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This thesis examines a relationship between market liquidity risk and expected
stock return and investigates sources of time variation in market liquidity by using
vector autoregressive model . The data used in this study are based mainly on data of

common stocks listed in The Stock Exchange of Thailand from 1993 to 2006.

The empirical results indicate that expected stock returns are positive related to
the sensitivities of returns to fluctuation in aggregate liquidity. The average return on
stocks with high sensitivities to liquidity exceeds that for stocks with low sensitivities to
liquidity by 12.33 percent annually. For the study of sources of time variation in market
liquidity, the results show that market liquidity is influenced by various shocks in different
direction and size but market shocks is more important driver of market liquidity than
macroeconomic shocks. Inflation and volatility are the most important macroeconomic
shocks and market shocks in explaining the market liquidity ' s variation. A positive
shock in inflation and volatility lead to declining in market liquidity. However, response
of market liquidity to both of macroeconomic shocks and r;\arket#shooks is likely small

and market liquidity will converge to equilibrium in 5-10 period.





