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Abstract

This study explores the cross sectional
relationships between average stock returns
and 20 factors such as trading volume, on the
Taiwan stock market from January 1976 to
December 2001. The result shows that
average stock returns are significantly
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negatively related to trading volume, and
significantly positively related to sdes
to-price and average return over the previous
7 to 12 months. Moreover, if trading
volume is added to the model, beta has the
significant explanatory power for the cross
sectional variation in average returns.
However, the relationships between average
returns and remaining 16 factors are
insignificant or unstable. Summarily, beta,
trading volume, salesto-price, and average
return over the previous 7 to 12 months seem
to play a joint role in explaning the
cross-section of average returns. According
to above results, we construct the market,
trading volume, sale-to-price, and average
return over the previous 7 to 12 months
factors model. This four-factors model not
only absorbs common time-series variation in
returns, but also does a good job explaining
the cross-section of average stock returns.
Finally, our results indicate that the trading
effect in average returns is due to liquidity
premium or investor overreaction.

Keywords:. Stock return, Trading Volume,
Liquidity Premium, Overreaction
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