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Theoretical Decomposition and Measurement Study
of Incomplete Financial Market : Dynamic Study
Based on Close-end Fund Discount in China

LI Qing-feng

(School of Economics & Management, South China Normal University ,
Guangzhou 510006, China)

Abstract: Based on structure decomposition of incomplete financial
market, this paper establishes a mechanism model of closed-end fund dis-
count including transaction costs, the incomplete degree of arbitrage pricing
mechanism and behavioral financial factors. The results of quantitative anal-
ysis in different stages are shown as follows: firstly, common transaction
costs result in 6.1 percent of closed-end fund discount;secondly, the absence
of stock index futures results in 25.6 percent of closed-end fund discount be-
fore 2007 and the effect is gradually weaker with the establishment of stock
index futures; thirdly, the measurement of the incomplete degree of orbi-
trage pricing mechanism indicates that the imperfect arbitrage pricing mech-
anism results in 8.26 percent, 5.87 percent and 7.91 percent of closed-end
fund discount in three stages respectively; fourthly, the period fixed effect
states that the close-end fund discount clearly declines in 5 quarters due to
investors’ relatively optimistic sentiment.

Key words: closed-end fund discount; incomplete market; imperfect ar-
bitrage pricing mechanism; transaction cost; behavioral finance
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