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Abstract

Purpose

The purpose of this paper is to estimate the effects of

liquidity on corporate bond spreads.

Design/methodology/approach

Using a systematic liquidity factor extracted from the yield

spreads between on- and off-the-run Treasury issues as a

state variable, the authors jointly estimate the default and

liquidity spreads from corporate bond prices.

Findings

The authors find that the liquidity factor is strongly related

to conventional liquidity measures such as bid-ask spread,

volume, order imbalance, and depth. Empirical evidence

shows that the liquidity component of corporate bond yield

spreads is sizable and increases with maturity and credit

risk. On average the liquidity spread accounts for about 25

percent of the spread for investment-grade bonds and one-

third of the spread for speculative-grade bonds.

Research limitations/implications

The results show that a significant part of corporate bond

spreads are due to liquidity, which implies that it is not

necessary for credit risk to explain the entire corporate

bond spread.

Practical implications

The results show that returns from investments in corporate

bonds represent compensations for bearing both credit and

liquidity risks.

Originality/value

Estimating liquidity premium of corporate bonds

using the spread information in on- and off-the-

run Treasury securities

Haitao Li, Chunchi Wu, Jian Shi 

China Finance Review International

: 2044-1398

Article publication date: 15 May 2017

Permissions 

ISSN

(International

Standard

Serial

Number.)

DOWNLOADS

 941

Access and authentication: Please visit our page. Close 

Welcome Guest user

Advanced searchEnter your search terms here 

We are using cookies to give you the best experience on our website, but you are free to manage these at any time. To

continue with our standard settings click "Accept". To find out more and manage your cookies, click "Manage cookies".

Accept  Manage cookies 

https://www.emerald.com/insight/
https://www.emerald.com/insight/sitemap/publications#journals
https://www.emerald.com/insight/publication/issn/2044-1398
https://www.emerald.com/insight/publication/issn/2044-1398/vol/7/iss/2
https://connect.liblynx.com/go/emerald?sachoose=1&target=https%3A%2F%2Fwww.emerald.com%2Finsight%2Fredirect%3Ftarget%3Dhttps%253A%252F%252Fwww.emerald.com%252Finsight%252Fcontent%252Fdoi%252F10.1108%252FCFRI-11-2016-0125%252Ffull%252Fhtml
https://www.emerald.com/insight/search?q=Haitao%20Li
https://www.emerald.com/insight/search?q=Chunchi%20Wu
https://www.emerald.com/insight/search?q=Jian%20Shi
https://www.emerald.com/insight/publication/issn/2044-1398
https://emeraldpublishinggroup.freshdesk.com/support/solutions/articles/36000213997
https://www.emerald.com/insight/advanced-search


Emerald logo

      

© 2024 Emerald Publishing

Limited. All rights reserved,

including rights for text and data

mining, artificial intelligence

training and similar technologies.

Services

Authors

Editors

Librarians

Researchers

Reviewers

About

About Emerald

Working for Emerald

Contact us

Publication sitemap

Policies and

information

Privacy notice

Site policies

Modern Slavery Act

Chair of Trustees governance

statement

Accessibility

It is a novel approach to extract a liquidity factor from on-

and off-the-run Treasury issues and use it to disentangle

liquidity and credit spreads for corporate bonds.
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