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Abstract

The main objective of the present study is to assess the relationship between financial constraints and stock price
crash risk. In other words, this paper seeks to answer “whether financial constraints can lead to the decline of stock
price crash risk or not”. The study method is descriptive correlation based on published information from listed firms
on the Tehran Stock Exchange from 2012 to 2019, with a selected sample that includes 119 firms (952 observations).
The method used for hypothesis testing is linear regression using the integrated data. The obtained results from
hypothesis testing show a positive and significant relationship between financial constraints and stock price crash risk,
which means the more financial constraints in Iranian business firms, the higher the risk of stock price crash. Since
this paper is carried out in an emergent financial market, like Iran, that is highly competitive with severe economic
sanctions and high inflation, it can provide helpful information in this area for the readers and contribute to the
development of science and knowledge.
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1 Introduction

One of the most critical concerns faced by investors and shareholders of firms is the stock price crash risk, which
can be prevented by knowing its affecting factors. Falling stock prices are a huge and unusual negative change in stock
prices that occurs without a significant economic event and is considered a phenomenon synonymous with negative
skewness in stock returns [27].

The fall in stock prices is due to its internal information management. According to agency theory, conflict of
interest between shareholders and management tends to hide managers’ bad news. This, in turn, leads to fraudulent
financial reporting by managers. Biased financial reporting helps managers benefit by intervening in the financial
decision-making process [43].

Studies (e.g., Jin and Myers [30]; Hutton et al. [27]) attribute the stock price crash risk to management hoarding
bad news. In particular, managers have incentives to hide bad news for business reasons and short-term compensation
(Jin and Myers [30]; Kothari et al. [37]; Baginski et al. [1]). However, there is a certain range to which it can be
very costly or difficult for managers to hide bad news, but they usually cannot predict when it will reach this point
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[23]. Once this threshold is reached, not all bad news stored can be kept in one place, so some bad news is revealed,
which leads to a sudden and dramatic fall in stock prices, i.e., falling stock prices (Chen et al. [9]; Hutton et al. [27]).
Accordingly, the risk of falling stock prices indicates the possibility of falling stock prices due to hoarding of bad news
that will lead to falling stock prices (e.g. Jin and Myers 2006; Hutton et al. [27]).

On the other hand, if the bad news is released to the market in time and the stock price falls, there will be no
incorrect stock pricing and no incentive for conscious insider trading. In other words, the conscious sale of an insider is
only possible when the disclosure of bad news is delayed, and as a result, the stock price is over-announced. However,
it is difficult to determine empirically whether a particular piece of bad news was hidden before it was published.
Thus, in contrast to the various corporate bad news events studied in the previous domestic trading literature, the
stock price crash risk provides a powerful public environment in which managerial incentives in opportunistic domestic
after-sales are examined. Although managers usually cannot predict exactly where their firm’s stock price will actually
fall, they may still be able to assess the likelihood of such an event.

The bad news about the firm leads to investors being reluctant to invest in the firm, which increases the cost
of financing and ultimately leads to financial constraints. Financial constraints refer to the amount of cash needed
to invest in a firm greater than the business unit’s available and receivable cash (He et al., 2021). In other words,
the business unit cannot provide the required funds through internal or external sources [24]. Measuring financial
constraints is very difficult for foreign investors who do not have private information. Even if they do achieve financial
constraints, they may not be able to grasp the implications of financial constraints for future stock price crashes.
Because of this, people outside the firm can hardly assess the amount of bad news and possibly falling stock prices [6].

In business units, managers’ decisions are wary with or without financial restrictions, and stock prices may be
affected differently in such firms. According to He and Ren [24], financial constraints reduce the firm’s value and
expose them to stock price fluctuations. Firms seek financing through loans to escape financial constraints, but
financing costs can be high for firms. Therefore, managers hide bad news to show the desirability of the firm’s
situation. These factors may eventually lead to drastic price changes in stock prices and falling stock prices.

The present study is important in several respects: First, previous research [9] examined the impact of financial
information transparency, tax avoidance, and corporate governance on stock price risk, and little research (He and
Ren, [24]). Moradi et al., [43]) have examined the impact of financial constraints on stock price risk. Because financial
constraints motivate firm executives to hide negative business unit information from shareholders, and concealing bad
firm news may eventually cause stock prices to fall, it will be important to examine the effects. Second, capital market
analysts, accounting professional associations, and stockbrokers around the world are always looking for answers to
the question, what are the causes of financial constraints and the risk of falling stock prices? What are the solutions
to prevent these phenomena, and what are the warning signs?

Exploring this issue can be particularly crucial in Iran, which has witnessed severe fluctuations in the stock market
during the last years. Further, since tough economic and political sanctions have severely influenced Iran in the
previous years, the Tehran Stock Exchange suddenly fell sharply due to the withdrawal of the United States from the
JCPOA. Therefore, the present study investigates the effect of financial constraints on the stock price crash risk of
firms listed in the Iranian stock market.

