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Abstract — Stock return has been considered as one of the
most important issues in accounting. Stockholdersend to
maintain or increase their wealth through increasein stock
prices or cash profits. The present study is aimedo
investigate the relationship between modern compreinsive
liquidity index and stock returns in 136 companiedisted in
Tehran stock exchange, which have been assesseddmf of
pooled data through econometrics software of EviewsThe
obtained results indicate that there is no signifiant
correlation between comprehensive liquidity and netcash
balance index with stock return.
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|. INTRODUCTION

According to Lyroudi (2000) capital market plays ayk
role in economy of countries and paying attentionttis
market and decision making basis on it is essenfiglthe
purpose of investors is gaining maximum wealth,
companies are successful in making value, not immgstors
but also whole society will benefit from the gainedue. By
considering the importance of role of capital marke
evaluation of profit making process and companigsidity
index have been presented by several methods. Othesd
methods is application of financial ratios which Haesen
employed since the early twentieth century. Indiedsch
consider the liquidity of these companies have beeder
particular attention by the analysts (Nasirzadeh &stBmi,
2012).

This issue has made financial analysts (Melyk &itBjr
1974; Richard & Laughlin, 1980;Shulman & Cox 1986)
analyze defects of traditional indices (Current aqick
ratios) so to be able to present novel indi&etten and Vo,
2014). The mentioned indices consider
shortcomings of traditional liquidity indices suel lack of
considering degree of liquidity of the current assand
payment time of current liabilites as well as lack
considering combination of inventories. In additioas
managers can manipulate current obligations throu
identification of increase in revenue (credit sale)delay of
identification of costs (Allowance to reduce receleal cash
flows are better indices than profit for performaegaluation
(Shian-Hou, 2004).

According to importance of liquidity indices and ithe
effect on identification and prediction of othemdncial
variables, the objective of the present study imt@stigate
the impact of liquidity indices on stock returns.

Il. THEORETICAL LITERATURE AND RESEARCH REVIEW

Performance evaluation of the companies has cahstan

gained attention of stockholders, investors andarfaial
creditors such as banks, financial institutes, itoesl and

defects and
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especially managers. Performance evaluation innéieé
terms can be conducted using two indices of liquiditwer
and profitability. Profitability is a sign for théack of
economic firm’s sickness. Power of liquidity is@la sign of
continuing life of economic firm (Talebi, 1996). &lindices
that evaluate liquidity status of companies havenegh
attention of analysts since long ago. This has naaddysts to
be able to present novel indices through analydiefgcts of
traditional indices (Khoshtinat & Namazi, 2004). Tihdices
examine defects resulted from traditional liquiditydices
that are induced by lack of considering detailsligfidity
status of companies. On the other hand, profitgbidif
companies which is evaluated mostly through repoprexit
is one of the most important pieces of informatibat is
considered at the time of decision making by people
Financial analysts also consider reported profitdwilliant
factor for their evaluations and judgments. In #ddi
investors rely on information of financial statererof
economic entity, especially reported profits for king

ifnlecisions (khajavi et al., 2010).

2.11Index of traditional liquidity measures

In traditional liquidity measure, the main focustligt the
more the current assets are than the currentitiabjl the
more desirable liquidity status would be. In otherrdgp
current assets, regardless of their combinatiomicate
payment power and current liabilities, regardlessthodir
combination, indicate cash needs of a company. Alicghy,
current and quick ratios are introduced for the sneament
of liquidity status. For a long time, these ratlwsve being
applied as indices for evaluation of power of lidigs.
Defects of the indices have been constantly undeusfdoy
analysts, especially in capital market. Among themg can
refer to lack of considering degree of liquidity ofirrent
assets and speed of repayment of current lialsilitie
2,2 Index of Modern liquidity Measures

According to the defects of traditional liquidity asires,
financial researchers introduced indices which caetnthe
mentioned defects and can also consider detailgjaility
status of companies. Modern liquidity indices imfgu
%omprehensive liquidity index, cash conversion eyiddex,

et liquidity balance, adjusted cash conversionecyadex,

Lamba index and maturity matching of current ligpiband
receivable index. Among the indices, it has beenossjble
to estimate indices such as Lamba Index, adjusesh c
conversion cycle index and maturity matching of reot
liability and receivable index. The reason is laflaccess to
information such as surplus liquidity, credit inetlturrent
accounts and expected cash flow. Hence, the studddes
included Comprehensive liquidity and net liquidtiglance
index.

