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 The relationship between tradingvolume , return and volatility in financial markets 

duringthe last two decades has attracted much attention. In the current research, 
contemporaneous relationships between trading volume, volatility and stock return have 

been examined based on Mixtures of Distributions Hypothesis(MDH) and in the format 

of Garch family models and Granger causality by using monthly data of trading volume 
of 94 selected firms and market return of Tehran stock exchange during the period from 

March 2005 to December of 2012.usedStatistical procedures include Pearson 

correlation matrix, unit root test, Garch model, Exponential GARCHmodel, leverage 
effect hypothesis test and Granger causality test. Garch model estimates results show 

that this is a proper model for stock volatility. By using the results of leverage effect in 

which Exponential GARCHmodel has been used asymmetric volatility and leverage 
effect in Tehran stock exchange has been approved. Finally the research hypothesis 

standing for the relationship between trading volume, volatility and stock return has 

been approved. These findings proved the Mixtures of Distributions Hypothesisin 
Tehran stock exchange. Granger causality test also shows trading volume and stock 

volatility has a one-way relationship which is toward stock volatility toward trading 

volume. 
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INTRODUCTION 

 

Regarding the very important role of capital market in every country economy, it is necessary that investors 

be aware of the firms financial information so that it leads to proper investment and proper allocation of 

resources in capital market )Boubakri,2012,51). Financial markets crises in recent decades have attracted 

researchers' attention to additional volatility to these markets. StockVolatility is one of the controversial issues 

of finance which has been at the center of new-emergent markets capital markets researches' attention 

(Leledakis,2004,75). The reason of this tendency is the relationship between price volatility and consequently 

return and its effect on financial sector performance and all economy. On the other hand, stock volatility study 

usefulness on the part of investors is that they consider stock volatility as a criterion of risk and capital market 

policy makers can use this criterion as an instrument for measuring the amount of weakness of stock exchange 

(Zafar,2008). 

Studying the relationship between trading volume, price change and stock return has attracted finance and 

economic experts' attention since 1959. Most of studies on stock market focus on stock price and its behavior 

during time. However, because of some ungracious and random features of stock price such as its variability, 

most of studies focus on stock return instead of stock price. According to the existing information about firm, 

stock return reflects investors' expectations from the firm future performance. New information causes investors' 

expectation to change. In fact the main reason of volatility is stock price (Khajavi et al, 2012). 

According to Karpoff (1987), there are four reasons to study the relationship between trading volume and 

stock return: 1. It refers to the structure of finance markets. The existing models in finance markets predicts the 

relationships between trading volume and stock return regarding to input information size, the way of diffusion 

information, market size and transaction conditions,. Therefore, the way of relationship between trading volume 

and stock return casts light on finance markets distinguishes different hypotheses dealing with markets structure.  

2. In expo-facto studies which use information dealing with trading volume and stock return in line with their 

interpretations, knowing how to communicate with them is important, 3. In the discussions of experimental 
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distribution of speculation prices, the relationship between trading volume and stock return plays an important 

role. 4. The quality of the relationship between trading volume and stock return is important for future market 

studies. Price changes affect future contractions trading volume. 

Finance market participants use future return predictions between two time spans as uncertainty indexes in 

market and increase their profit in market. The correct predictions of future changes is important for many 

evaluating and pricing models (Pascual,2006,2293(. The high change domain indicates high amount of 

information in the market. The model for the relationship between trading volume and return changes in a day is 

abnormal in different finance markets. Because this model can't be explained by assets pricing theories such as 

Capital Assets pricing Model (CAPM), it is very confusing (Baklac and Kasman,2008). Trading volume may be 

the most important source of information in the field of future price and price volatility process. Against stock 

price behavior which reflects the mean of change in investors' ideas because of receiving new information, 

trading volume reflects total reflection of investors. Stock trading volume affects expected stock return from two 

aspects. First stock liquidity is a pleasant feature for investor. Therefore, the more stock trading volume, the 

higher stock liquidity, the lower stock liquidity risk, therefore, there is lower return. From another point of view, 

stock trading ratio causes stock return distribution to decrease. It means that stock return will be around mean. If 

stock trading ratio is low, volatility will be higher, and return distribution variance is higher than the condition 

which stock trading ratio is high (Gha'emi, Tousi, 2005). Regarding what has been discussed above, doing a 

research based on return and its volatility, and studying its relationship with trading volume is necessary. 

