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Abstract: Stock price fluctuations are a common occurrence across all stock exchanges and are considered a natural part of market behavior.
These price changes are driven by a range of factors, both internal and external to companies. By identifying these influencing factors,
shareholders can make better-informed decisions regarding their investments, evaluating both their own and others’ holdings in the market.
This study explores the effect of stock liquidity and order restrictions on future price fluctuations in petrochemical companies listed on
the Tehran Stock Exchange over a five-year period. The hypotheses are tested through panel data econometrics and the EViews7 software.
The results indicate a significant correlation between relative liquidity and future stock price fluctuations, as well as between sales order
limits and future price changes. Based on these findings, it is recommended that regulatory bodies implement robust policies around stock

liquidity and sales order limits to help reduce sudden fluctuations in the market.
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1. Introduction

Stock markets are constantly influenced by various factors that
lead to fluctuations in stock prices. Every country experiences these
fluctuations to varying degrees, shaped by its unique economic
and political conditions. The Tehran Stock Exchange is no excep-
tion, with its price changes impacting the performance of listed
companies.

Stock liquidity is a crucial consideration for investors, particu-
larly for those focused on short-term gains, who tend to favor stocks
with high liquidity. On the other hand, long-term investors are more
concerned with stock price movements and their potential shifts
over time [1]. Price changes in shares serve as essential indicators
when assessing a company’s financial health, conducting compar-
ative analyses, and, most importantly, making decisions regarding
stock transactions [2].

Gaining a deeper understanding of how stock liquidity affects
market volatility can inform the development of regulations aimed
at mitigating fluctuations. In essence, information about price
changes and transaction dynamics plays a critical role in evaluating
investment portfolios, securities, and the pricing of derivatives.

The primary aim of this study is to analyze the signifi-
cant connection between relative liquidity and future stock price
fluctuations.

2. Literature Review

Liquidity is defined as the ability to quickly convert assets
into cash without a loss in value. In simpler terms, liquidity refers
to assets whose prices remain stable without significant changes
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[3, 4]. The level of liquidity in secondary markets plays a crucial
role in the success of public offerings, as it helps minimize costs
and risks for both underwriters and market makers. Additionally, it
benefits investors by reducing volatility and transaction expenses.
From a broader economic standpoint, liquid capital markets facili-
tate the efficient allocation of capital, ultimately lowering the cost
of capital for issuers. On a more specific level, market liquidity
enables participation from a diverse pool of investors with differ-
ent trading strategies. Some researchers have explored the impact
of liquidity on expected stock returns [5—8]. Researchers suggested
that since brokers cannot distinguish between informed and unin-
formed orders, prices are determined by imbalances in order flow,
resulting in transactions driven by less informed participants. This
creates a positive relationship between the volume of orders, trans-
action activity, and price fluctuations, commonly known as the price
effect. Liquidity has become a crucial factor in the development of
capital markets. As financial markets expand globally, smaller and
less developed markets face the risk of liquidity outflows, with cap-
ital shifting toward larger regional markets. A key concern is the
negative impact of financial crises, such as the Asian financial crisis
and the subsequent Russian and Brazilian crises. These events trig-
gered significant market reforms in emerging economies. Over the
past decade, substantial measures have been implemented, leading
to greater integration of emerging markets into the global financial
system. Many of these markets have accelerated efforts to adopt
advanced market structures and regulatory frameworks, resulting in
steady growth and increased stability. This has, in turn, enhanced
investor confidence, ultimately strengthening liquidity within these
markets. Liquidity, in general, refers to the market’s ability to han-
dle trades efficiently, encompassing its depth, breadth, resilience,
and transaction speed:

Market depth: Measures how large trade volumes influence
price movements.
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Market breadth: Represents the proportion of market partici-
pants involved in price trends, indicating the market’s tightness and
the cost of adjusting positions. A key measure of breadth is the bid-
ask spread, with narrower spreads signaling higher liquidity and
reducing excessive price shifts.

Market resilience: Reflects how quickly the market returns
to equilibrium after significant price fluctuations, which may result
from news events (often negative) or large trades. A resilient market
quickly stabilizes around its fair value.

Transaction speed: Refers to how rapidly trades are pro-
cessed. In a highly liquid market, transactions occur with minimal
delay.

