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Abstract \

This study investigates how that,higher levels of,internal debt among
executives reduce the lag in price adjustment, thereby enhancing stock
price efficiency. Recognizing the critical influénce of stock liquidity on
price efficiency, this\research aims ‘t@ specifically examine the
moderating effect of stack liquiditys on*the relationship between
executive internal debt'and stock price efficiency Our study focuses on
companies listed on the Tehran,Stock Exehange, with data collected
from the fiscalyears 2028-2025. Literature review was conducted using
library,researchymethods, ‘While financial data and explanatory notes
from sample companies\were gathered for empirical analysis. Through
systematic “elimination;¥a sample of 147 companies was selected.
Descriptive anginferential statistics were employed for data analysis.
Prior to hypothesis%esting, several pre-tests were conducted, including
tests for variance, heterogeneity, the F-limited test, the Hausman test,
and the Jarque-Bera test. Multivariate regression analysis was then used
to confirm or reject the research hypotheses. The findings indicate that
Executive Internal Debt, particularly when financed through internal
debt, have a significant negative effect on the lag of stock price
adjustments, a key indicator of stock price efficiency. Furthermore, our
results demonstrate that stock liquidity plays a significant moderating
role, strengthening the positive relationship between executive internal
debt and stock price efficiency. These findings contribute to a deeper
understanding of how executive financing decisions shape managerial
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incentives, offering valuable insights for policymakers aiming to
improve stock price efficiency. By enhancing information production
and reducing information asymmetry, this study underscores the
mechanisms through which executive internal debt, moderated by stock
liquidity, ultimately impacts overall capital market efficiency.

Keywords: Efficiency, Stock Price, Internal Debt of the Executive,
Stock Liquidity, Capital Market.

\. INTRODUCTIO

Stock prices are efficient when informati@n about a'stocklis released
quickly and the information affects stock prices at the samé'speed. One
of the factors affecting the efficiency of stock priceS\and@apital Magkets
is managerial incentives, which, significantly affect the sinvestment
decisions of companies. In this way, CEOs with higher internal assets
(such as company stocks or Stock options) are morenlikely to adopt
conservative corporate‘policies with, Joweg, risk, because their personal
interests are alignedpwith, the sustarhability of the“company. This
approach leads to greater transparency ininformation disclosure, which
improves the flow®of infésmation to thes market and increases the
efficiency of stock prices, Pensions with«defined benefits and deferred
compensation are*known 1n#financial economics as “internal debt”.
Therefore;, CEO intexnalpdlebt is important because it accounts for a
significant partion of CEO compensation. (Huang et al, 2022) On the
other hand,greater stock liquidity reduces asymmetric information in
the market and 18ads to improved information production. Stock
liquidity can inerease stock price efficiency by encouraging and
stimulating marketparticipants to obtain confidential information about
the company (Baharmoghaddam et al., 2015). By paying bonuses,
CEOs find more motivation for high performance and more effort to
shape the information environment of companies in order to improve
stock liquidity. The present study is the first domestic study that
examines the relationship between executive internal debt and stock
price efficiency by considering the moderating role of stock liquidity
on this relationship.

2. MATERIALS AND METHOD
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The present study is in the field of positive research and is of the
applied type in terms of classification based on the purpose, in terms of
nature it is considered as descriptive research and in terms of method it
is considered as correlational research. To collect data and information,
the library method was used for research literature and in the research
data section, reference was made to financial statements, explanatory
notes and the monthly magazine of the Stock Exchange. Descriptive
and inferential statistics were used to describe and summarize the
collected data. In order to analyze the data, first, pre-tests of variance
heterogeneity, F-limer test, Hausman test and then to corfirm and reject
the research hypothesis, multivariate regression test wassused using
Eviews software. The statistical populatiom ef the research includes
companies listed on the Tehran Stock Exchange in the perﬁd between
1397 and 1403, and based on the systematic exclusio}method, 147
companies were selected as the statistical sample‘ofthe research to test
the statistical hypothesis. Follewingithe research of Huang et al, 2022),
the first and second hypotheses of the résearch axe estimated as follows:
Hypothesis 1: Internal debt of the executive directagaffects stock price
efficiency. Hypothesis, 2: 'Stock liquidity has a moderating role on the
relationship betwegn, internalhdebt of thelexecutive director and stock
price efficiency.