In modern liquidity indexes, for the purpose of sidering
degree of liquidity of current liability and assetgighting
items forming the ratios (comprehensive liquiditgléx) are
applied.
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Net liquidity balance index is a novel measure thas
been introduced for the purpose of determining idiiy
status of companies. In this index, to indicatailiity status
of a company, cash balance and securities have dygsied.
Developers of this index believe that net liquiditglance
index assessment indicates provision of liquidityrage of
the company with regards to unpredicted needs. This
because if the company faces lack of liquidity avahts to
use other current assets (Inventories and receisght has to
tolerate some costs. For example, if the companytsvem
meet probable liquidities from inventories, it Hassell the
inventories in emergency with discount. In genenalthis
method, inventories and receivables of the compaoyld
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relationship between liquidity and returns of lis&dcks in
ZSE.

I1l. R ESEARCH M ETHODOLOGY

3.1 The research method

This is an applied research, in terms of objectaed a
correlative one, in terms of nature. It has a dedec—
inductive approach and is classified among all &inuf
correlative researches, except for regression sesly
Considering that the data used in the present nretsaae real
and historical, it can also be classified amongpBst Facto.
3.2 Research period and statistical population

not be considered. In addition, in measurement ef n The statistical population of the research was caagomf

liquidity balance index only notes payable-currBabilities

all the listed companies on Tehran Stock Exchamgen f

with interest- would be considered as binding debt8008 to the end of 2013 (416 companies, 37 indlstri

(Jahankhani & Talebi, 1999).

The index with estimation of weighted average of enirr
ratio can solve problems associated with lack ofsiering
degree of liquidity of current assets and timeegfayment of
current liabilities (Melyk & Birita, 1974).Hence, ing
traditional and modern ratios of liquidity can gieebetter
understanding of status of the company.

Investors invest with the hope to achieve more weéltte
of the important factors that investors consider thwir
decision making is the stock return rate. Returmu@stment
process is a driving force that can create motivaind can
be considered as a reward for the investors. In faary
investor should firstly gain the trust that thegami of asset
would be returned in the first stage and then, tieeeted
return would be obtained, so that the investor cakema
decision. Stock return depends on several factoch ss
financial leverage and firm size.

According to importance of this issue, stock madatt as
one of the evaluation criteria of economic statdstle
country. Increase in investment in this market attchction
of capital to the capital market are influenceddogation of
desirable conditions for investment including irage in
stock returns and decrease in risk. As variableh s
liquidity indices can effect on return of stock kaonge
clearance of the relationship between liquidity &bkés and
stock exchange can pave the way for the future gexsaand
investors for decision making. Therefore, accordiagthe
mentioned factors, the main purpose of the presemly is
assessment of the relationship between novel eitefi
liquidity and stock return in listed companies iehfan Stock
Exchange.