Research showed that companies aim to improve stock lig-
uidity since it can enhance their efficiency and value. They noted
that managers often work to increase liquidity by converting their
companies into publicly traded entities, voluntarily disclosing infor-
mation, and expanding the number of shareholders to increase free
float.

Smales [9] examined how liquidity influences stock pricing
in the Australian market, utilizing stock turnover as a key factor.
By analyzing monthly data, they accounted for variables such as
the book-to-market ratio, firm size, and market excess returns. The
study revealed an inverse relationship between turnover and returns,
indicating the presence of a liquidity premium in the Australian
stock market.

Bai et al. [10] investigated liquidity and yield factors in the
Australian market, using various liquidity measures. Their research
found that dividend-paying companies’ stock yields were less sen-
sitive to liquidity, indicating that investors focus on both dividends
and market liquidity when evaluating a company [11]. One approach
highlighted the role of market efficiency, where greater liquidity and
higher trading volumes signified a more stable and well-functioning
market, encouraging investor participation [12]. They introduced an
alternative measure, evaluating liquidity through the ratio of stock
returns to trading volume, which greatly enhanced the accuracy of
asset pricing models.

Ahmed [13] explored liquidity using transaction-based metrics
like turnover rates and bid-ask spreads. They identified inconsis-
tencies between conventional and contemporary liquidity measures
and introduced the “VOW” (value of order weight) model as
a new liquidity assessment tool. The research demonstrated that
this measure retained statistical significance even after adjusting
for variables such as beta, book-to-market ratios, and shareholder
returns.

Akdogan et al. [14] proposed a model linking liquidity to stock
price fluctuations, suggesting that risk premiums rise during periods
of high volatility. When asset yields are low, non-risk asset returns
tend to decrease as well. A lack of liquidity can exacerbate supply
shocks.

Watanabe and Watanabe [15] discovered a direct relationship
between liquidity shortages and fluctuations in stock returns. Ana-
lyzing a sample of 100 major NYSE stocks along with 100 closely
associated index shares, their findings indicated that liquidity lim-
itations contributed to heightened stock return volatility in 75% of
the cases.

However, previous studies have overlooked certain variables,
such as the influence of specific market conditions and external
factors, which may play a significant role in determining the behav-
ior and strategies of investors regarding stock liquidity and price
fluctuations. As such, this study aims to fill the gap left by earlier
research, particularly in the context of the Tehran Stock Exchange,
and seeks to explore the relationship between stock liquidity and
market volatility with a focus on the petrochemical sector. By

addressing this gap, the research hopes to contribute new insights
to the field and provide a more comprehensive understanding of the
dynamics at play in emerging markets like Iran.

3. Methodology

The present study is applied research. It has considered the
effects of stock liquidity and order limitations on future fluctua-
tions by the aid of data analysis and inferential statistics, such as
Pearson correlation, regression estimation tests, and analysis of the
regression model hypotheses by “sweivE” software. This study cal-
culates liquidity using the following three factors: proposed stock
transaction differences (purchasing and selling), indicating the dif-
ference between the highest and the lowest prices; variable ratio of
the number of transacted shares to the total shares in the company.
These numbers were collected primarily by the Rahavard Novin
software. The values of the variables were then calculated using
Excel; and the variable ratio of the company’s transacting days to
the total number of days when the stock exchange reported trans-
actional activities, which was calculated by Rahavard Novin and
Excel software packages. The present study focuses on the ordering
limitations by considering purchase and sell order limitations as the
variables.

3.1. Research design

This research used a regression model, as indicated in
Equation (1):
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The variable of stock fluctuations in the above model was calculated
by Equation (2):
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3.2. Significance test of variables and the model

T-test was used to analyze the significance of the independent
variables in each model. The obtained F-statistic was compared
with the F values in the table with K-1 and N-K degrees of
freedom in the error level () of calculated 5%. If the calculated
F were to be greater than F in the table, the numerical value of
the test function would have been in the critical area, and the
null hypothesis (HO) would have to be rejected. In this situation,
the model was significant with a 95% confidence coefficient. If
the calculated F were to be less than F in the table, HO (null
hypothesis) would have to be accepted, and the significance of the
model at a 95% confidence level would be rejected. In this study,
the regression model verification was approved, with regard to the
F-statistic.

