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Relationship among liquidity, firm size and book-to-market ratio

ZHOU Fang':?, ZHANG Wei'!

(1. College of Management and Economics, Tianjin University, Tianjin 300072, China;
2. School of Science, Tianjin University, Tianjin 300072, China )

Abstract: Based on the testing for stationary and co-integration of liquidity, firm size and book-to-market ratio,
the paper studies the dynamic relationship among liquidity, firm size and book-to-market ratio by applying
generalized impulse-response function. It is found that liquidity affects firm size and book-to-market ratio
with a longer continuity than the effect of firm size and book-to-market ratio on liquidity. This indicates that

liquidity can be a surrogate for firm size and book-to-market ratio in explaining asset returns.
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Fig. 1 Time series of SIZE, BM, TURN and ILLIQ
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