Sharifi et al., (2014) have conducted a study utidetitle

groups). The systematic elimination method was eyguldo
determine the study sample. So, all the companieishwh
were member of the statistical population and had th
following conditions were considered as the study gam
Any of them that did not meet one of these cond#tioras
eliminated. For this purpose, 5 criteria were takato
consideration and in cases where a company mehedlet
criteria, it was selected as a sample. Here are thesteria:
1.Considering the information needed from 2008, the
companies which were listed on Tehran Stock Exchagge
the end of March 2008 and their name not been rechov
from that list by the end of 2013;
2.Companies whose shares, during the desired periad, we
actively traded in the Stock Exchange;
3.In order to increase the comparability of the study
companies, those companies whose financial yearlghou
be the end of March 19 without any change in theystu
period;
4.Companies which were not among financial intermeatiati
companies (investing, holding, leasing, banks, and
insurance companies) due to their different peréoroe;
and
5.Companies whose required data are available.
By applying the above conditions, a total of 13&panies
were selected to estimate models and test hypotheses
In this research, the necessary data collection was
conducted in two phases. In the first phase, tiraly method
was used to formulate the research theoretical béses
referring to theses and papers in Persian and $ngh
relevant websites); in the second phase, data tiolkewas
performed by selecting the necessary informatiavided in
the website of Iran Central Bank and the finandialesnents

of assessment of financial performance using modewf Securities and Exchange Organization (SEO), armrot

liquidity indices. They have conducted the study 6i
companies. The obtained results from testing hygxeh
indicated that there is a significant correlatiortvieen
performance criteria and modern liquidity indicBatten and

relevant sources of information such as financibbdases of
Iran, and comprehensive information systems fotighiérs.
3.3 Research hypotheses and model

Hypotheses of the study are presented as follows:

Vo(2014) have conducted a study under title of The Hypothesis 1:there is significant relationship bete

relationship between liquidity index and stock ratim the
emerging markets. The results indicate that wheragken is
not perfectly integrated with global economy, shgeteof
liquidity is not considered as an insignificantkriactor.
Chikore et al., (2014) have conducted a study utttetitle
of liquidity and stock return in Zimbabwe Stock Ezcige.
The obtained results from the study indicated tihanges in
stock liquidity play a key role in stock returns. &ddition,
the results indicated that there is a significamd aeverse

comprehensive liquidity index and stock return loé tisted
companies in Tehran Stock Exchange.

Hypothesis 2: there is a significant relationshépween net
liquidity balance index and stock return of thetdd
companies in Tehran Stock Exchange.

To test hypo theses 1 and 2, multivariate regrassiodel has
been applied. In this model, stock return is aseapeddent
variable and the net liquidity balance index anchprehensive
liquidity index have been considered as independenibles
and firm size and financial leverage are controiades.
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Rie = Py + BiCLI + BsNLByy + B3SZyr + B4 LVRGy + &4
Where,

Rit: Stock return of companyin yeart

CLI;;: Comprehensive liquidity index of compaiin year t
NLBiIt: Net liquidity balance index of companin year t
LVRGit: Financial leverage of companin year t

Zit: Firm size of companyin year t

&, - Model error

3.4 Measurements of variables
« Comprehensive liquidity index
This index can solve the problem of lack of consitedegree
of liquidity of current assets and repayment tinfecarrent
liability through estimating weighted average ofrreat ratio.
Details of the model are presented as follows (Melgd Birita,
1974):
1)According to degree of liquidity of each currensets given
weight would be allocated to them and their adpistmount
would be calculated. Weight of each asset is trevdrse
turnover of the asset.
2)Liquidity would take coefficient value of 1 and mseno
adjustment, since it is naturally cash.
3)As receivables of a company are far from being edskhey
would be adjusted as follows:
AR= R* (1-(1/TR))
Where, AR: adjusted receivable accounts; R:balante
receivable accounts and TR is receivable accoumsvar.
4)As inventory should be firstly changed into receiea
accounts and then to cash, it would be adjustéadllasvs:
AINV = INV * (1-(L/TR)-(L/TINV))
Where, AINV: adjusted inventory; INV: balance ofventory
and TINV is turnover of inventory.
5)For each current liability, adjustment coefficienbuld be
estimated and adjusted amount would be calculgtagable
accounts would be adjusted as follows:
APA= PA * (1-(1/TPA))
TPA= PUR/PA
Where, APA; adjusted payable accounts, PUR: totathase,
PA: payable accounts balance and TPA is turnovepayible
accounts. However, other liabilities can be alspustdd on the
same basis.
6) CLI would be calculated as follows:
CLI= ACA/LCA
Where, CLI: Comprehensive liquidity index, ACA is asiied
current asset and LCA is adjusted current liability.
« Net liquidity balance index
NLB would be calculated as follows (Shulman and A®85):
NLB = (CASH + MKT — AP)/TA
Where, NLB: Net liquidity balance, MKT: Marketable
securitiesNP: payable notesTA: total assets.
¢ Stock Return

