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 Background: Investors search for profitable investment opportunities with respect to 

the risk in financial markets. Since investors are willing to sell stocks whenever they 

want; they invest in liquid stocks with low liquidity risk. The free float is an important 
criterion that can show liquidity of a single stock. The higher the stock free float, the 

lower liquidity risk. There is a common sense that the higher the stock free float, the 

higher the transaction volume and so the higher the risk and also the higher the 
expected return. Objectives: This paper investigates the relationship between risk, 

return, liquidity and free float of shares in the companies listed in Tehran stock 

exchange. In this regard, the research hypnosis's was developed to purpose that there is 
a significant relationship between risk, return and liquidity with float of shares in the 

companies listed in Tehran stock exchange. For this purpose the statically society was 

all firms in Tehran Stock Exchange and the financial information was gathered with use 
of their financial reports from 2007 and ending to 2013. Results The research 

hypothesis was examined using SPSS and E-Views as well as t-test. The results show 

that, there is a significant relationship between risk, return and liquidity with free float 
of shares 
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INTRODUCTION 

 

 The free float is generally defined as the number of outstanding shares minus shares that are restricted from 

trading. The free float ratio is the quantity of shares available to public. Shares that are restricted from trading 

are called stable shareholdings, and include shares held by a parent company for control of a subsidiary, shares 

held by the government, and cross-shareholdings among companies. The percentage of tradable shares, or the 

floating ratio, could affect corporate governance, either directly or indirectly through the market for corporate 

control. From a signaling perspective, firms with higher floating ratios may be associated with better governance 

since the government has less influence while other shareholders are more likely to exercise their rights. 

 One of the fundamental topics in investment is the liquidity of assets. The role of the liquidity factor is so 

much important in valuation of assets; because investors give attention to this issue that if they want to sell their 

assets, whether a good market exist for them? [6]. In each financial market considering the extent and depth of 

the market, a variety of tools are available for investment and investors considering the return and risk of 

investments, select their assets. The expected return rate of each asset indicates the lost return under the 

conditions of the risk equal to obtaining that asset. [4] 

 On the other hand, return is one of the most important and complicated concepts which is under the 

influence of different factors. The return can get affected by such factors including changes in economic, 

political, cultural, social conditions and emotional reactions in stock purchase, risk, asset’s return and especially 

financial statements and the information provided by them and so many other factors.  Today, analysis of the 

accounting variables is considered to be a strong technique and a proper tool for investors for a better 

identification and assessment of the past, current and future performance as well as future return. [5] 

Identification of Tehran Stock Exchange mechanism from various dimensions and angles can reduce the risk of 

investments, in addition to a better prediction of the future of the market and its changes. The return is one of the 
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most important factors in selection of the best investment. Investors in addition to considering so many financial 

and non-financial and internal and external firm factors for prediction and decision making, with being aware of 

the effective factors on return can determine the stock price behavior with more accuracy and quality and 

therefore make more effective decisions.  

 One of the important applications of stock exchange is to increase the liquidity potential of the stock. If the 

stock market is not cash and doesn’t have a good flow, no motivation will be created to attraction of investment. 

For increasing stock liquidity, it is necessary that the free float percentage of firms will be increased. [3] 

 The importance of free float is so much that today most of the countries use this factor for market index 

adjustment. If the free float of a company is high, its market will be more cash by potential and its price 

fluctuations will be less and therefore; the investment risk is reduced. These relationships in turn increase the 

demand. [1]  

 That in the present research the relationship between risk, return and liquidity with free float in Tehran 

Stock Exchange has been studied.  

 

Problem Statement: 

 Investors are always trying to evaluate and measure the risk of their investments, so that they can manage 

their investment risk. This has attracted the special attention of scholars to the topic of risk and its measurement 

and estimation. The risk related to investment is divided into two groups of systematic risk and non-systematic 

risk. Systematic risk is the sensitivity of the asset returns in the market.  