Therefore, the main question of the existing research is "is there any significant relationship between trading 

volume, volatility and stock return in Tehran stock exchange?" 

 

Review of the related literature: 

Regarding the explaining the relationship between trading volume and volatility, there are two types of 

theory. First type refers to informational theories such as Mixtures of Distributions Hypothesis (MDH), 

Sequential Information Arrival Hypothesis (SIAH). These theories view information as propelling power which 

cause return changes and trading volume. The second type of information refers to Dispersion of Beliefs 

Theories and Difference of Opinion which believe that the relationship between return and size is justified by 

market investors' ideas and opinions. That is this relationship is a function of who trades and why? 

 

Mixtures of Distributions Hypothesis (MDH) and Sequential Information Arrival Hypothesis (SIAH) models: 

According to MDH, the relationship between size and return is derived from the effect of the latent variable 

of information flow. Because of this severe dependence, the trading volume and stock return should be 

positively correlated with each other. In other words, both trading volume and stock return move in response to 

new information )Tov and Johnston,2006,8). In SIAH model, it is imagined that information flow is asymmetric 

among market participants. It means that new information is not issued among investors simultaneously. As a 

result, with diffusion new information, before final balance is shaped, different momentary balance situations 

are shaped. Because of this consequent trend of information, volume with lag may have some information which 

is useful in predicting current return. Return with lag may carryinformation which is useful in predicting current 

size of transactions. Therefore, there must be a Bidirectional Causality relationship between trading volume and 

stock return  ) Anirut,2005). 

 

Dispersion of Beliefs Theories and Difference of Opinion models: 

In this model, it is deemed that different dealers (consciously or unconsciously) have various ideas about 

information importance. The models of Harris (2003) and Shelen (1993) show that the higher dispersion in 

ideas, the higher variability in price and size toward their balance price. On the other hand, ignorant dealers 

cannot realize that other transactions are short-term because of cashing request or it is because of basics of 

demands and supply. Therefore, ignorant dealers tend to reflect to all changes in size and price, because they 

think these changes reflect new information. Therefore, ignorant dealers have an exaggerated view toward 

changes which leads to price changes )Duong and Robert,2006,44). 

 

Previous research: 

Many researchers studied the experimental relationship between trading volume and stock return. It began 

from Osborne (1959). He attempted to develop a model for price change as a derived process of the number of 

transactions. He concluded that there is positive correlation between trading volume and absolute value of price 

change. Campbell, et al (1993) investigated the relationship between stock market trading volume and 

correlation of daily stock return. They found out that stock price decrease is more likely to occur in high amount 

of transaction rather than to low amount of transaction and presented a negative relationship between trading 

volume and future stock return. Examining the data dealing with the U.S stock exchange, Cooper (1999) showed 

that stock return is related to trading volume in former periods and therefore, believed that studying factors 

influential on trading volume is really important. The findings of this research show high speed of changing 
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stock return under the conditions of decreasing trading volume and lower speed of stock return under the 

conditions of increasing trading volume. Bekaert and Wu (2000) in a study examined asymmetric effects of 

return and volatility in Tokio stock exchange and investigated the leverage effect and volatility feedback 

simultaneously. They believe that leverage effect shows internal influential factors on the relationship between 

return and volatility while volatility feedback shows external factors influential on this relationship. Influential 

news on stock price is among these factors. In their contemporaneous model, volatilityfeedback in Tokio stock 

exchange has been proved but leverage effect has been rejected. Chen et al (2001) used some momentary 

features to predict skewness in the U.S individual stock exchange fro the time span from 1962 to 1998. Their 

results showed that negative skewness is bigger in the stocks that have increase in trading volume and also in 

stocks which had positive return in the last 36 months. But their findings at the level of market were not like 

their former results. The researches which have been done following Chen et al (2000), had contradictory 

results. In addition, Lee Chen and Rui (2001), by studying many recently-emergent stock exchange, found a 

positive but insignificant relationship between stock return and its conditional volatility, and in this study 

conditional volatility of stock which are obtained by Garch models are replaced with predicted stock risk. The 

findings of the research by Darrat et al (2003) which have been obtained from examining daily data of the 

industrial firm of Dawjenz show a positive/negative relationship return change and trading volume which has 

not been proved in a contemporaneous way. 

