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Empirical Analyses on the Liquidity Risk Premium
in the Equity Return Using Regime-switching Model

Keni1 Ito,! Korcur Mryazakr f!
and JUNJI MAWARIBUCHI'?

This research attempts to examine the influence of liquidity factor (liquidity
risk), which represents smoothness in trading equity, on the small-capital and
the large-capital equity portfolio returns using regime-switching model. We ex-
tend the regime-switching model so as to make the regression coefficient of the
market factor also dependable on the regime. We also introduce the notions of
the coefficient of determination and the t-value of the regression coefficient in
the regime-switching type of regression model under some assumptions.
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Table 1 A Result of Regression Analysis on Model M0

Max Log Likelihood:395.6 c¢R%(S) : 0.45,cR?(L) : 0.29

Small Size Stock’s Parameters

Common Parameters

State cR? « grie o P c d

1 0.69 0.000 1.292*¥**  0.036 0.630 -0.585 4.464

2 0.22  0.006 0.442***  0.049 0.759 -1.056  15.096
Large Size Stock’s Parameters

State cR? e ﬁLIQ o

1 0.38  0.001  0.517***  0.028

2 0.25 0.006  0.524***  0.053

LR-test di = d2 = 0 1.58(accept)
0000000000 B5'%0 highOlow 0000000000 1000 20000%, **,
¥*AOODOOD t 000000 10%05%01%000000LR-test 00000000 OO0DOOO
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Table 2 A Result of Regression Analysis on Model M1
Max Log Likelihood:576.9 c¢R%(S) : 0.74,cR?(L) : 0.97

Small Size Stock’s Parameters Common Parameters
State cR? a grie BMET o p c d

1 0.80  0.007  0.696***  0.775***  0.033 -0.553  0.067 -5.816

2 0.67  0.006  0.086* 0.775%*%*  0.030 -0.348 0.173  8.728
Large Size Stock’s Parameters

State cR? [eY BLIQ ﬁMKT o

1 0.95 0.003  0.068***  0.990***  0.012

2 0.98 0.001 -0.012 0.990***  0.007

LR-test dy = d2 = 0 4.10(accept)
0000000000 B5'2 0 highllow 0000000000 1000 20000%, *,
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Table 3 A Result of Regression Analysis on Model M2(Common state)

Max Log Likelihood:576.9 cR?(S) : 0.72,cR?*(L) : 0.98

Small Size Stock’s Parameters Common Parameters

State cR? [eY BLIQ BMKT o p c d

1 0.80 0.004  0.671***  0.734***  0.031 -0.559 1.678 -22.081

2 0.65  0.007  0.103** 0.798***  0.032 -0.465 -2.180 32.523
Large Size Stock’s Parameters

State cR? « 6LIQ ,BMKT o

1 0.98  0.004  0.040*** 1.095%**  0.009

2 0.98 0.001  0.002 0.937***  0.007

LR-test dy = da = 0 1.28(accept)
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Table 4 A Result of Regression Analysis on Model M20 Individual stateO

Max Log Likelihood:604.0 cR?(S) : 0.71,cR?*(L) : 0.97

Small Size Stock’s Parameters Common Parameters

State cR? (e pric pgMET o P

1 0.97 -0.018  0.580***  0.732*%**  0.010 0.997

2 0.62 0.014  0.245%%%  0.732%**  0.037 -0.321

3 0.98 0.026  0.580***  0.730***  0.010 0.659

4 0.82 -0.008 0.245%*%  0.730***  0.020 0.959
Large Size Stock’s Parameters

State  cR? « pric BMET o

1 0.98 0.001  0.161%**  0.993*%**  (0.009

2 0.97 0.003  -0.008 0.993%**  0.010

3 1.00  -0.001  0.161***  0.989***  0.001

4 0.98 0.003  -0.008*%**  (0.989%**  (.006
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