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The impact of illiquidity on the fragility of stock prices:
The moderating role of institutional investor ownership in emerging
markets
Examples from the Tehran Stock Exchange
1 Jaber Sabah Jaber
Islamic Azad University — Isfahan Branch (Khorasan) / Faculty of Management and Economics /
Department of Accounting
2) Dr. Mehdi Zeinalli
Islamic Azad University — Tabriz Branch / Faculty of Management and Economics / Department of
Accounting

Abstract :

This study aims to investigate the effect of stock illiquidity on price fragility and susceptibility to sudden crashes,
while also examining the moderating role of institutional investors in either strengthening or weakening this
relationship. The study adopts a descriptive-correlational approach and draws on a post-event quasi-experimental
design. The sample consists of 121 companies listed on the Tehran Stock Exchange over the period 1391-1400 SH,
corresponding to 2012—2021, representing a total of 1,210 firm-year observations. Stock liquidity was measured
using Amihud’s llliquidity Ratio (ILIQ), whereas price fragility was captured through a binary variable (Crash)
reflecting the likelihood of sharp and sudden declines in returns. Data were analyzed using EViews 7, and the
Chow and Hausman tests were applied to determine the most appropriate panel-data model. The findings reveal a
highly significant positive effect of illiquidity on stock price crash risk, with a coefficient of 1.229 at a significance
level below 0.001, indicating that lower liquidity increases stocks’ exposure to sudden collapse. The results
further show that institutional ownership significantly weakens this effect, with an interaction coefficient of -
0.425 at a significance level below 0.001, supporting the view that institutional investors play an effective
monitoring role by improving disclosure quality and reducing agency costs. Firm size was also found to be
negatively associated with crash risk. The study contributes to the financial literature on emerging markets and
offers practical implications for investors, regulators, and policymakers in economies undergoing rapid structural
reforms. It also highlights how liquidity and ownership structure interact with market stability, thereby enhancing
understanding of severe downside risk and informing more efficient regulatory policies in changing financial

environments.

Keywords: Stock llliquidity, Stock Price Crash Risk, Institutional Ownership, Tehran Stock Exchange, Emerging

Markets, Agency Theory, Corporate Governance.
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