Mestel et al (2003), in a research in Austria stock exchange, examined the empirical relationship between 

stock return, return change and trading volume. Their results showed that the contemporaneous and significant 

relationship between stock return and trading volume is weak. With being aware of one of these variables, it is 

impossible to predict another variable. In addition, they found a significant relationship between return change 

and trading volume and the fact that return change includes some information dealing with future trading 

volume. Kim, Morley and Nelson (2004) proved existence of volatility feedback in New York stock exchange 

regarding the data about price index of New York market from 1926 to 2000. Li, Yang and Hsiao (2005) studied 

the relationship between expected return and its volatility in the greatest 12 international stock exchange. The 

results revealed a insignificant and positive relationship between inmost of these markets. Ane and Rangau 

(2006) by using MDH model and daily data of 50 firms of London stock exchange studied the effect of 

transaction effect on return change. The results indicated that there is a significant and positive relationship 

between trading volume and return, and also there is contemporaneous relationship between return change and 

trading volume change. McMillan (2007) by using daily data of England, the U.S, France and Japan, studied the 

non-linear relationship between stock return and inconstant trading volume. He identified a negative relationship 

between size and future return and showed that trading volume can be used as a threshold variable to predict 

stock returns. Hutson et al (2008) studied the relationship between trading volume and return skewness in 

eleven stock exchange markets in international market through using daily and monthly data from 1980 to 2004. 

Their results showed that high amount of trading volume can lead to negative skewness in return. Bheenick and 

Brooks (2010) examined this fact that whether stock trading volume affects prediction of return in Australia 

stock exchange. They tested this hypothesis by four different indexes of trading volume for a sample of accepted 

firms in Australia stock exchange from 2000 to 2005. The results showed that trading volume can have 

predictability power to some extent for the firms with high trading volume and special industries in Australia, 

but it was not so for small firms. However Lee et al (2011) attempted to determine the correlation between 

return and stock volatility has proved a negative and significant relationship. Ki-Hong Choi, Zhu-Hua Jiang, 

Sang Hoon Kang, Seong-Min Yoon (2012) conducted a research in Korea stock market from 2000 to 2010 by 

Garch model. They found a positive and significant relationship between volatility and tradingvolume. 

The results of Najjarzade and Zivdar (2006) proved contemporaneous relationship between trading volume 

and stock return and a two-way relationship between trading volume and stock return was approved. Khajavi et 

al (2009) examined the contemporaneous and causality relationship between stock return and trading volume 

and concluded that being aware of these variables can help a little to predict another variable. In addition, the 

results showed a contemporaneous relationship between stock return and trading volume. Lashgari and 

Norouzi(2010) proved the relationship between balance sheet items changes, loss and profit and trading volume 

and stock return. They found out that there is no positive relationship between trading volume and stock return. 

The results obtained from the research conducted by Alodari, Moghadam and Rezvanifard (2011) showed that 

there is no positive and significant relationship between trading volume and stock return. These findings 

rejected MDH model in Tehran stock exchange. 

 

Research methodology: 

As this research seeks to find a practical goal and yields useful information in this area and answers a 

scientific problem, this is an applied research in terms of goal. As historical information of firms has been used 

in this research, in terms of research setting, this is a pseu-experimental research and this is a descriptive 

research in terms of data collection to test the relationship between variables and significance of estimated 

models, Generalized Auto Regressive Conditional Heteroscedasticity has been used. Research methodology is 
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expo facto (using former data). In this research, to test hypotheses, Generalized Auto Regressive Conditional 

Heteroscedasticity called GARCH (p,q) has been used. The reason is that volatility change in finance markets 

shows heteroscedasticity in a time period. If a firm data is accessible, this data standard deviation shows stock 

risk level. It is normal for risk level of stock to change over time. Therefore, stock return conditional mean 

residual variance which shows the amount of volatility will change. As a result, encountering with 

heteroscedasticityis unavoidable. To solve these problems, there are a lot of ways. One of these ways is 

estimating volatility conditionally from past observations. 

