT, FFAE CAPM BEBYEERE B3R 1IN P XU 18 (1) 55 7 g A A LCAPM. Sadka (2006)
[6]7F Fama-French — [K 2R N SR sl 1tk (K7, SEUERSSE 1 I sh M R 15 8 = I 2 (1) 4 3 IEMH SRR &R
BB BREE(2005) [7]. 22 I0H1(2006) [8]F1FL A ES(2006) [9]3I R H] LCAPM #E BI04 T E iy, KT HE
WAL R GRS ARSI S T v [ T 7 5% 7 it BT S50 . g A AN 2 B R (201 1) [10]
BIF 5 R B [ 3 1T 2R G s M R 3 AN e 58 AR 55 AN RO B I 7K1, B AR B AS B Pk AT BB 7L
SEKZR(2012) [T E A BT 37 BRI 50 R LR o2 LR, o 5 5 T A A A e o 22 BT R B I TN E A, R
HHRAIEMAHXKR.

] P SCRRIIE 700 BT R SRR Bl P XU (1) BAR B 7T, K2 R OGS B sh M KPR R et 3
PRIV, ERLHCRIF 04 5T i 20 1 JRUIGE: PR S A A FEORE 55 77 8 A T 98 AT BB b 78 3 S0 RIS #5058 2 5 B9
W e A ATV SV KU B B S SR o A SCESE I NS AR T E A T
(A B SR P AR S IR B0 1 AR 7K S, 3 Tl e SR AFF FE BRI [ A T 355 O B0 e DR %o % 7
A P 5 e A FH
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2. AR ESHIRIRB
2.1. I FE
Amihud (2002) [113&F A& s I B 45 75 52 ST B ZEANRARR B M F R bR, F8hrE LT

Cia :M (M

vol,
Hrbr, Mivol, 7 RN IS i TE58 d NAC 5 HIMIRGE R AIAE 5 & o %= AR B I Fa o5 ¢, BUE B =R 3R
GRS . A SO PR S %R AR BUE I 2 B SR T 7206 ¢, e LL 10° DB T H g, LA e
mEnPEFE AR H 3 e SR A AR AR LB R 5

l Dy
illiq, =—*Y ¢, (2)
it d=l
Hort D, TR i 5 « AR R 5 RE . TR “ sy i 6] 51 [m] 3 40, 54> ek s 51
PEIKF-:
Ciq = by +0,Cpq + by, (RMd T ) ey 3)

HhC,, & d BT A BERRFE ARz . R, A H T2, r, NI R a5,
FRZEEW e, RN i 7255 d IS BUREN T . HETRE SCRF BRSP4 AU B 1«

ivolliq, = M “)
illig,

Acharya 1 Pedersen(2005)%2 H ) LCAPM #724 F T-HF 5T 22 Se it 3 30k RS0 58 7= g A0 I s R
HEALE LT =R RGN 7, 2 F R A B, B, BY. AL M Akbas et al. (2011) [12]
MR TTVE, SIANRUR(S)~(6) PN B T7 273 Bl & % WA . B 588 0 W AR R Sl VK7 H 2L
B8 X0 R L PR T 33 B0 1 7K ST AR A ABL AN T A7 B8 A0S 2 22 AT [ -

¢y =+ BiAC,, + B (RMd Y ) Ty )
B, K H NI R A 2 26 H 50 6 AH . 1R 77 37 9 8l M /KPR A B RN 17 3% B A0 2 2R 1R AT [

15
’"id_’f/d=af+:3r?ACMd+:Br§(RMd_rfd)+“id (6)

i B EPA RIS AN U T B S, B, R M gt s CAPM BRLIIEE 5, H4h
AN DU 53 53] 3 0R LCAPM I SR =28 R G 3 AR«

BLE5E LI BARR I YRR 1 illiq 5 B MR RS 1 ivolliq LK [TV 1 3% DU (B FE A ke
TR SN T, FARBT TR R A 537 4L o3 A Al [l VA 7 kb AT o ¥ S R AT & 98 7 A & 2 i
Ko BA AR AKPFRERRNME RN ENE AN ESFAERZENREEZESR. Hxkad
Fama-Macbeth AT 5 V6 565 A S PR B R 5 B8 7 e R ARG R &, AT HE MR

2.2. #iEREA SRS

AT 2006 4 1 H 1 HZE 2014 48 12 J 31 HHPEYPR A BT mBEETFire A, Sk Eii AL
AN HNZGREDT 15 REW ST 24 3 Bl Wiailas R R R 300 fa8las &, o XU A
FIEIE G R R . SINMRBERRHEA &, OEA 7 MEL(SIZE), KiiiEbBM), &% 12 A &
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A F(RET1I2M) A E W &5 2 (RETIM), HFBIEEIEAVOL), HJE HAN B &t 2 5 AR sl 1t i 7 %2
(Cov(r, ¢)), #tFF(TURN). [FIKIEHTSCITE T SRCEENARRAETEAR illiq. R sh v XS 8 bR
vollign W& Y, p<, B, AR EMBVEG AR M1 707 WAk 1 ik 2.

