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Abstract

Stock returns are a key criterion for investors’ decisions. Yet firms with similar levels of illiquidity
do not necessarily experience identical returns; this heterogeneity indicates that market-based
characteristics alone are insufficient and that the quality of the firm’s internal information
environment also plays a role. This study aims to examine the effect of stock illiquidity on stock
returns and the moderating role of management accounting practices in this relationship. The
statistical population consists of firms listed on the Tehran Stock Exchange, and the sample
includes 162 firms over the period 2017-2024 (1,296 firm-year observations), selected through
systematic elimination. Data were analyzed using panel regression with fixed effects. The results
show that illiquidity has a significant negative effect on stock returns, and management accounting
practices significantly weaken this relationship. Firms with higher levels of these practices
experience a smaller decline in returns under similar illiquidity conditions. These findings highlight
the importance of internal information systems in mitigating the adverse effects of capital-market
frictions.
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Introduction

Stock illiquidity is a major friction in capital markets because it increases transaction costs, limits
trading opportunities, and intensifies information asymmetry among market participants.
Consequently, investors generally require higher expected returns to compensate for liquidity risk.
Although numerous studies have examined the relationship between stock illiquidity and stock
returns, empirical evidence remains inconclusive, particularly in emerging markets where
institutional settings and information environments differ from developed economies.

Recent studies suggest that the consequences of stock illiquidity depend not only on market
characteristics but also on firms' information environments. Firms capable of producing timely and
reliable information reduce uncertainty surrounding corporate performance and enable investors to
make better-informed decisions. Among the mechanisms that improve internal information quality,
management accounting practices (MAPs) play an important role by supporting planning,
budgeting, investment appraisal, performance evaluation, strategic management, and risk
management. These practices enhance managerial decision-making and indirectly improve
information quality available to capital market participants.

Despite extensive research on liquidity and information quality, little attention has been devoted
to the moderating role of MAPs in the relationship between stock illiquidity and stock returns.
Moreover, previous studies have primarily relied on questionnaire-based measures of MAPS, which
are subject to response bias and limit the use of archival data. To overcome these limitations, this
study employs a validated textual measure of MAPs derived from board of directors' reports using
content analysis and natural language processing techniques. Furthermore, this study extends the
existing literature by integrating management accounting and capital market perspectives within a
single empirical framework. Rather than treating management accounting practices merely as
internal managerial tools, the study conceptualizes them as mechanisms that improve firms'
information environments and, consequently, influence how capital markets price liquidity-related
risk.

Accordingly, this study investigates the effect of stock illiquidity on stock returns and examines
whether MAPs moderate this relationship among firms listed on the Tehran Stock Exchange. By
integrating accounting and finance perspectives and employing an objective archival measure of
MAPs, the study contributes to the literature on corporate information environments and capital
market efficiency.

Methods & Materials

This study is an applied quantitative investigation using a descriptive—correlational design based on
archival panel data. The statistical population consists of companies listed on the Tehran Stock
Exchange. Firms operating in financial industries were excluded because of their distinct financial
structures. Additional selection criteria required a fiscal year ending in March and complete
financial and annual report data throughout the study period. The final sample comprised 162
firms, providing 1,296 firm-year observations during 2017-2024.

Financial data were obtained from audited financial statements, the CODAL disclosure system,
and the Rahavard Novin database. MAPs were measured using a validated textual index developed
from board of directors' reports. Following text preprocessing, reports were analyzed in Python
3.11.3 using a predefined management accounting dictionary covering seven dimensions. The
resulting scores were standardized using Z-scores before inclusion in the regression models.

The hypotheses were tested using panel data regression with cross-sectional fixed effects and
White period (cross-section cluster) robust standard errors to address heteroskedasticity. A
robustness test was also performed by replacing annual stock return with compound return.

Findings
Table 1 summarizes the empirical findings. The baseline model indicates that stock illiquidity has a
negative and statistically significant effect on stock returns (B = —0.045, p < 0.01), supporting the
first hypothesis.