 In other words, systematic risk is a risk which exists in the different units and is affected by economy 

factors and is inevitable and non-systematic risk is a risk which can be reduced by forming diversified portfolio. 

On the other hand, capital accumulation as the driving engine of economy development and growth in 

macroeconomic policy has a great importance. The process of capital accumulation in economy depends largely 

on the volume increase from savings of internal and external resources, collection, direction and optimized 

allocation of resources in an extensive scale through a proper mechanism and system. In the traditional system 

the most important concept was the separation of management from ownership. Separation of management from 

ownership provided the bed for capital growth and development of economic enterprises and in the light of that 

a great transformation was caused in the system of wealth production.  

 When discussing the success or failure of the market, liquidity is always expressed as one of the 

determining factors and studying the effective factors on this phenomenon from long time ago has received so 

much of attention from the scholars. It is because liquidity is one of the desirable characteristics of the 

competitive markets. Liquidity is defined as the possibility of performing transactions rapidly, with small cost 

and without severely affecting the price and is the main determinant of the possibility of the market’s survival.  

 This phenomenon is as well has been considered as a source of durability, sustainability and an important 

index for studying the efficiency and maturity of these markets in the future markets. Therefore; considering the 

importance of liquidity as one of the main indexes of the financial market’s efficiency and also the importance 

of the other research variables and also due to the fact that so far no research has been conducted to study the 

relationship between risk, return and liquidity with free float in Tehran Stock Exchanges, the main research 

question is stated as below:   

 Is there any relationship between risk, return and liquidity with free float in Tehran Stock Exchange?  

 

Research Theoretical Framework: 

 Free float is a number of the firm’s stock which are expected to be supplied at the current price and made 

available to buyers or a part of the stock of a firm which is tradable without any limitations. If we subtract the 

result of untradeable number of stock to the total firm stock ratio from 1, we will get the percentage of free float 

stock. This definition was first presented by Salmon Smith Barney Global Equity Index in 1989. In another 

definition, free float is a stock which doesn’t belong to strategic shareholders; hence for calculating it, the 

combination of the firm’s shareholders should be checked. As much as the combination of the firm’s owners is 

consisted of the strategic shareholders, a smaller percentage of stock will be made available to the public 

investors of the market for trade and as a result the free float will be reduced.  

 In most of the emergent markets the focus of stock ownership is high; so that in some of these countries the 

degree of ownership focus even reaches to up to 75%. The ownership focus has a close relationship with free 

float stock. In some of the countries, most of the stock is in the hands of controlling shareholders who doesn’t 

have any inclination to sell their shares. One of the reasons of this is the increased vulnerability of this group of 

shareholders in case of assuming ownership by buyers. On the other hand, stock liquidity increase depends on 

high number of free float stock. One of the goals of stock exchange is to create the potential of liquidity of free 

float and to reduce to liquidity potential of stock.  

 Chan, et al., have studied the relationship between free float and market liquidity after the state intervention 

in Hong Kong market. They have found that the state (government) intervention in the stock market has reduced 
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the free float and trades volume and has weaken the market liquidity and had a negative effect on the market 

index.  

 In most of the emergent markets the focus of stock ownership is high; so that in some of these countries the 

degree of ownership focus even reaches to up to 75%. The ownership focus has a close relationship with free 

float stock.  

 Churida, et al., have conducted a research, in which they have showed that the stock liquidity creates a high 

degree of information efficiency. Shareholders are attracted to those markets with high liquidity and have 

inclination to purchase the stock of those firms which are having a high percentage of free float stock. These 

two market characteristics contribute to the attraction of more investors and increasing their satisfaction and as 

well help the market to grow and develop.  

 According to Ecnomides, for the survival of a stock, existence of liquidity to some extent is necessary, 

because high liquidity increased the satisfaction of those who are active in the market.  