(Ra-R)+D
=)

t
Where,R: stock returnpP,,: Asset price at the end of period,
P Asset price at the beginning of period, D: Divide
¢ Firm Size =Natural Logarithm of Net Sales.
¢ Financial Leverage =Total Liability/Total Assets.

R=

IV. RESEARCH FINDINGS

4.1 Descriptive statistics
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(0.10); for comprehensive liquidity index equal 28.33

(13.24); for NLB equal to -0.03 (-0.10); for firmesi equal to

13.41 (26.38) and for financial leverage equal.@5q0.63).
Table (1) descriptive statistics of research

Variables| Mean | Median| Max Min SD

R 0.39 0.10 13.73 -3.78 1.36
CLI 20.33 | 3.15 4727.9| -12101 2.54
NLB -0.03 | -0.01 0.45 -0.61 0.11
SZ 13.41 | 13.24 18.54 10.03 1.37
LVRG 0.65 0.63 3.06 0.11 0.26

As it is observed, maximum and minimum values afclst
returns are equal to 13.73 (-3.78), for CLI equald®®27.9 (-
1210.1), for NLB equal to 0.45 (-0.61),for firm siegual to
18.54 (10.03) and for financial leverage equal.6630.11).

4.2 Correlation coefficients between the variables

A correlation coefficient test was carried out tetett the
presence and direction of the linear correlatiotwben the
variables, and the results are as illustrated iblef42). The
results show that there is no strong correlatiotwéen the
independent variables.

Table (2) The matrix of Pearson’s correlation coefhts
between variables

Variables R CLI NLB SZ LVRG
R 1
0 [CLI *0.058 |1
NLB **0.106  [*0.91 1
Sz *0.021 | -0.037 | -0.008 | 1
LVRG **0.141 ] 0.035 **-0.319[-0.049 |1

** significant meaning at 1%, * significant meaniag5%
4.3 Results of teststo select a proper estimation model

Limer Ftest was used to select the preferred model to test

hypotheses, and their results are as shown in Taple
Table (3) Results Limer F-test for Research Model
Hypothesit, F data P-value Limer F test

0.31 0.90 Ho is acceptable]

In The F- test, HypothesisgH.e. use of pooled data against
the Hypothesis Hi.e. use of panel data is presented. Considering
the gained level of having a significant meanirgrfrthe above
table, the results of this test indicate the levaisd their
investigation are homogenous and have no individual
differences. Therefore, use of pooled data is reoi@ble.
4.4 Analysis of results and hypotheses testing

For testing of the research hypothesig®e research model is
estimated using pooled dafehe results of model estimation are
as illustratedn table 4.

Table (4) Results of the Estimations of the Reselliutiel

Ryy= B.+ B, ACRy + B\ NLByy + B, SZiy + B LVRGy + &

Variables Coefficient | t statistic P-Value
3.21 4.41 0.00
CLI 0.003 1.57 0.11
NLB -0.38 -0.80 0.42
SZ 0.02 0.60 0.54
LVRG -0.20 +1.05 0.28
Coefficient of adjusted 0.53
determination
F statistic 5.03
P-Value (0.000)
Durbin-Watson statistic 1.64

In table 4, the results of investigations of theltimariable
regression model is presentdd.considering the significance of
the whole model, given that the probability Bf statistic is

In this section, and before testing the hypothesegmaller than 0.05 (0.000), the significance of tnedel is

descriptive statistics relating to the researchabdes in Table
(1) are presented. These statistics provide a safieriew of
the research data distribution situatioPresented results
indicate that mean (median) of stock returns ateaktp 0.39

confirmed with a confidence level of 95%. Modelefficient of
determination indicates that 53% dftock return of the
companies is explained by variables entered in riael.
According to the initial results of the model esiion, the value
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of Durbin-Watson statistic is equal to 1.64, amksiit locates

between 1.5 and 2.5, it can be concluded that ekiluals are

independent.

