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		Abstract

		The intertemporal CAPM predicts that an asset's price is equal to the expectation of the product of the asset's payoff and a representative consum substitution.  This paper develops an alternative approach to asset pricing based on industrial and financial corporations' desire to hoard liquidity to fulfill future cash needs.  Our corporate finance a determinants of asset prices such as the distribution of wealth within the corporate sector and between the corporate sector and the consumers.  Also, leverage ratios, capital adequacy requirements, and the composition of savings affect the corporate  demand for li The paper first sets up a general model of corporate demand for liquid assets, and obtains an explicit formula for the associated liquidity permia.  It then derives some implications of corporate liquidity demand for the equity premium puzzle, for the yield curve, and for the state-contingent volatility of asset prices.  Finally, the paper looks at some macroeconomic implications of the theory.  It shows that government may be able to boost aggregate liquidity and enhance economic efficiency by promoting job and asset price stability.  On the liability side, long-term deposits and equity investments, which depend on the consumers' endogenously determined liquidity needs, contribute to creating a feedback effect between employment prospects and equity-like investments.  On the asset side, orderly sales of real estate by liquidity-squeezed institutions may generate a Pareto improvement 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Holmström,  Bengt R. and Tirole,  Jean, Lapm:  a Liquidity-Based Asset Pricing Model (August 1998). NBER Working Paper No. w6673,  Available at SSRN: https://ssrn.com/abstract=123436
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Bengt R. Holmström (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Massachusetts Institute of Technology (MIT) - Department of Economics  ( email )

			

			
			
				
				
				
					50 Memorial Drive
Bldg. E52-271d
Cambridge, MA  02142
United States
617-253-0506 (Phone)
617-253-1330 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI) 

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			
				
				
					HOME PAGE: http://www.ecgi.org
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jean Tirole

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Toulouse 1 - Industrial Economic Institute (IDEI)  ( email )

			

			
			
				
				
				
					Place Anatole France
21 Allees de Brienne
F-31042 Toulouse Cedex
France
+33 5 61 12 8642 (Phone)
+33 5 61 12 8637 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Toulouse 1 - Groupe de Recherche en Economie Mathématique et Quantitative (GREMAQ)  ( email )

			

			
			
				
				
				
					Manufacture des Tabacs
21 Allees de Brienne
Toulouse, 31000
France

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      131

			

		
		
		
			Abstract Views

			    3,638

		

		
		 
		
			Rank

			   14,288

		

		
	


	
		
            
            	        4 Citations
		

	

	
		
			
				       25 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,251

                                    

                                    
                                        PAPERS

                                           32,626

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,020

                                    

                                    
                                        PAPERS

                                           32,331

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Illiquidity and Stock Returns: Cross-Section and Time-Series Effects

                        
                            By
                                
                                
                                    
                                    Yakov Amihud
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Illiquidity and Stock Returns: Cross-Section and Time-Series Effects

                        
                            By
                                
                                
                                    
                                    Yakov Amihud
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Liquidity Risk and Expected Stock Returns

                        
                            By
                                
                                
                                    
                                    Lubos Pastor
                                     and 
                                
                                    
                                    Robert F. Stambaugh
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Liquidity Risk and Expected Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Robert F. Stambaugh
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity Risk and Expected Stock Returns

                            
                                By
                                    
                                    
                                        
                                        Lubos Pastor
                                         and 
                                    
                                        
                                        Robert F. Stambaugh
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Is Information Risk a Determinant of Asset Returns?

                            
                                By
                                    
                                    
                                        
                                        David Easley, 
                                        
                                    
                                        
                                        Soeren Hvidkjaer, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Commonality in Liquidity

                            
                                By
                                    
                                    
                                        
                                        Tarun Chordia, 
                                        
                                    
                                        
                                        Avanidhar Subrahmanyam, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Liquidity and Market Structure

                            
                                By
                                    
                                    
                                        
                                        Sanford J. Grossman
                                         and 
                                    
                                        
                                        Merton H. Miller
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Common Factors in Prices, Order Flows and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Duane J. Seppi
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Common Factors in Prices, Order Flows and Liquidity

                            
                                By
                                    
                                    
                                        
                                        Joel Hasbrouck
                                         and 
                                    
                                        
                                        Duane J. Seppi
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.109 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	