1 AT, B SRR SR A PR R I E A 0.9783, ANMBARR BN IIME D 02985 (HAFERE M Z, B
BIME 3.1389, REFE RS T IHBAEREERAFAERZE EM KR Y BOYIMESN HIN-1.7027
—0.2326, R HIET R PEACE, BEEREN AT =, WENPEREC. DL E=AN TUSE AT SR iE S
Acharya & Pedersen (2005) [S]HF /04518 — %o

7 2 W[, SIZE M illiq HIAH I R40-0.04, 1A RUBLEL /N A sl M A, B RS . TURN
5 illiq WM< 250-0.13, UHFRE R IZR st s, B volliq KIS RN 0.18, Pk
FRIFABER I MR R IR R sl I XU . 341k, ivolliq 5 TVOL HIAI R R BN 0.15, 2 W22 )4
JRI BN M R 5 R T U B 2R 43 ARER T B S U R AN R R B R R BRI 4o 454 2 HdiE T
W, R TSN 1 RS PR -5 At A8 A O BER IR, T DR AR B e 8 7= e AR

Table 1. Descriptive statistics of variables

= 1. TEmMRMGITR

Obs Mean Std. Dev. Min Max P5 P95
ivolliq 199064 0.9783 2.2331 0.1995 306.4002 0.4786 1.9173
illig 199064 0.2985 2.2769 0.0002 335.8994 0.0072 0.6045
B 209393 3.1489 14.7444 —321.4691 1861.0260 0.1217 4.4688
B 209393 -1.7027 12.1509 -167.9057 674.6180 —4.0596 0.3649
B¢ 209393 -0.2326 0.1020 -5.5732 0.2352 —-0.3860 -0.1290
B 209393 0.0706 0.0630 —1.3282 1.1601 -0.0177 0.1542

Table 2. Correlations of variables

=2 TEMXA¥RE

ivollig  illig  SIZE ~BM  TURN IVOL COV(r,¢) RETIM RETI2M j° B! B B

ivollig 1
illiq 0.02 1
SIZE -0.01  —0.04 1
BM —0.01 0.41 —0.01 1

TURN 0.18 -0.13 —-0.07 —0.12 1

IVOL 0.15 -0.04 —-0.04 —0.06 0.39 1
COV(r,c)  0.02 —-0.21 0.01 —0.12 0.07 0.14 1
RETIM 0.08 —-0.02 0.00 —-0.01 0.14 0.08 0.00 1
RETI2ZM  0.029 —0.090 0.03  —0.051 0.10  —0.006  —0.029 —-0.02 1
st 0.22 0.73 —-0.04 0.45 -0.12  -0.04 —-0.19 0.00 —0.082 1
i 0.24 —0.51 0.03 -0.33 0.11 0.04 0.17 0.01 0.000 —0.52 1
B 0.06 0.10 0.12 0.09 -034 -0.13 —-0.05 0.00 0.064 0.12  —-0.08 1
yin 0.00 0.00 0.01 0.01 -0.04 -0.05 —-0.02 0.00 0.055 0.02 -0.02 0.11 1
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3. WERBBEDH

TGS B R BRI XU BT 5 AH R E AR B A 2 AR B R A S, A Sl AR 2
AL 2 72 57, LT ARy SO B PR Sl Z06 B2 7 2 U IS . T BUR 6 NRFAEAS & 70 3] 9 T 7 0
HE(SIZE) MK Tl LL(BM). T3 (TURN). ZhER T(RETI2M). MR ITELLIQ). A5 3 5h
FR(IVOL). VLH sl 5, K B A 12 I A AR A B A INEIR 7 Dy 3 4, 70 0K 28 N B0 2
AT BRI XU MNBIR 7> 5 A, EEACR AP R & . AR E 2 5 K t B S5 R 3(a) e
3(b).

