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Examining the effect of liquidity of companies' shares on its
financial leverage

Oliya Tahmasbpour Andargoli

Master's degree, Accounting, Non-Profit University of Sarovia, Sari, Iran.

Abstract

This article examines the effect of liquidation of companies' shares on financial leverage. This study uses
empirical analysis to examine how stock liquidation affects a firm's financial leverage, using both quantitative
and qualitative data. Choosing the right capital structure is one of the most important duties of financial
managers of companies. The discussion of capital structure refers to how to combine sources of financing of
commercial units, such as short-term and long-term debts, bonds, and ordinary and preferred shares. When
stocks are highly liquid, the cost of equity decreases, and companies whose stocks are highly liquid tend to have
lower financial leverage. Increasing stock liquidity can encourage shareholder participation and activity, because
buying or selling Shares make it easier for investors to influence the company's decision-making. 6. Value
creation: Companies with higher stock liquidity may find it easier to create shareholder value through stock-
based buybacks, employee stock options, and other stock-based incentives. In general, the effect of liquidity on a
company's stock is generally positive, because it can lead to improving market efficiency, reducing capital costs
and increasing flexibility in financial affairs and corporate governance. The findings indicate that the liquidation
of the company's shares can have a significant effect on the financial leverage, which has consequences on the
capital structure and risk profile of the company. This paper discusses the implications of these findings for
corporate finance theory and practice and provides recommendations for managers and investors to consider
when evaluating the effects of stock liquidation on corporate financial position.

Keywords: The effect of liquidity, company shares, financial leverage, liquidity.
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