The Impact of Financial Constraints on the Relationship between
Excess Cash with Trading Continuity and Stock Liquidity

Ardeshir Baharvand
Ph.D., Department of Accounting, Isfahan (Khorasgan) Branch, Islamic Azad University,
Isfahan, Iran. E-mail: dr.bahar1359@gmail.com

Mohsen Dastgir
*Corresponding Author, Prof., Department of Accounting, Isfahan (Khorasgan) Branch,
Islamic Azad University, Isfahan, Iran. E-mail: m.dastgir@khuisf.ac.ir

Afsane Soroushyar
Assistant Prof., Department of Accounting, Isfahan (Khorasgan) Branch, Islamic Azad
University, Isfahan, Iran. E-mail: a.soroushyar@khuisf.ac.ir

Abstract

Objective: Since investors are usually risk averse, liquidity risk can affect the returns on
their investments. Thus, liquidity is significant for investors. Given the management
entrenchment hypothesis and the investment opportunities hypothesis, it is ambiguous to
determine the type of effect of surplus cash on trading continuity and stock liquidity risk.
Consequently, to overcome this ambiguity, it is necessary to empirically test these
relationships. In this regard, the purpose of the present study is to investigate the effect of
financial constraint on the relationship between cash surplus and liquidity risk and the
continuation of stock trading of listed companies in the Tehran Stock Exchange during
the period 2011- 2020.

Methods: The statistical population of this research is the companies listed on the Tehran
Stock Exchange that for this purpose, 147 companies were selected through systematic
elimination method and multivariate regression and Panel data method were used to test
the hypotheses.

Results: The results and findings of the study confirm the negative effect of surplus cash
on liquidity risk and trading continuity. Other findings of the study Showed that financial
constraints decline the relationship between excess cash and stock liquidity and
transaction continuity.
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Conclusion: The results of the study indicate that the excess cash leads to an increase in
agency and decrease in liquidity and continuity of transactions. This result is weaker in
companies with financial constraints, because these companies can attract more investors
and boost their stock trading through surplus cash. In other words, the existence of
financial constraints leads to the dominance of the investment opportunity hypothesis
over the management fortification hypothesis.
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