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Introduction

A substantial body of research theorizes that managers' desire to safeguard their
wealth and human capital incentivizes them to strategically withhold negative
information. This practice can sustain investors’ expectations at unjustifiable
levels and inflate a firm's stock price beyond its intrinsic value, ultimately
disadvantaging shareholders (Jin and Myers, 2006; Bleck and Liu, 2007 and
Benmelech et al., 2010). Consequently, such opportunistic behavior prolongs
investors’ false perception of the firm’s true economic fundamentals (Hutton et
al., 2009 and Kim et al., 2011). However, maintaining this deception is inherently
unsustainable in the long run. When the volume of withheld negative information
becomes overwhelming, managers typically relinquish their efforts, leading to a
sudden disclosure of accumulated adverse information into the market. This
abrupt revelation triggers a sharp decline in the firm's stock price, commonly
referred to as a stock price crash. Given the severe negative consequences
associated with falling stock prices, understanding the determinants of such
declines is crucial for informed investment decisions and effective risk
management. Among the key factors influencing the risk of a future stock price
crash are stock idiosyncratic volatility and cash flow volatility. Accordingly, the
objective of this study is to examine the impact of stock idiosyncratic volatility
and cash flow volatility on the risk of a future stock price decline.

Literature Review
Falling stock prices significantly impact investors' confidence in the capital
market, disrupt the stability of financial markets and contribute to the
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misallocation of resources within the economy. Given the substantial harm it
inflicts on the healthy development of capital markets, stock price crash risk has
gained increasing attention from regulators, academics and investors (Xiang et al.,
2020 and Zhao et al., 2020).

There are two primary concerns regarding the risk of a stock price crash. First,
information asymmetry prevents investors from making timely and accurate
assessments of a company's value. Second, management’s concealment of
negative information leads to a continuous accumulation of estimated risks,
ultimately culminating in a stock price crash (Cao et al., 2022). Each stock is
associated with both private and public information. When corporate management
suppresses bad news, the quality of information disclosure deteriorates,
exacerbating the information asymmetry between investors and management.
This asymmetry leads to disagreements among investors regarding stock
valuations, increasing deviations in stock prices and contributing to behaviors
such as speculative trading and heightened stock idiosyncratic volatility (Wen et
al., 2020 and Dai et al., 2020). These noise trading behaviors are eventually
reflected in stock prices, further exacerbating stock price crash risk.
Additionally, constraints on the short-term supply of stocks limit the participation
of pessimistic investors in the market. As a result, stock prices primarily reflect
the perspectives of optimistic investors, leading to overvaluation and increased
stock volatility. At a certain threshold, the accumulation of negative news reaches
a critical mass and its sudden release into the market negatively impacts stock
prices, thereby increasing the risk of a stock price decline. In other words, as stock
idiosyncratic volatility rises, the likelihood of a stock price crash is expected to
increase (Cao et al., 2022).

Beyond stock volatility, cash flows and cash flow volatility also influence the risk
of a stock price crash (Wang et al., 2022). Jensen (1986) employs the discounted
cash flow method to assess company value, demonstrating that cash flow volatility
adversely affects corporate valuation. Furthermore, cash flow characteristics
exhibit strong industry-specific variations. Cash flow volatility differs across
industries, with smaller industries often experiencing greater volatility than larger,
more established industries. Given the information asymmetry between internal
management and external investors, an unexpected increase in industry-wide cash
flow volatility may prompt managers to withhold more negative information.
Moreover, as industry-wide cash flow volatility rises, managers may perceive the
company as operating in a more uncertain external environment. Even if the
company remains in sound financial condition, it may accumulate and withhold
negative information due to adverse conditions affecting other firms within the
industry. As volatility increases, market participants pay closer attention to the
industry, amplifying the impact of negative information on corporate operations
and financing behaviors. Consequently, managers may be incentivized to conceal
adverse information, further elevating the risk of a stock price crash (Wang et al.,
2022).
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Research Methodology

The statistical population of this study comprises companies listed on the Tehran
Stock Exchange. The statistical sample consists of data from 105 companies over
an eight-year period from 2014 to 2021. The sampling method employed was the
systematic elimination method. To estimate the model, the study utilizes the
multivariate regression method based on panel data analysis.

Results

The research findings indicate that stock idiosyncratic volatility has a significant
impact on the risk of a future stock price crash. Additionally, the results
demonstrate that cash flow volatility also exerts a significant effect on the
likelihood of a future stock price crash.

Discussion and Conclusion

Risk and return on investment are crucial considerations for investors, as the
primary objective of investment activity is to generate returns. Therefore, the
significance of studying stock idiosyncratic volatility lies in its role as a measure
of risk which investors can utilize in their decision-making processes.
Additionally, capital market policymakers can employ this criterion as a tool to
assess the vulnerability of the stock market.

Based on the research findings, it is recommended that investors consider cash
flow volatility when making informed and strategic investment decisions. Unlike
routine corporate decisions, the risk of a stock price decline is more closely
associated with investor behavior. Consequently, analyzing the impact of cash
flow volatility on stock price crash risk can provide valuable insights for investors
seeking to mitigate potential financial losses.
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Table (2) Descriptive statistics of model variables
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Table (6) The results of data analysis to test the first hypothesis
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