 The study of Bronirmir & Pedersen indicates that the traders and speculators help to the market liquidity 

and their ability of increasing the market liquidity depends on their access to the financial resources. Liquidity is 

the ability of fast trading of the stock at the price obtained from the function of supply and demand. With the 

increasing market depth and market supply and decreasing transactions costs, the market liquidity increases [9].  

 Low float increases the possibility of stock price manipulation or speculation, because the main shareholder 

easily can increase the non-float stock price falsely. In addition, the main shareholders due to their lack of 

inclination to extent the internal information of the firm prefer to minimize the float of the stock as much as 

possible. Eastern countries such as India, Egypt and Malaysia , due to the low float of stock in them has the 

minimum volume of the transactions compared to the total market capital, while in America and European 

countries the percentage of the free float is high. Therefore; stock price fluctuation in western stock exchanges is 

less than the same in the stock exchange of the eastern countries. In Russia’s stock exchange the price of the 

stock with low float has high price fluctuation and therefore increases the shareholder’s asset risk.  

 Chakrabarti in his research has shown that omitting the stock with low float in the calculation of the market 

index causes to increase the volume of transactions and stock return, however; increasing the float stock in the 

index, increases the transactions’ volume and stock return.  

 Adeline and Parisina have shown that for improving the liquidity of Malaysia stock market the percentage 

of free float of the firms should be increased, because the foreign investors are not willing and ready to invest in 

a market with low stock float. He concludes that increasing the float of stock and increasing the stock liquidity 

is one of the proper ways to attract international investors.  

 Mehranfar [7] has studied the role of free float in base volume calculation. This study shows that the 

percentage of the free float doesn’t have any effect on base volume calculation, while the base volume that 

based on it the daily price fluctuation is the base of the tomorrow’s volume should be based on the percentage of 

the free float stock.  

 The research of Ghorban Nezhad [2] has shown that there is a positive and weak relationship between the 

percentage of free float and return rate, however; this relationship is significant. This relationship is not similar 

in different industries; such that in the automotive and equipment industry it is negative and in mining and 

metals industry it is positive, while no significant relationship of this nature has been observed in food industry.  

 The research conducted by Zare [10] indicate that the stock liquidity potential firstly, is related with volume 

of stock trading volume and in the secondly is related with the stock market value of the firm. This means that 

the investors are more motivated to purchase the stock of the firms with higher daily trading value or those with 

higher total value of the firm. Hence; the stocks of these types of firms have a higher potential of liquidity 

compared to the other firms.  

 The research conducted by Moradzadeh Fard, et al., [8] have shown that the accruals management have a 

significant and negative effect on stock liquidity of the firms, such that the management of more earnings causes 

information asymmetry and higher trading costs. In this case, the inclination of the traders, without any 

information, for trading the firm’s stock decreases severely and as a result the stock liquidity of the given firm 

decreases.as aforementioned the below hypothesis can be formulated: 

 Hypothesis1: there is a significant relationship between free float and the return of the firms listed in Tehran 

Stock Exchange.  

Hypothesis 2: there is a significant relationship between free float and the stock risk of the firms listed on 

Tehran Stock Exchange.  

Hypothesis3: there is a significant relationship between the free float and the liquidity rank of the firms listed on 

Tehran Stock Exchange.  

 

Research Methodology: 

 This research is a confirmatory research and considering that for testing the research hypotheses the 

historical information is used, is placed in the research group of semi-experimental. The methodology of the 

present research is inductive method and Ex post facto method (with the use of the previously available 
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information) and the statistics method of it is combinational correlation. Since the time span of this research is 

from the beginning of 2007 to 2013, hence the research population includes all the listed companies in Tehran 

Stock Exchange. The sampling method is systematic elimination with applying the following conditions:  

1- The information required for calculation of the research operational variables will be available for them.  

2- They have been listed in Stock Exchange at least from 2006 and will be active in stock exchange until the end 

of the research period.  

3- The end of their fiscal year will be 29th of Esfand (the last month of solar year).  

4- They are not financial, investment institutions and banks. 

 Considering the above stated conditions the final sample size is equal to 102 firms (510 year-firm).  