The statistical population of this research consists of all firms accepted in Tehran stock exchange based on 

the systematic deletion method, the firms which qualified these conditions 94firms were  selected  as the 

sample: 

1- Financial year should end on April 19 and this year should not change during the study. 

2- They should not be included in finance group including banks, investment firms, holdings and leasings. 

3- During the research time period, the selected firms should be inserted in the list of the firms accepted in 

Tehran stock exchange and their symbol should not be closed. 

4- The stocks of these firms should be active in these firms from 2005 to 2012 and length of the lag  should 

not be longer than 3 months. 

5- Required information should be accessible to calculate the research variables. 

To do this research, monthly information of trading volume and the total index of Tehran stock exchange. 

This data is obtained from Tehran stock exchange firm website, codal website and softwares ofTadbirpardaz and 

Rahavardenovin. 

Stock return is obtained by monthly change percent of Tehran stock exchange index by the following 

formula: 

 

Rt=(Pt-Pt-1)/Pt-1                (1) 

 

In which 

Rt, Pt and Pt-1 show respectively stock current return, current month total index and former month. 

Trading volume, the number of transacted stocks in a certain time point is clear. In most of researches and 

studies, circle which is the ratio of the number of transacted stocks in one day divided by the number of issued 

tocks in that day has been considered as trading volume index. In addition, using circle neutralizes the effect of 

size on transactions. The net size of transactions and currency size of transactions are correlated highly with 

firm size. Therefore, because ratio has low correlation with firm size, this variable has been used in this 

research. 

 

RESULTS AND DISCUSSION 

 

Pearson correlation matrix results: 

In table 1, Pearson matrix results have been inserted. 

 
Table 1: Pearson matrix results 

Variable Trading volume Stock return volatility 

Trading volume 

Pearson correlation 
coefficient 

1 0.433 0.466 

Sig level  0.000 0.000 

Stock return 

Pearson correlation 

coefficient 

0.4333 1 0.766 

Sig level 0.000  0.000 

volatility 

Pearson correlation 

coefficient 

0.466 0.766 1 

Sig level 0.000 0.000  

 

Regarding table 1, there is a positive and significant correlation between trading volume and stock return, 

and also between trading volume and stock volatility. 

 

examining variables stationary: 

Econometric modeling traditionally and in usual ways is based on the hypothesis of variable stationary. 

Based on this, it is usually imagined that variables variance and mean are stable over time, and covariance 

between these two sizes of time series variables depends on the time interval between them. As such a trend 

disqualifies statistical estimates and inferences, the first step for econometric analyses is making variables fixed. 

To examine variables stationary, augmented Dicky Fuller unit root and Philips Prone tests have been used.As 

seen is tables 2 and 3, according to Dicky Fuller unit root and Philips Prone tests, because absolute values of 
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these values are higher than critical value at one percent level, therefore, the model variables are stationary at 99 

percent confidence interval. 
Table 2: Augmented Dicky Fuller test on research variables level 

Variable 
Calculated statistic 

Test result 
With intercept With intercept and trend 

Stock return -9.111232 -9.55556 Stable 

Trading volume -21.343452 -23.234784 Stable 

volatility -14.123789 -16.23479 Stable 

 
Table 3: Philips Prone test on research variables level 

Variable 
Calculated statistic 

Test result 
With intercept With intercept and trend 

Stock return 12.125643 - -13.342225 Stable 

Trading volume -26.455675 -28.453378 Stable 

volatility -28.344453 -30.455574 Stable 

 

To test research hypotheses, GARCH family models have been used. First the results of GARCH model and 

Exponential GARCHmodels are presented in turn. Also by using Exponential GARCHmodel, leverage effect 

hypothesis is tested in Tehran stock exchange. 

 

the results of GARCH model fitting: 

For studying the relationship between return and volatility, GARCH model is presented as follows: 

tR  = c + t                
(2) 

2

t =  +  1
2
t  +  1

2
t               (3) 

In which tR  is monthly return, c is constantterm, t is residualterm and 
2

t is stock volatility.  

