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Abstract

We investigate the impacts of the order book events on the prices of
the 30 largest stocks in the Tehran Stock Exchange in the year 2020.
The purpose of this article is to measure the price sensitivity to
changes in supply and demand volumes and identify the factors
affecting this sensitivity. Similar to the method proposed by Cont et
al. (2014), by performing about thirty thousands of OLS regressions,
we show that in a low-depth market, the mid-price returns are
explained significantly by the order flow imbalance that represents the
net change in demand, namely the difference between the volumes of
events on two sides of the order book [7]. We also show that the use
of the Order Flow Imbalance in the first three levels of the order book
can increase the explanatory power of the model for stock mid-price
changes, indicating that higher levels of the order book also affect
stock price changes significantly. Moreover, the results confirm that
the market depth has a negative effect on the power of events to move
the stock price. In addition, we show that our results are robust to
changes in months or stocks.
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