J. Econ. and Financ. Policymaking, 3(4) (2026) 469-483

\

LY/
N\

> &
o, - ¥
fNew Vlsmﬁ“‘k

Economics and Financial Policymaking

W,

Journal Homepage: www.journalefp.com

ORGINAL RESEARCH PAPER

Analysis of Commonality in Stock Liquidity Based on Quoted Spread and Market

Depth Measures

Seyed Fakhreddin Fakhrehosseini

; Meysam Kaviani *

; Fateme Sabzmakan

Department of Management, Economic and Accounting, Karaj Branch, Islamic Azad University, karaj, Iran.

*. Corresponding Author’s Email: m_kaviani@iau.ac.ir

PAPER INFO

Paper history:

Received: 26 Apr 2026

Revised: 10 Jun 2026

Accepted in revised form: 02 Sep 2026
Published: 31 Dec 2026

Keywords:

Commonality in Liquidity;
Quoted Spread;

Market Depth;

Capital Market.

ABSTRACT

This study aims to analyze commonality in stock liquidity in the Tehran capital market, with an emphasis
on two components: quoted spread and market depth. Commonality in liquidity refers to the
co-movement of individual stock liquidity driven by common market factors. Using daily data from 92
companies listed on the Tehran Stock Exchange over the period 20152024 and applying AR(1) filtering
regressions along with Spearman rank correlation analysis, the relationship between firm-level and
market-wide liquidity measures is examined. The findings reveal that: (1) the average commonality
coefficient for quoted spread is 0.98, while for market depth it is 0.604, indicating a significant presence
of liquidity commonality; (2) the quoted spread exhibits unstable behaviour and a right-skewed
distribution, whereas market depth displays a near-normal distribution with greater stability; (3) the daily
correlation of each measure with the market is approximately 0.43, but declines to 0.24 at the monthly
horizon. These results serve as a warning for policymakers and investors regarding the multidimensional
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nature of liquidity and its instability over longer time horizons.
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1. Introduction

Stock liquidity is a key concept in financial markets,
referring to the ability to execute transactions quickly with
minimal impact on price. Liquidity not only affects
transaction costs and investors' expected returns but also
plays a fundamental role in overall market efficiency.
Previous research has shown that liquidity changes are not
solely driven by firm-specific characteristics; rather, a
significant portion is influenced by common market
factors—a phenomenon known as "commonality in
liquidity." Studying this phenomenon in order-driven
markets such as the Tehran capital market, where liquidity
provision is directly undertaken by traders, is of particular
importance. Despite numerous studies in developed markets

469

and some emerging markets, a precise understanding of
commonality in liquidity and the differential behavior of its
components (especially quoted spread and market depth) in
the Iranian market still requires further investigation.
Therefore, this study aims to analyze commonality in stock
liquidity in the Tehran capital market and determine the role
of two key measure—"quoted spread” and "market
depth"—in explaining its variations. The main research
question is: what factors influence commonality in liquidity,
and how do these two measure explain the co-movement of
firm-level liquidity with the market?

2. Methodology
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This research is descriptive-correlational with a
quantitative and ex-post facto approach. The statistical
population consists of 92 companies listed on the Tehran
Stock Exchange during the period 2015-2024 (1394-1403),
purposefully selected based on the availability of complete
transaction data (without long trading halts). Daily data
were collected, including order depth, trading volume, and
quoted spread (bid and ask prices). Two well known
liquidity measures were used: (1) Quoted Spread (QSPR),
defined as the difference between the lowest ask price and
the highest bid price; and (2) Market Depth (DEP), defined
as the average order volume at the best bid and ask prices.
Due to non-stationarity and first-order autocorrelation in the
time series, the first differences of the variables were taken,
and an AR(1) filtering regression was applied to extract the
residual components. To measure commonality in liquidity,
a linear regression of each firm’s liquidity residual on the
market index liquidity residual (excluding the firm itself)
was estimated. The coefficient of determination (R?) and the
B coefficient from these regressions were used as measures
of the extent of co-movement and sensitivity of firm
liquidity to common market factors. Additionally,
Spearman’s rank correlation was employed to examine the
coherence of liquidity measures at daily and monthly
horizons. All calculations were performed using R software.

3. Findings

Descriptive results showed that the mean of stock quoted
spread (—811 units) and market quoted spread (—826 units)
had high standard deviations, indicating high volatility and
asymmetric distribution, whereas stock depth (mean 8.29)
and market depth (mean 8.35) exhibited greater stability.
The commonality regression results indicated that the
average commonality coefficient for quoted spread was 0.98
with a t statistic of 3.379, suggesting a significant but highly
dispersed relationship. In contrast, the coefficient for market
depth averaged 0.604 with a very high t statistic of 19.95,
reflecting a more stable and robust effect. The distribution
of B for quoted spread was severely right skewed and
abnormal (most values near zero), while the  distribution
for market depth was approximately normal, concentrated
in the range 0.4-0.8. Spearman correlation analysis revealed
that daily correlations between stock liquidity and market
liquidity were about 0.43 and 0.42 for the two measures,
respectively, and were highly stable. However, at the
monthly horizon, these correlations dropped to around 0.24
with a standard deviation of 0.3, indicating greater
variability. Dynamic correlation analysis between quoted
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spread and market depth showed that during calm periods,
the correlation was negative (as expected), but during crisis
periods it shifted toward zero or positive values, indicating
temporary breakdowns in the liquidity mechanism.