The first equation shows stock return and second equation shows volatility. Volatility in second equation is 

made of three parts: volatility mean ) (, the index of previous periodnews( ) which is obtained in this model 

through residualtermsquare of mean equation and prediction of volatility of previous period  . Estimated 

results of GARCH model are as follows: 

 
Table 4: estimating GARCH model (1.1) in studying the contemporaneous relationship between stock return and volatility 

Mean equation 

Parameter Coeffiecients 

Standard 

deviation Z statistic p-value 

c 0.053975 0.032724 1.649400 0.0001 

Variance equation 

 
 0.525363 0.038330 3.270648 0.0011 

 

 0.614939 0.022737 13.85129 0.0000 

 
 0.343938 0.049735 6.912945 0.0000 

 

As seen from results, the coefficients of  and   are significant. These results emphasize that GARCH 

model is a proper model to explain volatility. Therefore, a special point should be considered very important. 

Although most of the previous studies have used this model in volatility explanation, under the asymmetric 

volatility conditions, using this model does not seem appropriate and Exponential GARCH model is used. In the 

next part, leverage effect test which has used Exponential GARCH model is presented.  

In studying the relationship between return and trading volume, GARCH model is presented as follows: 

tR  = c + γ𝑉t+ t                
(4) 

2

t =  +  1
2
t  +  1

2
t              (5) 

The results of fitness of model 4 and 5 have been inserted in the following table. 

 

 

 

 

 

 

 

 









150                                                                  Mansour Gargaz et al, 2014  

Journal of Applied Science and Agriculture, 9(9) July 2014, Pages: 145-153 

Table 5: estimating GARCH model (1.1) in studying the contemporaneous relationship between stock return and trading volume 

Mean equation 

parameter Coeffiecients 
Standard 

deviation Z statistic p-value 

c 0.172111 0.048612 3.552862 0.0004 

γ 0.346400 0.048312 7.169999 0.0004 

Variance equation 

 

 1.043103 0.041392 25.20088 0.0000 

 

 0.614939 0.022737 13.85129 0.0000 

 

 0.487640 0.049275 9.896219 0.0000 

 

In studying the relationship between volatility and trading volume, GARCH model is presented as follows: 
2

t =  +  1
2
t  +  1

2
t + γ𝑉t             (6) 

 

The results from fitness of model 6 have been presented in the following table 
 

Table 6: 

parameter Coefficients 
Standard 
deviation Z statistic p-value 

 

 0.096330 0.026718 3.605389 0.0003 

 
 0.102567 0.026861 3.818440 0.0001 

 

 0.113644 0.034447 3.300057 0.0010 

γ 0.025971 0.002954 8.791240 0.000 

 

Theresults show that parameterγ is positive and significant in above two parts. It means that increasing 

trading volume has a direct relationship with return and volatility. Therefore, good news causes trading volume 

to increase a lot more compared to bad news. 

 

leverage effect test results (Exponential GARCH model fitting): 

Because of leverage effect, volatility size in return decrease period is bigger than in return increase period, 

in other words, stock volatility are not symmetric in response to good and bad news. Therefore, to remove this 

problem, Exponential GARCHmodel has been used. By Tehran stock exchange monthly return time series, the 

following model has been presented to test leverage effect: 

tR  = c + t                
(7) 

Log (
2

t ) =   + log( 1
2
t ) + 




















 2

1

1

t

t
  + 

1

1





t

t





        

(8) 

In which tR  is return in month t, and c is a constantterm which shows return mean. In above equations, 

coefficient   shows that volatilityis asymmetric and leverage effect. If this coefficient is not zero significantly

)0(  , volatilityare asymmetric. If this coefficient is negative and significant, leverage effect is not rejected 

)0(  . Because according to the leverage effect, stock return changes has negative effect on volatility. As 

seen in table 4, coefficient   is negative and significant. As a result, H0 standing for existence of leverage 

effect is accepted. Therefore, according to this research, stock return has a negative effect on stock risk. In 

addition, according to the results, regarding the fact that coefficient  is non-zero, the fact that volatility in 

Tehran stock exchange are not asymmetric is not rejected. 