The data and information required for testing the research hypotheses have been collected with the use of 

bibliographical method and based on second-hand information of the firms in the sample which have been 

extracted from different resources such as New Souvenir software (Stock Exchange information software), 

listed securities and financial statements. The obtained information regarding the research variables has been 

entered into an Excel file and then with the use of SPSS and EViews as well as student t-test and with 

considering the significance level, the research hypotheses were tested. 

 

The Used Model for Hypotheses Test: 

1st hypothesis test model  

RETURN it = β0+β1FLOATit +ԑi,t 

2nd hypothesis test model  

RISK it = β0+β1FLOATit +ԑi,t 

3rd hypothesis test model  

LIQUIDITY it = β0+β1FLOATit +ԑi,t 

 Dependent variables  

RETURN= Stock return.  

RISK= stock’s systematic risk which is calculated by Beta index.  

LIQUIDITY= the stock’s liquidity rank  

 Independent variable  

FLOAT= Free float percentage.  

 

Research Findings: 

Descriptive Statistics: 

 The descriptive statistics of the dependent, independent and control variables, which have been measured 

with the use of the data of 102 firms under study during the research period (2007 to 2011), include average, 

mean, standard deviation, minimum and maximum that have been presented in table 1.  

 
Table 1: Descriptive statistics. 

Variable  average Mean  Standard deviation Min. Max. 

RETURN Stock return 0.298 0.22 0.681 0.442 0.564 

RISK Systematic risk 2.401 1.36 2.841 -4.231 0.8 

LIQUIDITY. Stock’s liquidity rank 0.338 0.11 0.111 0.234 0.838 

FLOAT Free float percentage  0.545 0.61 0.788 0.321 0.971 

 

Determining a Proper Model for Regression Model Estimation: 

A) Chow Test: 

 The results related to F test for regression model of the present research has been shown in table 2. 

 
Table 2: Chow test. 

Regression model  F test  Statistics  F Probability  Test result  

Test model of 1st hypothesis value 264.621** .0000 Rejection of H0 

hypothesis  

Test model of 2nd hypothesis value 2.23 0.258 Acceptance of H0 

hypothesis  

Test model of 3rd hypothesis value 1.621** 0.165 Acceptance of H0 

hypothesis  

 

  

Regarding the model of the 1st hypothesis, the significance level of Chow test results indicates that the H0 

hypothesis (integrated model) is not confirmed. In other words, there is an individual or group effect and we 

should use panel data method for estimation of research regression model and then for determining the type of 

panel model (with the fixed and random effects) Hausman test is used. Regarding the model of the 2nd and 3rd 

hypotheses the significance level of Chow test results indicate the H0 hypothesis (integrated model) is 
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confirmed. In other words, there is no individual or group effects and the integrated data method should be used 

for regression model estimation and there is no need to perform the Hausman test.  

 

B) Hausman Test: 

 After specifying that the intercept is not similar for different years, the method used in model estimation 

(random or fixed effects) should be determined and for the purpose Hausman test is used. In Hausman test, the 

H0 hypothesis, indicating to the consistency of the estimations of random effects, is tested against the H1 

hypothesis which indicates to lack of consistency of the estimations of random effects.  

 
Table 3: Hausman Test. 

Regression model  Hausman test 

 

2
 Statistics  

Probability  Test result 

1st hypothesis model  value 156.071** .0000 Rejection of H0 

hypothesis  

*** Significance at the level of 99% 

 

 The results related to the Hausman test for the 1st and 2nd hypotheses model have been presented in table 3. 

The results indicate that the X2 statistics for Hausman test have been obtained equal to 156.107 for the first and 

sixth models, which is significant at the confidence level of 99% which indicate to the confirmation of H1 

hypothesis, hence; considering the Hausman test, the fit of 1st regression models of this research with the use of 

the panel data model with the method of fixed effects is proper.  

