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An Empirical Research on the Relationship between Aggregate
Liquidity and Asset Pricing in China Stock Market

LUO Den@yue'-2, WANG Chur2feng', FANG Zhe2ming'
(1. School of Management, T ianjin University, Tianjin 300072, China;
2.School of Business & Management, Shandong University, Jinan 250100, China)

Abstract: In this study, to examine whether aggregate market liquidity risk is priced in China Stock Man2
ket, we build a thre@factor asset pricing model, in which market risk and two kinds of liquidity risk are in2
cluded. The two kinds of liquidity risk mean market return sensitivity to market aggregate liquidity, which
risk is measured by their covariance, and volatility of market aggregate liquidity, which risk is measured by
its variance. T he findings show that there are both market risk premium and liquidity risk premium, while
risk premium of market return sensitivity to aggregate liquidity is more significant in the two kinds of li2
uidity risk.

Key words: liquidity risk; market risk; risk premium; asset pricing