3.3. Participants

The central value in a statistical distribution refers to the rep-
resentative value around which other data points are arranged.
This central value is known as the measure of central tendency,
and common examples include the mean and average. Typically,
in many cases, the average is close to the mean, suggesting a
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Table 1
Tests for determination of regression estimation method and results of regression model fitness

Regression model (1) Test statistic

Degree of freedom

Significance level Result

Chow test 1.86 (687 and 11) 0.04 Using panel model
Hausman test 0.000 7 1.000 Not known
normal distribution of the variables. Standard deviation is another Table 2

key measure of dispersion, indicating how spread out the data is
from the mean. A standard deviation close to zero means the data
points are tightly clustered around the mean, showing minimal dis-
persion. Conversely, a larger standard deviation signifies greater
variability in the data. Standard deviation is the square root of the
variance, and it shares the same unit of measurement as the data.
In all instances (Table 1), the standard deviation is relatively small,
suggesting an appropriate distribution of the data. Skewness is the
third standardized moment and measures the asymmetry of a dis-
tribution. For a perfectly symmetrical distribution, the skewness is
zero. A positive skew indicates a distribution with a longer tail on
the right, while a negative skew suggests a longer tail on the left
[16]. In Table 1, all variables except the leverage ratio show a posi-
tive skew, which generally indicates a normal distribution for most
variables, especially when skewness is small.

Kurtosis, or elongation, is the fourth standardized moment and
reflects the sharpness of the peak of the distribution. A normal dis-
tribution has a kurtosis value of 3. The daily virtual variable (D) is
excluded from the descriptive statistics because it consists only of
binary values (0 and 1).

4. Results

Durbin—Watson statistic is considered for analyzing regres-
sion hypotheses. It includes statistical values between 0 and 4.
If the value of this statistic is closer to “2,” then the likelihood
of serial self-correlation in the model is low. According to the
obtained Durbin—Watson statistic of 1.9, there is no possibility of
serial self-correlation in the considered regression model (using the
Durbin—Watson table). Jarque—Bera test and histogram analysis are
used to understand the normality conditions of fitted model residues.
According to the results, the significance level of Jarque—Bera is less
than o = 0.05 and equal to zero. Thus, the distribution of residues
is not normal with a 95% confidence level. When estimating least-
squares parameters, inflation of variance in linear regression models
is one of the most important elements. However, a challenge in using
this method is the existence of “collinearity.” One way to identify
multicollinearity is by using the variance inflation factor. This fac-
tor shows how inflated the estimated coefficient of variance is in
comparison to the estimated variables that do not have a linear cor-
relation. Table 2 shows the variance inflation coefficients for the
regression model under consideration. According to the results of
this test, it can be concluded that no multicollinearity exists for the
variance inflation model.

5. Discussion

The findings of this study revealed a significant relationship
between liquidity, selling order restrictions, and future stock market
fluctuations. These factors have the potential to cause consider-
able volatility in the stock exchange, and managing them could
significantly support the market’s development.

As previous research has indicated, the limitations present in
stock exchanges have led to serious liquidity issues for investors
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Variance inflation coefficients for the regression model
under consideration

Test
Test Amount Results
Durbin—Watson 1.90 Lack of serial self-
statistic correlation probability in

the model

Jarque—Bera test 133.26 Non-normal distribution of
model residue (1)

Variance inflation 1.14 Confirming the lack of

statistic multicollinearity in the

regression model

[17-20]. For instance, the absence of brokers for a particular stock,
the formation of sales queues, and buyers’ reluctance to purchase
stocks with pending sales queues are among the key reasons why
stock liquidity has been a long-standing concern. Additionally,
investors often face delays in liquidating their stocks, which affects
the justification of earnings per share or the formation of assemblies.
Experience suggests that these liquidity issues, coupled with pro-
longed selling processes, can lead to a sharp decline in the stock’s
selling price, well below its intrinsic value, resulting in intense mar-
ket fluctuations. It has also been observed that long queues for
purchasing stocks can encourage more public interest in buying
them.