After introducing MAPs and the interaction term, the direct effect of MAPs remained
statistically insignificant (B = —4.731, p = 0.361). However, the interaction between stock
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illiquidity and MAPSs was positive and statistically significant (f = 0.023, p < 0.05), indicating that
management accounting practices mitigate the adverse effect of stock illiquidity on stock returns.
Consequently, firms with greater adoption of MAPSs experience a weaker negative association
between illiquidity and stock performance.

The robustness test using compound return produced consistent results. Stock illiquidity
remained negatively significant, whereas the interaction term continued to be positive and
significant, confirming the stability of the findings.

Among the control variables, the market-to-book ratio, price-to-earnings ratio, stock price
volatility, and profit margin exhibited positive and significant relationships with stock returns,
whereas firm size showed a significant negative relationship. The models demonstrated satisfactory
explanatory power (Adjusted R? = 0.69), and Durbin—Watson statistics (=2.18) indicated no serious
autocorrelation.

Table 1.

Summary of Empirical Results

Hypothesis / Variable Expected Sign Empirical Result Supported
Stock Illiquidity (LIQ) — Stock Return - Negative (p < 0.01) v
Management Accounting Practices (MAP) + Not significant X
LIQ x MAP + Positive (p < 0.05) v
Robustness Test (Compound Return) — Results confirmed v

Conclusion and Results

The study demonstrates that stock illiquidity exerts a statistically and economically significant
negative effect on returns among TSE-listed firms over 2017-2024. In the Iranian emerging-market
setting, informational and transactional frictions associated with lower liquidity dominate any
potential liquidity-risk premium, resulting in depressed realized returns. This pattern aligns with
evidence from other emerging markets (Bekaert et al., 2007; Chaudhry & Gupta, 2024; Liu, 2006)
and with prior Iranian studies documenting a positive liquidity—return association.

More importantly, management accounting practices function as a meaningful moderator. Firms
that more extensively employ the seven dimensions of MAPs experience a materially weaker
negative association between illiquidity and returns. The insignificant main effect of MAPs,
coupled with a significant positive interaction, indicates that the value of these practices
materializes primarily under conditions of market friction rather than as a universal direct driver of
returns. The findings are consistent with information-asymmetry theory (Bushman & Smith, 2001;
Lambert et al., 2007) and contingency theory (Otley, 2016): higher-quality internal information
systems reduce investor ambiguity, improve price discovery, and partially offset the costs of
trading constraints. The protective role of MAPs is therefore most valuable specifically when
external information frictions are severe.

By employing a validated archival text-based measure of MAPs, the research bridges the
traditionally separate literatures of market microstructure and management accounting. It shows
that internal information infrastructure is not merely an operational concern but a market-relevant
organizational capacity that can shield firm value from liquidity-related shocks. Practical
implications follow for corporate managers (invest in advanced MAP systems as part of
informational infrastructure), investors and analysts (incorporate qualitative assessments of internal
information quality into valuation), and regulators (encourage richer disclosure of management
systems and control processes to reduce information asymmetry). Future research may examine
interactions of MAPSs with other governance or disclosure attributes, extend the text-based measure
to additional capital-market outcomes, or conduct cross-country comparisons to assess
generalizability.

In sum, the relation between market characteristics and stock performance cannot be fully
understood without reference to the quality of firms’ internal information systems. Management
accounting practices serve as an organizational buffer that mitigates the adverse consequences of
stock illiquidity.
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Figure 2: Process of extracting and measuring textual criteria of management accounting practices
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Table 1: An example of keywords used to extract textual criteria for management accounting
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Table 3: Descriptive Statistics of Research Variables
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Table 4: Results of Diagnostic Tests and Model Selection
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Table 5: Final Estimation Results of the Regression Models
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Table 6: Results of Model Estimation with Lagged Illiquidity Variable
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Figure 3: Changes in the Relationship between Illiquidity and Stock Returns across Different
Levels of Management Accounting Practices
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