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Abstract
The stochastic discount factor persistently has a liquidity premium for the most traded 
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Resumen

El factor de descuento estocástico tiene una prima de riesgo en forma persistente para 

Palabras clave

Introduction

During times of crisis the problems associated with the systematic market li
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Theoretical Framework

folios that incorporate predictability in managerial skills generate superior perfor

which focus primarily on illiquidity as a cost factor that induces serial correlation 

of the return process for each individual hedge fund to form optimal hedge fund 
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to evaluate the impacts of the rate of return and risks of the market to odds ratio 

The model

i
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where   is the investor´s consumption 

in period t + j  is the period utility of consumption at t + j W
t
 

at t

                                      

where  is the proportion invested in risky asset i of the total wealth in period t

 is the return of risky asset i  in period t  is the return of the risk free asset in 

period t and t 

The optimal consumption and portfolio plan must satisfy that the marginal uti

investing one monetary unit in asset i at time t   for   and 

                                                                 
 

where   is the information available to the individual at time t

information available at time t
  

                                         

where the stochastic discount factor 

rate of substitution 

Note that if the returns of the n  risky assets in the economy are the vector 

and 

                                           

where 
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where the return on one period riskless bond is  and 

Estimation of Euler equation of consumption

factor  must satisfy conditional on previous information 

product of any return 

                                               

                                                

where  is a vector of variable observed by agents at time t  and   is a p dimen

                                      

Let us construct an objective function that depends only on the available in

formation of the agents and unknown parameters b

method of moment estimator of the function g

                                        

The value of  at 

b

function      

                                        

where  can be estimated 

                                                      

 is such that it makes 
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only requirement is that this vector be predetermined in the period when the agent 

To compute  a consistent estimator of 

tially using b  

b

by using the new values of 

Methodology

1

Table 1 shows the mean and standard deviation of the rate of returns during the 

1 
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Table 1

IRT

Year

2009

2010

2011

2012

 

                     and 

where i

 can be written as 

       

                          

                 

Liquidity refers to the time and the costs associated with the transformation of 
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quidity risk premium to compensate for an event in which the asset differs in price 

These authors focus primarily on illiquidity as a cost factor that induces serial co

study whether systematic liquidity risk is priced or not in the cross section of hedge 

moment conditions becomes

   

               

Analysis and discussion

  

and 

 or 

  or  
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Table 2

a0 ag b0 bg

Z

** ***

*** **

2009 *** *** ***

2010 ***

2011 ***

2012 ***

Table 3

a0 ag b0 bg

Z Z

** ** **

***

2009 *** *** ***

2010 *** ***

2011 ***

2012 ***

 



19H. Valencia Herrera  /  Contaduría y Administración 60 (S2) 9-23

Table 4

Prob>Chi2 Prob>Chi2

2009

2010

2011

2012

 

Table 5

a0 ag b0 bg

*** **

*** *** *** ***

2009 *** *** ***

2010

2011 *** *** ***

2012 ***
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Table 6

.

a0 ag b0 Bg

Z

** *** *** **

*** ** *** ***

2009 ** *** *** ***

2010

2011 *** **

2012 ***

Prob>Chi2 Prob>Chi2

0

0

2009 0

2010

2011

2012
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 implies that more 

Conclusions

even though literature frequently discusses these issues using asset pricing models 
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The results warrants a careful interpretation  considering a possible model miss
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