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Table 1 Definition of Various Liquidity Measurement Method
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Table 2 Results of Correlation Analysis between Liquidity Proxy Variables
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Table 3 Excess Transaction Price Clustering/ %

T/ NEBM AL AL «

2 4 5 8 10
AR5 BT
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wmELBR 50 23.880 1.910 10.560 11.910
B 0.570 0.390 0.550 0.460 0.670
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KER AT
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Table 4 Results of Variables Description Statistics
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Table 5 Results of Correlation Analysis between Liquidity Proxy Variables after Model Modifications
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Table 6 Descriptive Statistics Results
of Portfolio Variables

4| r, C, MC, T T e
LB G BT
75 -0.0007 0.163 13.083 -0.0007 0.028
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BB -0.001 1.694 12.366 -0.0007 0.028
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Table 7 Regression Results of Dalian Commodity Exchange

BM5 5 A BRI SR

(1 (2 (3)
B — BEI— BE= RYN BREH EH— By EE= BN BYH

5 -0.008""-0.032"""-0.032"""-0.032 """~ 0,031 ***-0.034 """ -0.032 """ -0.116"""-0.175"""-0.170 """~ 0,158 """ - 0, 149 ***
: (-58.001)(-15.362) (- 14.669) (-13.512) (- 13.041) (- 13.304) (- 13.983) (-2.688) (-3.938) (-3.857) (-3.604) (-3.386)

15147 0.809°"" 0.817°*" 0.813°"" 0.817°"" 0.818°"" 0.814"°" 0.818™"" 0.787"°" 0.808"*" 0.811°*" 0.809""" 0.816""*
(4.323) (8.822) (8.973) (B.869) (8.920) (B971) (8.935) (8.909) (8.732) (8.985) (9.042) (9.011) (9.006)

s 0.011"*
* (2.198)
p -0.02  -0.000 -0.006  0.006 0 -0.20°° 0.097 0077 0.038 -0.028
ek (-0.208) (-0.147) (-L.211) (L298) (-0.061) (-1989) (LO0I3) (0.796) (0.383) (-0.280)
s 0.013  0.012  0.03* 0004 001  -0.004 0.0 0.021° 0002  0.00
el 0.731)  (L114)  (2.103) (0.460) (0.904) (-0.209) (L0I0) (1.937) (0.266) (0.247)
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Table 8 Regression Results of Shanghai Futures Exchange
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Trading Costs, Liquidity and Asset Pricing for Futures Markets
with Bayesian Parameter Estimation

LIU Zhidong,JIANG Ling
School of Management Science and Engineering, Central University of Finance and Economics, Beijing 100081, China

Abstract: A liquid future market serves not only to reduce the transaction cost and discover price, but also helps design invest-
ment strategies and lower risk for investors. But the effective transaction cost is usually hard to measure due to the incompleteness
of data and we need to estimate the effective transaction cost. Liquidity is the key indicator of future market's efficiency and the
key challenge is to identify good measures of liquidity. A growing literature has focused on the effect of liquidity ( and transaction
cost) on expected stock return in both academia and financial industry but there is no systematic research on the liquidity effects
in the future market. Therefore we need to propose a model to liquidity from the perspective of market micro-structure and asset
pricing perspective and to study if liquidity is priced cross-sectionally in the future market. High frequency data contains large a-
mount of information and we need to focus on the research questions, such as the characteristic and measure of liquidity and
effect of liquidity and transaction cost in the future market.

Therefore we propose a sequential trading model by using the Bayesian method to compare different measures of liquidity and
choose the best measure of transaction cost. Then the measures are corrected for information asymmetiry and micro-structure
noise. Combined with realized return with transaction costs, we come up with an asset pricing model which also accounts for the
economics of scale and cyclical effect in the future market. The data comes from Chinese Future Market.

We show that liquidity measure based on Bayesian estimation using high-frequency data have large advantages over the tradi-
tional method of moments. The empirical results are as follows: Order has a significant price impact and it means private informa-
tion is incorporated in the order. Liquidity measures based on complete model and transaction data are better since they have a
higher correlation compared with the estimation of defined method. Transaction cost is included in the excess return. Transaction
cost has a cyclical effect on asset prices. Therefore liquidity has a large impact on the return of futures.

We propose a sequential trading model, using Bayesian estimation with high frequency data to study the liquidity effect in
the future market. The paper will draw a much clearer picture of liquidity, transaction cost and return for the participants in the
future market. Also it will shed light on the regulatory poliey to increase market quality, liquidity and efficiency and to reduce the
transaction cost in the future market.
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Received Date: August 19", 2016 Accepted Date: December 31%, 2016

Funded Project ; Supported by the National Natural Science Foundation of China(71271223) and the Program for New Century Excellent Talents
in University( NECT-13-1054 )

Biography ; LIU Zhidong, doctor in management, is a professor in the School of Management Science and Engineering at Central University of Fi-
nance and Economics. His research interests include financial engineering and financial econometrics. His representative paper titled “The non
omstein-uhlenbeck models driven by the general lévy process and its bayesian inference” was published in the Chinese Journal of Management
Science(Issue 8, 2015). E-mail :liu_phd@ 163. com

JIANG Ling iz a master degree candidate in the School of Management Science and Engineering at Central University of Finance and Economics.

Her research interest focuses on financial engineering. E-mail : freelingd10@ 126. com O



