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		A great deal of work has focused on market microstructure, but relatively little work has been devoted to the study of risk associated with liquidity. The work that has been done has almost exclusively focused on US equities - primarily because that market is fairly liquid and therefore data is plentiful. However, because that market is liquid, the empirical results been mixed. For our work, we use a unique database of US corporate bond transactions and holdings. Because the corporate bond market is several orders of magnitude more illiquid than the equity market, this seems a much more appropriate setting to study the effects of illiquidity. To get around the problem of a lack of trading (and therefore data), we construct a new measure of liquidity which does not require trading. Using this measure, we show that not only is liquidity risk priced, but that the effects of liquidity risk are quite pervasive and need to be controlled for carefully when doing virtually any analysis of security returns. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Liquidity, Corporate Bonds

	
	

	
    

    
	

	
	
		JEL Classification: G12 

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Chacko,  George, Liquidity Risk in the Corporate Bond Markets (January 15, 2005).  Available at SSRN: https://ssrn.com/abstract=687619 or http://dx.doi.org/10.2139/ssrn.687619 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						George Chacko (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Santa Clara University - Finance Department  ( email )

			

			
			
				
				
				
					Santa Clara, CA  95053
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,742

			

		
		
		
			Abstract Views

			    7,897

		

		
		 
		
			Rank

			   18,548

		

		
	


	
		
            
            	       24 Citations
		

	

	
		
			
				       32 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Harvard Business School: Finance Unit Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Harvard Business School: Finance Unit Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            9,161

                                    

                                    
                                        PAPERS

                                              613

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Market Microstructure eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Market Microstructure eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,415

                                    

                                    
                                        PAPERS

                                            8,006

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Illiquidity and Stock Returns: Cross-Section and Time-Series Effects

                        
                            By
                                
                                
                                    
                                    Yakov Amihud
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Illiquidity and Stock Returns: Cross-Section and Time-Series Effects

                        
                            By
                                
                                
                                    
                                    Yakov Amihud
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity Risk and Expected Stock Returns

                        
                            By
                                
                                
                                    
                                    Lubos Pastor
                                     and 
                                
                                    
                                    Robert F. Stambaugh
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Liquidity Risk and Expected Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Robert F. Stambaugh
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity Risk and Expected Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Robert F. Stambaugh
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Is Information Risk a Determinant of Asset Returns?

                            
                                By
                                    
                                    
                                        
                                        David Easley, 
                                        
                                    
                                        
                                        Soeren Hvidkjaer, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Commonality in Liquidity

                            
                                By
                                    
                                    
                                        
                                        Tarun Chordia, 
                                        
                                    
                                        
                                        Avanidhar Subrahmanyam, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity and Market Structure

                            
                                By
                                    
                                    
                                        
                                        Sanford J. Grossman
                                         and 
                                    
                                        
                                        Merton H. Miller
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Common Factors in Prices, Order Flows and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Duane J. Seppi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Common Factors in Prices, Order Flows and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Duane J. Seppi
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.090 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
