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Extended Abstract

Objectives: The phenomenon of stock price crashes, characterized by sudden and severe negative returns,
represents a significant threat to investor wealth and market stability, particularly in emerging economies
where information asymmetry and corporate governance challenges are pronounced. While extensive
international literature has examined various determinants of crash risk, the specific transmission channel
of financial constraints remains insufficiently explored in distinct institutional contexts. This fundamental
research aims to investigate the theoretical relationship between a firm's financial constraints and its
susceptibility to future stock price crashes. Beyond establishing this primary link, the study seeks to unpack
the causal mechanisms by examining three critical moderating variables: earnings management through
discretionary accruals, the strength of corporate governance structures, and the level of tax avoidance. The
objective is to develop and test an integrated theoretical model that explains why financially constrained
firms might be more prone to crashes and how internal governance and reporting behaviors either
exacerbate or mitigate this risk. The research is grounded in the bad news hoarding theory, which posits
that managers have incentives to conceal negative information, leading to an accumulation that eventually
triggers a sharp price correction.

Method: This study employs a quantitative, hypothetico-deductive approach based on panel data analysis.
The research population comprises all non-financial companies listed on the Tehran Stock Exchange (TSE),
a representative emerging market. A stringent filtering process was applied to construct the final sample,
ensuring data consistency and reliability. The sample spans multiple years to capture temporal dynamics
and firm-specific effects. The dependent variable, future stock price crash risk, is operationalized using a
well-established measure based on the skewness of firm-specific weekly returns. The independent variable,
financial constraints, is measured using a composite index that reflects a company's access to external
financing. The moderating variables are precisely defined: discretionary accruals are estimated via a cross-
sectional model to capture earnings management; corporate governance strength is quantified through a
composite score reflecting board independence, audit quality, and leadership structure; and tax avoidance
is measured using the volatility of cash effective tax rates over a multi-year period. The model incorporates
several control variables, including firm size, growth opportunities, profitability, leverage, and institutional
ownership, to isolate the net effects of the variables of interest. Data analysis was conducted using advanced
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panel data regression techniques, with appropriate diagnostic tests performed to ensure the validity of the
fixed-effects estimation model, thereby providing robust and unbiased coefficient estimates.

Findings: The empirical analysis yields several significant findings that support and refine the proposed
theoretical model. First, a strong positive relationship is confirmed between the degree of a firm's financial
constraints and its future stock price crash risk. This core result validates the primary hypothesis that limited
access to capital markets creates an environment where bad news hoarding becomes more likely. Second,
the study finds that this positive relationship is significantly amplified for firms engaging in higher levels
of earnings management, as proxied by discretionary accruals. This indicates that accrual-based earnings
manipulation serves as a primary tool for concealing adverse information, thereby strengthening the link
between financial distress and eventual price collapse. Third, the results demonstrate that robust corporate
governance acts as a powerful mitigating force. For firms with strong governance mechanisms, the positive
impact of financial constraints on crash risk is substantially weakened. This finding highlights the role of
internal monitoring and transparency in curbing managerial opportunism and information suppression.
Contrary to some expectations, the analysis reveals that tax avoidance activities do not exhibit a statistically
significant moderating effect on the relationship between financial constraints and crash risk in this specific
market context. The influence of control variables, such as profitability and institutional ownership, also
aligns with established financial theories, further lending credibility to the model.

Conclusion: This research concludes that financial constraints are a critical antecedent of stock price crash
risk in emerging markets, operating through well-defined behavioral and informational channels. The
primary result confirms that constrained firms are systematically riskier due to managerial incentives to
withhold negative information. More importantly, the study concludes that this risk is not uniform but is
critically shaped by two countervailing internal forces: it is exacerbated by aggressive earnings management
practices and mitigated by effective corporate governance systems. The non-finding regarding tax
avoidance suggests that its theoretical benefits (increased internal cash) and costs (increased opacity) may
offset each other in this environment, or that its role is more complex and context-dependent. Therefore,
the overall result is a nuanced theoretical model where the crash risk emanating from financial constraints
is conditional upon the firm's specific choices regarding financial reporting quality and governance
oversight.

Originality/ Value: This study offers substantial originality and value to the body of knowledge in several
key dimensions. Its primary contribution is theoretical integration and contextual testing. By synthesizing
concepts from financial constraints theory, agency theory, and information asymmetry into a single
framework focused on crash risk, it provides a more holistic explanation of the phenomenon. The research
offers significant empirical value by rigorously testing this integrated model in the underexplored context
of an emerging market, the Tehran Stock Exchange, thereby examining the generalizability of theories
developed in advanced markets. The findings provide actionable insights for multiple stakeholders,
contributing practical value. For investors and analysts, the study identifies financial constraint status,
earnings quality, and governance scores as crucial metrics for risk assessment. For regulators and standard-
setters, it underscores the importance of policies that enhance transparency and strengthen corporate
governance to promote market stability. For corporate boards, it highlights the protective role of strong
governance against the destabilizing behaviors that financial pressures can induce. As fundamental
research, this work lays a foundation for future scholarly inquiry, suggesting new avenues such as exploring
behavioral aspects of management, differentiating types of tax strategies, or employing alternative measures
of financial distress and information opacity.

Keywords: Financial Constraints, Stock Price Crash Risk, Discretionary Accruals, Corporate
Governance, Tax Avoidance.
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