 
Table 7: leverage effect test in Tehran stock exchange 

Mean equation 

parameter Coefficient Standard deviation Z statistic p-value 

c 0.172711 0.048612 2.109514 0.0312 

Vriance equation 

 -0.724951 0.026815 -15.84777 0.0000 

 0.102567 0.026861 3.818440 0.0001 


 

-0.113644 0.034447 -3.300058 0.0010 
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 -0.444380 0.032051 -13.86481 0.0000 

 

 

In studying the relationship between return and trading volume, Exponential GARCH model is presented as 

follows: 

tR  = c + v t+ t               
(9) 

Log (
2

t ) =   + log( 1
2
t ) + 




















 2

1

1

t

t
  + 

1

1





t

t




(       (10) 

The results of fitness of models 9 and 10 are as follows: 

 
Table 8: estimating Exponential GARCHmodels (1,1) in studying contamporaneous relationship between return and trading volume 

Mean equation 

parameter Coefficients 
Standrad 

deviation Statistic z p-value 

c 0.008241 0.002398 3.436042 0.0006 

 0.012640 0.002300 5.495454 0.0000 

Variance equation 

 -0.018204 0.0002365 -7.696594 0.0000 

 0.721161 0.015376 46.90019 0.0000 


 

-0.581976 0.053638 -10.85015 0.0010 


 

-0.650375 0.053479 -12.16136 0.0000 

 

In studying the relationship between volatility and trading volume, Exponential GARCHmodel is presented 

as follows: 

rt= c +  v t + t (12)         Log (
2

t ) =   +  log( 1
2
t ) + 




















 2

1

1

t

t
  + 

1

1





t

t




 +    v    (11) 

The results obtained by the software Eviews are as follows 

 
Table 9: estimating Exponential GARCHmodels (1,1) in studying contemporaneous relationship between volatility and trading volume 

Mean equation 

parameter Coefficients Standard deviation Statistic z p-value 

c 0.062806 0.007503 8.371215 0.0000 


 0.019145 0.009242 2.071531 0.0393 

Variance equation 

 -0.668085 0.021279 -31.39694 0.0000 

 0.066783 0.021258 3.141530 0.0017 

 0.487640 0.049275 9.896219 0.0000 


 0.157620 0.058293 2.703927 0.0073 

 
0.879375 0.033961 25.89369 0.0000 

 

As the results show, transactions variables coefficients   and   are significant in conditional variance 

and mean equations, finally H0 is rejected and H1 is accepted. In other words, in Tehran stock exchange, there 

is a significant relationship between trading volume and volatility. 

 

the results of Granger causality test: 

Up to here, the focus was on contemporaneous relationship between trading volume and stock return and 

volatility. In this part, attempts are made to study the causality relationship between these variables. Studying 

this relationship is important in the sense that it helps to have better understanding of stock exchange infra-

structures and has some consequences for other markets. By using Granger test, the causality relationship 

between stock return and trading volume and also between trading volume and volatility is tested. To test 

Granger causality, VAR model is used as follows: 

𝑅t = μ
R
+  ∝𝑖

𝑃
𝑖=1 𝑅𝑡−𝑖 +  𝛽𝑖𝑉𝑡−𝑖 + 𝑢𝑡

𝑃
𝑖=1                         (13) 

Vt = 𝜇v +  αiVt−i +  β
i
Rt−i + Vt

p
i=1

P
i=1            (14) 

 

H0: R (V) does not cause V (R). It means that 𝛽𝑖  (i=1,…,P) is zero for all values contemporaneously. To 

test null hypothesis, F statistic is calculated as follows: 
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                                                                                                      (15) 

 

SSErstands for the sum of squared residuals of the restricted regression. It means that𝛽1 = ⋯ = β
p
=

0،SSEuis the sum of squared residuals of unrestricted equation and N is the number of observations. In equation 

(15), F statistic has f distribution with degree of freedom of(N-2p-1). Parameters of  αi  and β
i
 in equations of 13 

and 14 are estimated by the method of least squares. 