TARRE, AP R R R R PO S P AR s i, B ot SR EE R R
o AE P S LA B A 4 A 22 5 b B I R AU o 451 ) BML 22N, P5~P1 AR ZE B 6.8%%1 4.5%,
R TR B RS £ R A7 11 FH I 26 UK T {1 B RO 1S I TrT A i . AE4% ) TURN 04, P5~P1 {HBEH
TR, M 3.85%F] 7.66%. fEFEH] IVOL 341N, P5~P1 M 2B B IS . X R 2K
SEAR T ANV SRR I, 5 BT s M RS X %8 A B REIE F3 A BT g N o AR & 73 4H B IAR B 1 s B
SN VE RS HE N, e 521 AW i B 2 N R R, P SR WA e R S R T Al P LR S DB B AR IR R R AR e
A RS R B KU A D — AN X3 T AR AR AR A B ) B AR B A P T B 7= i A e
Table 3. (a) Portfolios based on double-variables (SIZE, BM, TURN); (b) Portfolios based on double-variables (RET12M,

ILLIQ, IVOL)
3. () WERBHEZMAGE, WHEHEL . FR)ER; b)) WE2REEZSHAGEET. MEERSM. 45

BURENE)LER
(2
SIZE BM TURN
S1 S2 S3 BM1 BM2 BM3 T1 T2 T3
P1 —0.0031 —0.0034 0.0029 0.0092 —0.0022 —0.0072 —0.0031 —0.0031 0.0049
P2 0.0046 0.0102 0.0167 0.0287 0.0071 0.0005 0.0042 0.0064 0.0243
P3 0.0115 0.0227 0.0310 0.0442 0.0188 0.0076 0.0112 0.0168 0.0453
P4 0.0261 0.0414 0.0478 0.0614 0.0342 0.0187 0.0198 0.0342 0.0664
P5 0.0470 0.0698 0.0657 0.0771 0.0553 0.0378 0.0354 0.0472 0.0814
P5~P1 0.0502 0.0732 0.0628 0.0680 0.0574 0.0450 0.0385 0.0503 0.0765
t 3.9860 4.7686 3.9878 3.7636 43516 4.1202 3.6583 3.8914 4.3001
(b)
RET12M ILLIQ IVOL
R1 R2 R3 IL1 117) L3 V1 1v2 1v3
P1 0.0020 0.0000 —0.0071 0.0000 —0.0035 0.0001 —0.0194 —0.0030 0.0406
P2 0.0116 0.0097 0.0092 0.0156 0.0073 0.0074 —0.0151 0.0045 0.0620
P3 0.0208 0.0222 0.0214 0.0326 0.0212 0.0150 —0.0112 0.0118 0.0790
P4 0.0365 0.0399 0.0381 0.0493 0.0373 0.0283 —0.0069 0.0215 0.0950
P5 0.0680 0.0683 0.0505 0.0625 0.0623 0.0555 —0.0003 0.0251 0.1084
P5~P1 0.0660 0.0683 0.0576 0.0625 0.0658 0.0554 0.0191 0.0281 0.0678
t{H 4.4826 4.8745 3.8171 4.2849 4.6503 3.8944 3.4201 3.3294 3.5134
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4. EEEEVAS T

Hir SCIE R B G B BoR 1R B B Ik U S B e R A OGOk A, AR E PR
Fama-MacBeth i BCEIH B3 759, BRI AN AR (7)~(9) 2K [l VA A A 565 5 o 9 st 1 XS R 7 % 5%
7R AL 7 AR R B 2 A

T —

B . R c c R

re=n+ nillig, + 1, B + 1B + 1B 15 By + € (7)
_ s R c c R

Vi =Ty =1y +1illig, + 1, B + 1B, + 1., + 15, +15Cov, (rit+|’cn+|)

®)

+r,IVOL, + rjivollig, + ¢,

it+1
- R c c R
T —Tp =nh t nillig,, + 1, + 138 + 1B, + 5Py +1:Cov, (rml’cml)
+rIVOL, + rivollig, +r,SIZE, + 1, TURN,, +1,BM, )
+1,RET12M , + ¢,

it+l

(7):XZ M Acharya & Pedersen (2005) [SHEAL I 5] A ARRBIME R+ illig. (8)xitk— 2 5] AR
FIPERBE N T ivolliq, KIIRTEHIE | RAVER SR 5, R0 MRS B8 7= & I E A . (8) X [H] it
WHELE T Cov(r, o)FIEFF XS IVOL AT HIEMIEA . (9NN S T 2 B SR &, AR IO 4R B s itk
DA e 1 FH AR . [R1VA 45 30 L3 4.