* Comprehensive liquidity index coefficient (0.0003jthwP-
value of 0.11 isn’t significant and shows that ¢hés no
significant relationship between comprehensive @ashstock
return. Accordingly, the first hypothesis is regtt

« Net liquidity index coefficient (-0.38) with P-vaduof 0.42 has
no significant meaning and shows lack of existenfea
significant relationship between net liquidity indand stock
return. Hence, the second hypothesis is rejected.
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V. CONCLUSION

Hypothesis 1 has investigated the relationship éetwCLI
and stock return. In traditional liquidity index¢le main focus
has been that the more the current assets are oednpa the
current liability, the better liquidity status dfé company would
be. In other words, current assets, regardless hair t
combination, indicate ability of the company paymemnd
current liabilities, regardless of their which candtion, indicate
cash needs of the company. However, traditionabidity
indexes have some defects such as lack of consifdggree of
liquidity of current assets and speed of repaynoénts current
liabilities. For this purpose, CLI has been applésda modern
index for assessment of liquidity of companiesyhich through
estimating weighted mean value of current ratie, ghoblem for
lack of considering liquidity degree of current etss and
repayment time of current liabilities could be salvAs liquidity
index is one of the financial ratios for measunpegformance of
the company, it is expected to observe a significatationship
between CLI and stock return. This is because as&eor
decrease in liquidity can cause changes in divisesigaring
policies, stock prices and finally stock return. wéwer, the
obtained results from testing 1 indicate that themo significant
relationship between CLI and stock return. It methias changes
in CLI can't determine a certain pattern for effectstock return.
As a result, hypothesis 1 has been rejected. Ttanaal results
from testing hypothesis lhave not been in congistewith
findings of Nasirzadeh and Rostami (2012). Thisdsause they
have found that CLI has significant correlation witlofitability.

Hypothesis 2 has also investigated the relation$leipveen
NLB and stock return. In this index, to indicateuiidjty status of
a company, NLB and securities are considered. Thiexin
indicates actual liquidity shortage of the compuiith regards to
unpredicted needs. Hence, the index is the higttes; less
shortcomings of liquidity would be under uncertggst In fact, a
trust margin would be created for the stockholdamsl the
investors can also purchase the stocks with monéidamce. In
addition, it helps managers to have fewer limitagiéor decision
making with regards to profit sharing policies odnoosing
investment opportunities. However, the results efbtihg
hypothesis 2 show that there is no significant ti@eship
between NLB and stock return. It means that chamyddLB
have no significant effect on increase or decr@aseéock return.
Therefore, it could be mentioned that this indes hat been
considered by the managers and investors for tteaision
making. Accordingly, hypothesis 2 has also beenctefl. The
obtained results from testing hypothesis 2 have begn in
consistence with findings of Nasirzadeh and Ros{agi2) too.
This is because they had found that NLB has a sogmif
correlation with profitability.

International Journal of Innovation and Research inEducational Sciences

Volume 2, Issue 6, ISSN (Online): 2349-5219

VI. SUGGESTIONS FOR FURTHER RESEARCH

Findings of this study can be a guideline for n@epes of

research as follows:

(1

(2

(3]

(4]

(5]

6l

(7]

(8]

19

[10]

[11]

[12]

[13]

Assessment of the correlation of other Comprehensive
liquidity index with stock returns

Comparative study of the correlation between tradii
and modern index of liquidity with stock returns
Assessment of the correlation between liquidityexénd
other accounting variables

Assessing the correlation between modern liquitfitlices
and stock returns through considering profit stipgalicies
Repeating the study on Non-listed companies and
comparing the obtained results with findings af gresent
study.
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