Asset Management and Financing Sl el slyls Sy e ake alilad

Vol. 8, Issue 4, No. 31, Winter 2020 AR D3 () gl o led sl ople coia JLo
Document Type: Research Paper PR
Received:07.03.2020  Accepted:20.07.2020 AP b STV il s b

PP: 63-84 NP5V oo

Limit Order Book and Short-term Stock Price Movement Predictability: Evidence from

Tehran Stock Exchange
Ali Ebrahimnejad®’, Shiva Zamani?, Mohammadreza Biria®
1- Assistant Professor, Graduate School of Management and Economics, Sharif University of Technology, Tehran, Iran.
ebrahimnejad@sharif.edu
2- Associate Professor, Graduate School of Management and Economics, Sharif University of Technology, Tehran, Iran.
zamani@sharif.edu
3- MSc., Graduate School of Management and Economics, Sharif University of Technology, Tehran, Iran.

mohammadrezabiria@gmail.com

Abstract

Objective: Open limit order book can be used as a tool to enhance transparency and price discovery in
financial markets by showing the offered volumes and prices of buy and sell orders. In this study, we aim
to answer two questions by examining the limit order book on Tehran Stock Exchange: 1) Does the
information in the limit order book have the predictive power for stock price movements in the short-
term?; 2) Can increasing the public disclosure of the limit order book from three to five levels enhance
price discovery?

Method: For this purpose, three different regressions areused, each of which measures the volume and
price information of the two sides of supply and demand in a different way and examines the ability to
predict short-term behavior of stock price by this information.

Results: The results show that the limit order book contains information about future short-term returns.
Our results also indicate that increasing the public disclosure of the limit order book from three to five
levels can enhance transparency and price discovery but it causes the marginal predictive power of
additional levels to decrease.

Keywords: Short-term return predictability, Limit-Order book, Pre-trade transparency, Price discovery,
Information content.
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