 

Testing the Regression Classic Hypothesis: 

 Before the fit of regression models, it is necessary to first test the linear regression hypotheses.  

 

Test of the normal distribution of the dependent variable: 

 To test whether the distribution of the dependent variables are normal, Kolmogorove- Smirnov test has been 

used. This test has been performed for the dependent variable. The output of the K-S test in SPSS software for 

this variable has been presented in table 4. Considering the above table and Kolmogorove- Smirnov z-test, since 

the significance level for all the dependent variables of the financial reporting quality in all the model are larger 

than 0.05, the H0 hypothesis is confirmed and hence; with a confidence level of 95% it can be said that the 

mentioned variable has a normal distribution in the above models.  

 
Table 4: Kolmogorov- Smirnov test. 

Variable  Kolmogorove- Smirnov z-test Significance level result 

RETURN Stock return 0.145 0.099 Normal 

distribution  

RISK Systematic risk 0.179 0.078 Normal 
distribution  

LIQUIDITY. Stock liquidity rank 0.185 0.057 Normal 

distribution  

 

Independency Test of Errors: 

 The Durbin Watson test assesses the serial correlation between the residual of the regression errors based on 

the null hypothesis:  

H0: There is no autocorrelation between the errors.  

H1: There is an autocorrelation between the errors.  

If the Durbin-Watson test will be between 1.5 and 2.5, the H0 hypothesis of the test will be accepted and 

otherwise; H1 is accepted.  

 The Durbin-Watson test together with correlation coefficient, determining factor and adjusted factor and 

standard error have been presented in table 5.  

 
Table 5: The independency test of the errors. 

Regression model  Determining factor  Adjusted determining factor  Durbin-Watson test 

1st hypothesis model  0.642 0.617 1.925 

2nd hypothesis model  0.609 0.583 2.018 

3rd hypothesis model  0.561 0.533 2.467 

 Considering table 5 the value of Durbin-Watson test for all the regression models is between 1.5 and 2.5. 

Therefore; H0 hypothesis indicating to non-existence of autocorrelation between the errors is confirmed and we 

can use the regression model.  

 After testing the classic hypotheses in the next section, the obtained results from the research regression 

models fit and following it the research hypotheses are studied and tested.  
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Research Hypotheses Test: 

1st Hypothesis Test:  

 “There is a significant relationship between free float and the return of the firms listed on Tehran Stock 

Exchange”.  

 After testing the regression hypotheses and assurance from the assumptions establishment, the obtained 

results from the research regression equation fit have been presented in table 6. The value of f-statistics (11.276) 

also indicates to the significance of the whole regression model. As it has been specified in the lower section of 

table 6, the determining factor and the adjusted determining factor of the above model are equal to 64.2% and 

61.7%, respectively. Therefore; it can be concluded hat in the regression equation, only 61.7% o the changes of 

return of the firms under study can be explained by independent and controlled variables.  

 In this table the positive (negative) figures in the column of coefficient value indicate the direct (reverse) 

effect of each of the variables on the return of the firms under study.  

 
Table 6: The obtained results from regression equation fit. 

RETURN it = β0+β1FLOATit +ԑi,t 

 

Variable  Variable coefficient   Coefficient value  t-value  Significance level  

Fixed value β0 7.651 2.873 0.004 

FLOAT β1 5.311 2.987 0.0037 

Determining factor 0.642 F-value  11.276 

Adjusted determining factor 0.617  Significance (P-Value) .000 

Durbin-Watson test 1.925 

 

 Test result: According to table 6, the significance level to free float percentage (FLOAT) is equal to 0.0037 

which is smaller than the determined significance level in the present research (%5); also the absolute value of t-

statistics related to this variable (2.987) is larger than the t-statistics obtained from the statistical chart with the 

same freedom degree. Therefore; at confidence level of 95%, the coefficient obtained for the above mentioned 

variable is significant in the above regression model. Hence, the 1st research hypothesis is confirmed.  