% 4 BRI (TR AN AR B R T B R BN 0.0044, t 18 2.25, 15 B ARG 3h M R 1 R S AR A
MBEAGRENEM KR EINTMRAERSIMER TG, = MR R GRS R VIS E REEIA
B, X5HR Akbas et al. (2011) [12]0F 745 R R —5. BIBY(8) A1V 25 5L B /R I it 8l 1 XU BRT 7 1)

Table 4. Result of Fama-Macbeth regression
%% 4. Fama-Macbeth #5&(HE [EJAZE R

(M ®) ©
Coef. t Coef. t Coef. t
_cons 0.0123 1.5100 -0.0736 -11.9100 —0.2249 —5.7600
B 0.0001 0.7800 —0.0001 -1.1100 0.0000 0.0200
B 0.0000 0.3400 —0.0002 —2.5900 —0.0003 —4.4100
B -0.0553 ~1.2000 0.0659 2.6600 0.0233 1.1300
B -0.0124 —0.2500 0.0405 2.8600 0.0276 2.3300
illiq 0.0044 2.2500 0.0090 5.5500 0.0100 5.1400
Cov(r, ¢) 2.4554 9.8000 2.7269 8.9800
IVOL 45802 21.3800 5.0789 23.0500
ivollig 0.0034 3.0600 0.0054 4.5000
SIZE 0.0140 3.8800
BM -0.0011 ~0.3600
TURN -0.0124 ~2.3600
RETI2M —0.0194 —7.2000
F 2.0400 85.9800 83.9500
Prob>F 0.0782 0.0000 0.0000
R-squared 0.0465 0.2434 0.3094
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FRHCH 0.0034, t1EH N 3.06, BLERERRBIE RS B @ M B B35 ARG R . RN =K R MR D)
RS R T AN ARG S R Cov(r, o) FIAF B R 4RI H 23 (e 1R o A (9) it — 2D [m] 9 45 21
AL, R Bh I XU T I 1R R ECN 0.0054, BN 4.5, 7F 99% 1B A7 KT L 5 97 3h e JXURG: o) i
FINE R IEFER R RN, BAh, B Y. illig. Cov(r,c). IVOL. BM. TURN J RET12M %5/
ERHMEAR R SR TR EREMEM, AR T IVOL 1 B 5 SR 30 Ko W3 .

Cr EEERRT,, RAEHE L AR EE AN [F] (AR e U b L RS R AR T AR, RN IR B MK S R
J I M R U 2 PR FF 2 AR R P 2 M o AN BB P KSR 22 R TR T 3 e IR v, B S e
KRG R AN VEGRE AN T . AR EI B, R BTR A I XU [ )3 2R B A E AR, B E xR 55
EM IS 1A S . 1 BAESI N 2 REAR S5, 17358 A0 a5 2 R 7 1 AR AR F A R R w11 55

WEACF R Akbas et al. (2011) [12]%F 36 [E T35 0 7045 RIEAT LLER, BT R IUARE 03 L 30 1 XU
FERSEWE B T e E R RS Bk, AT EoRTE R BT, RIS KU ER R B 7 s A
HABZ Mg fER, HEIEEm A G, X530 28 B E T R it —8. HERRHER
R E N ER T PR T AA — g M ER . ASORTERIIATEZREEREREIAN, RE=HXR
G sl R 1) DU R 7 RBCL A T — e R M, B SCHRG 38 [E T 3% 5008 19 SE ik 70 45 R o i 2 A
TREGHARE . XUiH, HATREREH TOHA R G 20, RG LR TE AR T4 EE %
JER R, #BTTE B 2 HOCE T A TR I R R . B AR BIA B a0 1 9 30 14 728 4 (1 S vk
fabr B MGTHIIESX — 5, T ACEIR G E T g HMEN 3.1489, SCHkx SEE TiHEdE St
BREEA 0.4700, U8 E T PR SN T i s AR S I BURFE R R, BBl 2 2 B
STispish A 0 A N R s ZUe M, Bl 2 WA GFa AT R, IR Sa o, Bl mk

&,
5. &t

ARSI R A 0 M 2 Fama-MacBeth 48T [2] 5 SRR 78 [ i 7 5 B sl XRS5 7 5 A1 )
TER o AR B AL AVE S T R BURE I IR 30 1 8 0 26 v ) 2 Wi 2 2 B B v TS RO B PRI I L), AR RRAR
SE M 5 o AT 9] A1 45 R R R S s A IR 3 1k A ST ARG B st 2 RS X 53777 5 A iR sz i/ Y R A A
SEMTRZENE, AR L AT BAR B R T A P Sl i, BRI R o (HOE, Rl I XU
T UH R BB AR R, BERE R B M R 1 A K

Xt P S P RIS T 30 7 48 R AT UG, AR SR I A [ e 52 e o it i e PR £ A gl T x5 i
a R A EAT B IR FAE R, AT E BRI T 3 R GRS AR S N BURRE S . B
T A BT ARG B AR B Sl RGBS AT 3 BB AR R U R oE 2 .
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