4. Conclusions

Overall, the findings confirm the existence of
commonality in liquidity in the Tehran capital market, but
its intensity and stability vary by liquidity measure. Quoted
spread is more sensitive to market shocks but exhibits more
unstable, volatile, and random behavior. In contrast, market
depth is more stable, predictable, and shows stronger co
movement with overall market conditions. This differential
behavior implies that liquidity is a multidimensional
phenomenon; using a single indicator may provide an
incomplete picture. Moreover, commonality in liquidity is
stronger and more stable at daily (short term) horizons than
at monthly (longer term) horizons, suggesting that
systematic factors dominate in the short run, while firm
specific factors become more prominent in the long run.
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coefficients for the two measures

t o)kl o Sl il o pb 2l I
3.379 217 0.98 aclio 5yl
19.95 0.227 0.604 Sk Ges

Se slaaiil xie

Distribution of B (Commonality in Quote Spread)

Count

[ -
adie o penl Saighais glo,lae glp B aujer (V) IS
Figure (3): Distribution of gfor quoted spread liquidity

measures
heg3y slaasil pe

S50 Jons sl 1, B Al it oS (¥ S
Sl 00l odaline oSl o oo lid Kaidae 5yl o
i) Wosls mSTLcwl Canly Coono a4y gz lagals g s 8
oacslad aS wiyls (18 hs 4 SGop slosh jo (5,90 Y
Gl g5 o 5l adae oynl jlae iy o a5 cl oyl
Bobai ol )3, 5 e Jloy55 5 Sl smcin b Joens
oolie jo Slaslice | coS jlay olaws L el e [l b
oaimd L Cuwl \San a5 0,15 0529 (VO 9 VT O Jio) YL
JB lagSl aidae ol o] o a5 il ools Lyls
alao oyl a5 w0 lis mer ol cwl ails g2
Sl I 5 )15 )18 iy JB et Jlse 3 o Lages
Silse 5150 dsame Gl ulul ol (silese

g wolgss juelubdge

YA

ey e LS ploms (ST (S5t Jalo 10 5o 5 (i 56

IDEPI QSPRI

Liquidity Value

) o
Time Index

Figure (2): Dynamics of market liquidity measures
g3 slaaidl ixe

ol o o a5 was e L (G) ik Ges (V) UK 0
9 b Slleg Sl Gas Jlre (6l Bl (Swigdad Daedliss
A 5SS ysb 4 Gloy axly (i 1o Wlgs e g 8l calaial
5 ol pac oduao il cpl  wSep bl el AF oYL &
U Cvwe iy B 1 PR OOV B CPONJRLIVNE IRV 7 S 1 PR P PP
S QT polie a5 Sglas pl b s oo lis ) el s
A0 Glg o e ubie (pl ol dilae 5 ol simoylid 5w
5 A oy Dl 4 SdeolisS (gloojl o 5 ailae oyl aS
oyl eaimslid aS wly Jrals =Yoo e =00+ dg0 lWlg oo
a3 o i Judzs ol el Sllasd 1 js Elalre di e ayas
250 Ead Sllugs s 5k b L slooygs o (S oS

Pl | (STl (SN guloai ailgy ¢y 5y Y-F

SNgBAE Gy )Ty e 3pglp 5l ol @l e nl o
3 ol 255 g, b gllae 0gd go Al (Y alolee) STl
e Gsle g gl asie Jolis jl ool bl AV-Y 2o
5 S e o Swishos M5! Edler AR(L) oansS s
232 2SSyl g P e g S5 s 235 gl Al L
S35l ik Gee g ke oyl Jlns 50 sl ik (a3 lis I
) Bl & bogr e i cslmo el AcdE (V) Jgo b
L@l 5L 5L o850 50 (Saighadi (IS5 s olye Sl
SVPI Gy 5eSle &5 0300 0L Lo 93 (nl sl
YNV o] Jne Bl e A L il askie o el Jlne sy ST,
o el ol e FIPVA L ol ol nilie & Lo t ol 5
5 ST GS558 s el S o8 Sl o 5
o eonlply ol Sglite jho 5l (g loline jeboas diged mlan

1. Commonality regressions



FAY 5 FF clin VF 0 lins) o o,lads ¥ 0,58 ¢ o (6 I8 Cbins g bzl a5

Glad, Gl Siwwr (ke &5 w0 lid (F) Jgox
e g9 sl 5l APl g ik (SWelad o (e e
oaxaolis 4 el 2 IYF sga €Ll Gae? g €ailie o ol
s Hlre Byl sl bawgie b chnd Cote (Siaen
Sl g ams e 5Lt |y (Sican pyolie FuiSTy oo ¥ oY
b eSSl Wl o Sian ole 5y o a5 ol ]
oS it (pl Sl s Sl g alee ol (uSSles Sl iy
YLl o3y a2 el 18 Clio o050 o (Kincan olie
Q0 oo lid wiis 2 b ply L.:J.cu aS ools yol 5 osls
N EEIPRE I RC RO I A P NN &g &S
Goles sanmslis (F1A8) gl gyl 0 Z axg
Qg go a5 Cal Wrools Suly 9 oYL loog,S o ol
obey Job 5o b (s b (Swighads Slss sas plas

Ll (g loliae glas

u.,a)...,.....ol é‘lc\.,.}') 6&5’;@ ‘59.,.,09.» )LJ () Jg&.?
Slals sloosls

Table (4): Descriptive statistics of Spearman rank
correlations for monthly data
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Figure (5): Correlation analysis between firm liquidity
measures and the common liquidity factor
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