 

2nd Hypothesis Test:  

 “There is a significant relationship between free float and the stock risk of the firms listed on Tehran Stock 

Exchange”.  

 Test result: According to table 7, the significance level to free float percentage (FLOAT) is equal to 0.002 

which is smaller than the determined significance level in the present research (%5); also the absolute value of t-

statistics related to this variable (-3.012) is larger than the t-statistics obtained from the statistical chart with the 

same freedom degree. Therefore; at confidence level of 95%, the coefficient obtained for the above mentioned 

variable is significant in the above regression model. Hence, the 2nd research hypothesis is confirmed.  

 
Table 7: The obtained results from regression equation fit. 

RISK it = β0+β1FLOATit +ԑi,t 

Variable  Variable coefficient   Coefficient value  t-value  Significance level  

Fixed value β0 3.121 1.991 0.047 

FLOAT β1 -3.412 -3.012 0.002 

Determining factor 0.609 F-value  19.683 

Adjusted determining factor 0.583  Significance (P-Value) .000 

Durbin-Watson test 2.018 

 

3rd hypothesis Test:  

 “There is a significant relationship between free float and the liquidity rank of the firms listed on Tehran 

Stock Exchange”.  

 Test result: According to table 8, the significance level to free float percentage (FLOAT) is equal to 0.0293 

which is smaller than the determined significance level in the present research (%5); also the absolute value of t-

statistics related to this variable (2.218) is larger than the t-statistics obtained from the statistical chart with the 

same freedom degree. Therefore; at confidence level of 95%, the coefficient obtained for the above mentioned 

variable is significant in the above regression model. Hence, the 3rd research hypothesis is confirmed. 

 
Table 8: The obtained results from regression equation fit. 

LIQUIDITY it = β0+β1FLOATit +ԑi,t 

Variable  Variable coefficient   Coefficient value  t-value  Significance level  

Fixed value β0 2.671 6.273 .000 

FLOAT β1 3.271 2.218 0.0293 

Determining factor 0.561 F-value  11.345 

Adjusted determining factor 0.533  Significance (P-Value) .000 

Durbin-Watson test 2.467 
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Research Limitations: 

 At the time of conducting a research there are always some limitations that the researcher will face and this 

study is no exception. The main limitations of the present research which should be considered in interpretation 

of the research findings and their generalization are as follows:  

1) In this research we have face some limitations with regards to the sample selection including no change 

in fiscal year, availability of the required information for the variables and … .Certainly using more periods and 

firms will add to the validity and reliability of the research.  

2) One of the limitations of this research is that regression hasn’t been used at the firm level (time series 

regression) which is due to the shortness of the time series for each firm. Therefore; it is suggested that in the 

future years with having the necessary and required information for conducting a similar research in a longer 

timeframe, this research will be repeated with the use of time series regression at the level of each firm.  

3) Considering the timeframe of the present study (2007-2013) and also the fact that the sample firms in 

terms of size, organizational structure, type of products and the type of services don’t necessarily represent all 

the economically active units in the country, hence; the findings generalization should be performed with 

caution. 

  

Results and Suggestions: 

 Considering the results and findings of the present research, the following recommendations are presented 

below for using these findings:  

1) Attention of the legislative bodies including Tehran Stock Exchange, individual and legal investors and 

analysts to the relationships between float stock percentage with risk and return and liquidity.  

2) It is recommended to the stock exchange to help the market in the optimized capital allocation by 

providing the relevant indexes to float stock percentage and the ranking of the firms listed in this regard, so that 

the clarity of the decision making environment will be increased.  

3) Considering the findings of the present research those active in the capital market, financial analysts and 

potential investors and investors of securities are recommended to give special attention in the analysis of the 

investment projects in financial assets and securities to the relationships between float stock percentage with 

risk, return and stock liquidity which was mentioned in this research; because considering these important factor 

lead to selection of the optimized investment portfolios with the minimum risk and maximum return and in 

addition it can double the clarity of the decision making and resulted outcomes. 
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