By using Granger causality test, a better picture of effect of trading volume on stock return or vice versa is 

given. Table 10 shows the results obtained from Granger test regarding the indirect causal relationship between 

trading volume and stock return and also between trading volume and volatility. The results show there is one-

way causal relationship between trading volume and stock return (from stock return to trading volume),it means 

that by knowing relevant data with stock return, it can be possible to have a short-term prediction of future or 

existing trading volume (the reverse is not true). In addition, table 10 shows that trading volume and volatility 

has a one-way relationship which from volatility to trading volume. This result rejects previous findings 

standing for the fact that any price change for future transactions has informational load. The one-way 

relationship between return change and trading volume can prove the fact new information input does not follow 

a contemporaneous relationship and is not efficient in Tehran stock exchange. 

 
Table 10: the results of Granger causality test 

p-value F statistic Null hypothesis 

0.32444 1.23453 Trading volume does not cause stock return 

0.00213 4.45675 Stock return does not cause trading volume 

0.39435 1.11564 Trading volume does not cause volatility 

0.00003 10.43566 Volatility does not cause trading volume 

 

Conclusion: 

The current research has been conducted to study the relationship between trading volume, volatility and 

stock return in Tehran stock exchange. These results prove the relationship between three above-mentioned 

variables. This is because of investors' exceeding attention to trading volume changes stock return in their 

making decision. It is possible to say that most of people who are dealing with volatility in stock exchange have 

no access to informational rent and pay much attention to trading volume. Therefore, one of the reasons of 

positive response of the research tests is caused by this behavior of dealers. The results show that increasing of 

return causes trading volume to increase. GARCH model estimation about stock return and its changes shows 

severe influence of ARCH in changing conditions. If we consider trading volume as the representative of input 

information, variance residual will grow step by step. GARCH model estimation about stock return and its 

volatility represents well MDH model, because locating trading volume in the variance model makes most of 

coefficients significant which reflects strong effect of ARCH. In GARCH model, return and its volatility are 

paid attention contemporaneously. The results showed that the coefficients of  (index of previous period news 

which is in this model residualterm square of mean equation with a time interval) and   (coefficient of 

prediction of previous period of volatility) are significant and these results indicate that GARCH model is a 

proper model to explain volatility but in asymmetric volatility situation it is not a proper model. By using 

Exponential GARCHmodel and leverage effect hypothesis asymmetric volatility of Tehran stock exchange has 

been tested. The results showed that leverage effect is seen in Tehran stock exchange. It means that according to 

this, hypothesis stock return changes have a negative effect on its volatility. In addition, as the coefficient of 


 

is not zero, the fact that Tehran stock exchange volatilityis not symmetric is not rejected. In other words, another 

result of this research is that good and bad news has an asymmetric effect on stock volatility. Because volatility 

is asymmetric instead of using GARCH model, Exponential GARCHmodel has been used. 

In this research in addition to studying contemporaneous relationship between variables causality 

relationships have been considered. Results showed that there is a relationship between trading volume and 

stock return in Tehran stock exchange which proves the fact that being aware of stock return causes 

improvement in predicting trading volume in short time. According to Granger causality tests, there is a one-

way between stock return and trading volume. It means that information flow is not contemporaneous but it is 

consequent. And new information input does not follow a contemporaneous process and Tehran stock exchange 

is not efficient. In addition the hypothesis of existing a positive relationship between stock volatility and trading 

volume has been proved. Interesting point is that this positive relationship shows a Granger positive one-way 

relationship from return volatility to trading volume. Therefore, Tehran stock exchange can help stock-holders 

with making decision by giving information dealing with the reasons of return volatilities. The current research 

findings are different from formers researchers in some ways because other researches proved a 

contemporaneous relationship and weak correlation between stock return and trading volume and in this 
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research contemporaneous and remarkable dynamic relationship between these variables have been observed. 

One of the reasons of differences between our research and other's is using different models to estimate 

equations and also using Granger causality test. Former researches presented weak evidence for supporting a 

causality relationship between stock return and trading volume. In this research a one-way causality relationship 

is seen between variables. In addition results showed a one-way causality relationship between volatility and 

trading volume which is in line with the results of BisindovalBinik and Brox (20100, Chen et al (2001) and 

McMilan (2007) and Hutson et al (2008). 
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