3.RESULTS'AND DISGUSSI

For theyfirst hypothesisvof the research, the probability of the t-
statistic for the constant coefficient and the coefficients of the variables
of internalndebtyoff the executive director, company size, return on
assets, marketwalue to book value of shares, research and development
expenses, operating cash flow, dividends paid, capital expenditures,
financial recessionand advertising on stock price efficiency is less than
5%; therefore, thé"above relationship is statistically significant. The
variable of internal debt of the executive director is negative and
significant on stock price efficiency. For the second hypothesis of the
research, the probability of the t-statistic for the constant coefficient and
internal debt of the executive director, stock liquidity, stock liquidity in
interaction with internal debt of the executive director, company size,
return on assets, market value to book value of shares, research and
development expenses, operating cash flow, dividends paid, capital
expenditures, financial recession and advertising on stock price
efficiency is less than 5%; therefore, the above relationship is
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statistically significant. The variables of internal debt of the executive
director and stock liquidity in the interaction with internal debt of the
executive director on stock price efficiency are equal to (-0.00081 and
0.00011) and are significant, respectively. The absolute value of the
coefficient of the stock liquidity variable in the interaction with internal
debt of the executive director on stock price efficiency is less than the
internal debt of the executive director on stock price efficiency,
therefore, the coefficient of the stock liquidity variable has a moderating
role on the relationship between the internal debt of the executive
director on stock price efficiency.

4. CONCLUSION

The findings of the study in relation to the*first hypoth&is showed
that the internal debt of the CEQ has a significant and inverse effeet on
the efficiency of stock prices. In'this regard, it cantpe arguedithat CEOs
with internal debt, by focusing,on a more conservativécapital allocation
strategy, due to the reduction Of executive pensions, ate less likely to
engage in excessive riskstaking andidebtonexpropriation and pay more
attention to the quality, of reporting andvreducing the costs of financial
misreporting. In fagt, CEQs With more internal debt should pay more
attention to the company's risk and the costs of financial misreporting
that arise in the\long runNLhis an improve the quality of reporting and
increase, investient efficie®y and accurate stock pricing, because
high-quality financialrep@#ting can improve investment efficiency and
accurate stock,pricing/hy preventing undervaluation and overvaluation.
The findings, of'thegecond hypothesis also showed that stock liquidity
has a moderating role on the relationship between internal executive
debt and stock peice efficiency, which indicates the intensity of the
significant and inverse effect of internal executive debt on stock price
efficiency in thedlight of stock liquidity. In relation to the second
hypothesis, it is argued that greater stock liquidity reduces asymmetric
information in the market and leads to improved information
production. Since investors and financial analysts have more
information about companies with higher stock liquidity, their stock
prices become more efficient. According to the results of the first
hypothesis, it is recommended that companies, with the help of
managerial incentives, reform and improve their financial system so
that they can quickly provide their financial information to
stakeholders. These reforms in the managerial dimension can include
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improving the pension determination system; deferred benefits and
bonuses for managers; It is also recommended that the board of
directors of companies increase the preparations for improving price
efficiency and reduce the cost of capital by regulating internal debts.
According to the results of the second hypothesis, it is suggested to
increase derivatives because the development of futures and options to
increase liquidity will moderate the negative relationship between
managerial debt and price efficiency. It is also recommended to amend
the disclosure regulations by requiring the disclosure of details of
managers' debt in quarterly reports, along with liquidity indicators, to
the Stock Exchange Organization and the Audit, Orgagization as
legislative authorities in the field of financiabrgporting:

\
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