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Liquidity Premium on the A-share Market
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Abstract: This article focuses on the internal relationship between liquidity and expected returns on
stock investments. Based on a four-dimensional liquidity theory, it constructs a comprehensive illiquidity
indicator and demonstrates that there is a significant liquidity premium on the Chinese A-share market.
Under a scenario where various pricing factors are controlled, the illiquidity indicator still shows a
positive correlation with the return on stocks. Meanwhile, traditional multi-factor models fail to explain
the excess returns of the liquidity premium portfolio.

Keywords: Liquidity Premium, Four-Dimensional Liquidity Theory, Comprehensive Illiquidity

Indicator, Multi-Factor Model
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