Investigating the Relationship between Risk Sentiment in Annual Reports
and Stock Liquidity Using the System of Simultaneous Equations

Akram Taftiyan®™ and Akhtar Alsadat Auliai Bajgani?

1. Corresponding Author, Department of Accounting, Yazd Branch, Islamic Azad University, Yazd, Iran.

Email: taftiyan@iauyazd.ac.ir

2. Department of Accounting, Yazd Branch, Islamic Azad University, Yazd, Iran. Email: akhtar.ouliai@gmail.com

Article Info

A B STRACT

Avrticle Type:
Research Article.

Avrticle History:

Received: 21 March 2024

Received in revised form: 17 August 2024
Accepted: 16 October 2024

Available online: 5 August 2025

Keywords:

Risk Sentiment,

Stock Liquidity,

Annual Reports,

System of Simultaneous Equations.

JEL Classification:
E17, G12, M22.

Obijective: Liquidity is the ability to quickly trade shares at a price that is
obtained from the performance of supply and demand. Liquidity of stocks
creates a high degree of information efficiency, the higher the liquidity of
the market, the higher the probability of compliance of mutual orders.
Investors turn to markets where the liquidity of stocks is higher, therefore
liquidity helps the growth and development of the market. Therefore, the
present research has investigated the two-way relationship between the risk
perception of annual reports and the liquidity of shares in companies listed
on the Tehran Stock Exchange during the period of 2018 to 2019.

Method: In this research, using the systematic elimination method, the
number of 131 companies was selected as a sample and the risk perception
of the annual reports was calculated using the content analysis method.
Then, the system of simultaneous equations was estimated using the two-
stage regression method.

Results: The findings of the research indicate the existence of a two-way
relationship between the risk perception of annual reports with the value of
transactions and floating stock turnover, and also the absence of a two-way
relationship the risk perception of annual reports and liquidity rating
companies admitted to the Tehran Stock Exchange.

Conclusion: This research states that companies with a high sense of risk
should expect a lower trading value and floating stock turnover, and
according to representation and signaling, the level of risk sense of annual
reports decreases with the increase of the company's liquidity rating.
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Introduction

The final goal of this research, considering the duality of the relationship between the sense
of risk of annual reports and the liquidity of stocks and the prediction of a one-way relationship
between these variables in domestic and foreign studies, as well as the duality of the theoretical
foundations and related theories, to investigate the relationship of simultaneity It is between
these variables. In other words, the innovation of the current research is the calculation of the
risk sentiment score using a comprehensive model compared to similar domestic and foreign
researches; thus, there is a gap in the literature that shows a limited understanding of how firm-
level risk sentiment affects share liquidity. The current study fills this gap and enables a better
understanding of how risk sentiment affects the liquidity of company shares. More broadly, it
contributes to knowledge of the drivers of stock liquidity and corporate financial distress. In
the following, first, the theoretical foundations of the research and the background related to it
have been reviewed. Then, research hypotheses are presented and the method used to test them
is described. In the next section, the estimated results are discussed and at the end, conclusions
are made and practical suggestions are presented.

Method

The current research is quasi-experimental and one of the types of empirical, applied, post-
event and descriptive analytical research. To collect research data and information by document
mining method, field method and databases of Tehran Stock Exchange and modern Rahvard
software were used. To test the hypotheses, if the ordinary least squares method is used in the
system of simultaneous equations, it can lead to inconsistent and skewed estimates and question
the accuracy of the obtained results. Also, the significance tests are also affected by this bias
and inconsistency and cause errors in the analyzes based on these results; Therefore, in this
research, due to the existence of a simultaneous and two-way relationship between the risk
perception of annual reports and the liquidity rating, the value of transactions and the
circulation of floating shares, the system of simultaneous equations is used. The statistical
population of this research includes all the companies admitted to the Tehran Stock Exchange.
A statistical sample is a limited number of members of the statistical community that expresses
the main characteristics of the community. In this research, in order for the statistical sample
to be a suitable representative of the desired statistical population, the systematic elimination
method has been used. For this purpose, 5 criteria are considered and if a company meets all
the criteria, it is selected as a research sample and the rest are removed. After considering all
the criteria, the number of 131 companies remained as the screened society; all of which have
been selected as examples. Therefore, the observations of the research during the period of
2009 to 2022 reach 1834 companies (14 years x 131 companies).

Results

The findings of the research indicate the existence of a two-way relationship between the
risk sentiment of annual reports and the value of trading and floating stock turnover, as well as
the absence of a two-way relationship between the risk sentiment of annual reports and liquidity
rating in companies listed on the Tehran Stock Exchange. In all hypotheses, in the first
equation, the risk sentiment of annual reports as a dependent variable and stock liquidity
(liquidity rate, trading value and floating stock turnover) as an independent variable, and in the
second equation, stock liquidity (liquidity rate, trading value and floating stock turnover) ) as
a dependent variable and risk sentiment of annual reports was an independent variable; And
confirming the relationship at the same time confirms the agreement with the theories of
perspective, convergence, divergence and signaling and representation. Prospect theory and
divergence and convergence theory state that there is a high demand for transparent risk
disclosure in annual reports. The presence of any kind of uncertainty in the modeling of
financial markets and the factors affecting it causes a certain sense of risk in the decision-
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making process. Companies with high risk perception are expected to have lower transaction
value and floating stock turnover, and according to representation and signaling, the level of
risk perception of annual reports decreases as the company's liquidity rating increases.

Conclusions

This research states that companies with a high sense of risk should expect lower transaction
value and floating stock turnover, and according to representation and signaling, with the
increase in the company's liquidity rating, the level of risk sense in annual reports decreases.
Considering the effect of liquidity rating on the risk perception of investment companies'
annual reports, managers of investment companies can consider this variable as an important
parameter in their decisions. Rising risk sentiments lead to a decrease in future income.
Shareholders should receive a series of financial and non-financial information to understand
the company's risk. On the other hand, highly liquid stocks are preferred over low liquid stocks
for investors with a short-term investment horizon. The meaning of stock liquidity is simply
the ease of buying and selling the desired stock. The liquidity rating of an investor is low when
its fair price is not obtained quickly. According to the results of the first hypothesis test, it was
observed that the risk perception variable has an inverse and significant effect on the liquidity
rating. This means that the feeling of risk and its increase has a negative effect on the liquidity
rating, and the decrease of the risk feeling leads to an increase in the number of shares offered
for the purchase of shares and an increase in the price of the proposed purchase, and the
liquidity rating increases.
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