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Commonality in liquidity refers to the tendency that the liquidity
of individual stocks co-moves with the general market liquidity.
Commonality implies the presence of systematic components in
liquidity that can not be easily diversified. This paper provides
convincing evidence of liquidity commonality in the Taiwan stock
market. Commonality is assessed by the sensitivity of individual stock’s
liquidity to market liquidity and is computed for a variety of liquidity
measures based on spread, depth, turnover and price impact. For over
70% sample stocks, liquidity of individual stocks strongly co-moves
with market-wide liquidity. This market-wide commonality remains
significant even after accounting for industry-wide commonality. The
within-industry commonality is stronger for the major industry sector,
the electronic sector, than other sector. Commonality is greater for the
MSCI constituent stocks than for non-index stocks, indicating that
index-related trading activities contribute to liquidity co-variation.
Large stocks show stronger tendency in depth commonality whilst small
stocks have greater common movements in spread. In addition, the
degree of commonality changes with market condition: commonality is
more significant during volatile market than in stable market. Results
are robust after controlling for other liquidity determinants such as
volume, volatility, and price level. Our analysis suggests that the
liquidity risk of holding Taiwan stocks has a systematic component,

which ought to be the concern of fund managers and supervisors.
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