6. Conclusion and Policy Recommendations

Liquidity is becoming an increasingly critical factor in the
development and sustainability of emerging markets. As financial
systems evolve, the ability of markets to facilitate seamless transac-
tions without significant price disruptions is essential for economic
growth and investor confidence. Liquidity serves as a cornerstone
of a well-functioning financial ecosystem, influencing both market
efficiency and overall economic stability.

A fundamental aspect of an efficient market is its ability to
enable price formation and price discovery. These processes rely
heavily on market liquidity, as the availability of buyers and sell-
ers ensures that asset prices accurately reflect available information.
In illiquid markets, price distortions can occur due to large transac-
tion spreads, making it difficult for investors to assess fair market
values. When liquidity is low, price discovery is hindered, leading
to volatility, inefficiencies, and potential misallocation of resources.
A liquid market, on the other hand, allows for smoother transactions,
reducing the cost of capital for issuers and creating more attractive
investment opportunities for institutional and retail investors alike.

Beyond efficiency, liquidity plays a crucial role in main-
taining market stability. In times of economic uncertainty or
external shocks—such as financial crises, geopolitical tensions,
or sudden changes in monetary policy—liquid markets are better
equipped to absorb fluctuations. A market with high liquidity can
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mitigate sharp price swings by providing sufficient trading vol-
ume, ensuring that assets can be bought and sold without significant
losses. This stability fosters investor confidence and encourages
long-term participation, which is essential for sustained economic
development.

As financial markets become more interconnected, competi-
tion for global order flows is intensifying. Developed markets, with
their deep liquidity pools, advanced trading infrastructure, and reg-
ulatory transparency, often attract international investors and large
institutional players. To remain competitive, emerging markets must
enhance their overall value proposition by strengthening market lig-
uidity. This involves not only improving the operational efficiency
of trading mechanisms but also ensuring a robust regulatory frame-
work that promotes transparency and investor protection. Strategies
to enhance market liquidity:

Recognizing the importance of liquidity, many markets
are implementing strategic initiatives to deepen their financial
ecosystems. These initiatives include:

Market microstructure enhancements: Improving trading
platforms, increasing automation, and reducing transaction costs to
facilitate smoother order execution.

Expansion of financial instruments: Introducing derivative
markets, exchange-traded funds, and other investment products to
diversify options for investors.

Regulatory reforms: Strengthening investor protection mea-
sures, reducing barriers to market entry, and enhancing corporate
governance to foster trust and participation.

Encouraging institutional participation: Attracting institu-
tional investors, such as pension funds and mutual funds, who
contribute to stable and continuous market activity.

Foreign investment incentives: Creating policies that attract
foreign capital, such as easing restrictions on cross-border
transactions and ensuring tax incentives for international investors.

In an increasingly competitive financial landscape, liquidity
is not just a technical market feature but a fundamental driver of
economic progress. A liquid market promotes efficiency, enhances
stability, and attracts investment, ultimately fostering sustainable
growth. For emerging markets to thrive, a proactive approach
to liquidity enhancement—through structural reforms, regulatory
improvements, and strategic innovations—is essential to securing
their position in the global financial ecosystem.

Effectively managing stock market fluctuations necessitates
targeted strategies aimed at enhancing liquidity and mitigating arti-
ficial market distortions [21, 22]. One potential approach is to
introduce dynamic pricing mechanisms that allow buyers in the
queue to propose premium rates based on prevailing market prices,
while also enabling sellers to offer discounts. This strategy could
facilitate more accurate price discovery and streamline transactions,
ultimately fostering a more efficient market [23]. While implement-
ing percentage-based limits on bids and discounts may initially lead
to longer queues, the gradual removal of such restrictions could help
eliminate speculative or non-committed participants, thereby ensur-
ing that only serious buyers and sellers remain actively engaged in
the market.

From a policy perspective, integrating this approach into the
stock exchange’s existing regulatory framework and penalty system
could provide a structured means of addressing artificial transaction
queues. By enforcing transparency and discouraging manipulative
practices, such measures could contribute to reducing excessive
market volatility, fostering price stability, and enhancing investor
confidence. In the long run, such reforms would create a more

robust, transparent, and efficient trading environment, ensuring the
sustainable growth of the stock market and reinforcing its role as a
reliable investment platform.
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