2 Theoretical Foundations and Hypotheses Development

2.1 Stock Price Crash risk

Falling stock prices is defined as a phenomenon synonymous with the negative skewness of stock returns: Stock
falling is a rare phenomenon in the capital market which occurs when a firm-specific monthly return over some time,
2/3 standard deviation, is lower than the average monthly specific return of the firm during the same period (Hutton,
Marcus and Tehranian, [27]). This definition is based on the statistical concept that assuming the normal distribution
of the firm’s specific monthly return, fluctuations between the average plus 3.2 standard deviations and the average
minus 3.2 standard deviations are considered normal fluctuations and fluctuations outside this distance are considered
abnormal. Given that the fall in stock prices is an abnormal fluctuation, the number 3.2 is considered the boundary
between normal and abnormal fluctuations [27].

Falling stock prices are referred to as a phenomenon in which there is a sudden and negative revision of investors’
expectations about a firm’s stock, and also complex investors have lower risk and higher expectations which are closer
to objective criteria than other investors with a lower level of complexity, [50]. Some results also indicate that investors’
behaviour affects stock market trading, so optimism has a negative effect on trading volume, and pessimism has a
positive effect [45].
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In a recent study, Kim, Wang and Zhang [36] identified two main components of falling stock prices:

The first is the firm’s management, which, due to selfish motives for its personal interests or benevolence for the
organisation’s goals, overestimates the firm’s performance by delaying the dissemination of bad news and accelerating
the dissemination of good news. It creates a bubble in the firm’s stock price.

The second is the firm’s accounting system, which allows the manager to perform the above actions. The manager’s
ability is only positively associated with the risk of falling stock prices when the manager’s distrust is high, and when
there are weak internal controls, inconsistencies in investor beliefs, and high information asymmetry, the combined
effect of manager distrust and manager’s ability on the risk of corporate collapse will be more obvious [41].

2.2 Financial Limitations

Financial resources are essential for investment in order for firms to survive. However, many firms in developing
countries rank low due to information asymmetries and market representation problems, which have been a barrier
to corporate investment and economic growth (Ullah, [51]; Xu et al., [54]). Fazzari et al. [18] put forth the financial
constraint hypothesis according to the theory of information asymmetry. Due to information asymmetry, more trans-
action costs and information costs will be imposed on the firm and in total the firm’s financing costs will increase
and the firm’s external operations will be subject to restrictions and this will cause businesses to rely on domestic
cash flow in their investment activities, and when the difference between domestic and foreign financing increases, the
financing constraint becomes more apparent [54].

Financial constraints occur when there is a significant difference between the cost of external financing and the
opportunity cost of domestic capital (Whited, [52]; Kaplan and Zingales, [31]). As a result, limited firms cannot
finance projects with a positive net present value. Financial constraints refer to the difficulty of receiving external
funds when firms are faced with better investment opportunities [54]. Factors that can reduce financial constraints
have been explored in previous research, such as ownership structure [13], political affiliation [14], product market
competition [4] and corporate governance [2].

Several studies have shown that financial constraints have a negative effect on corporate dividend policy (Pathan
et al., [44]; Chen and Wang, [11]; DeAngelo, [15]). Recent studies show that firms with financial constraints pay
dividends to shareholders, and the number of firms with financial constraints and dividend payments increases over
time (Skinner and Soltes, [50]; Jiang and Stark, [29]). This suggests that firms with financial constraints are motivated
to reduce future external financing costs by using dividends to build and enhance good reputations (Li and Zhao, [40];
Cheng et al., [12]).

Firms with financial constraints are more likely to issue more stocks when their stocks are overvalued, while firms
with no constraints prefer to issue debt [8]. Further, it can be said that older and larger firms face fewer financial
constraints [28].

3 Explaining the relationship between financial constraints and stock price crash risk

The main goal of investors is to invest in business units to make a profit and maximize their profits. Therefore,
the risk of stock price falls will greatly affect their decisions [9]. Given the importance of falling stock prices, it is
important to examine the factors that affect it, such as financial constraints. Financial constraints prevent financing
for all desirable investments. Inability to finance the investment may be due to poor credit conditions and inability to
obtain a loan or inability to issue new shares. Financial constraints increase the cost of financing. Therefore, managers
hide bad news to reduce financing costs (Jin and Myers, [30]; Bleck and Liu, [41]; Hutton et al., [27]; Benmelech et
al., [3]; Kim et al., [32]; Kim and Zhang, [35]; Chang et al., [7]; Hong et al., [25]).

The amount of negative information that managers can hide varies from business to business. If there is information
asymmetry between the manager and the investor, the cost of not disclosing negative information and accumulating
it within the firm will be less than its benefits. Therefore, managers are motivated not to disclose the negative news
they have accumulated within the firm [37]. On the other hand, bad news hoarding mechanisms predict that financial
constraints positively relate to the stock price crash risk. This section further examines the circumstances under which
financial constraints may affect the stock price crash risk. First, managers may prefer not to hide bad news so that
stock prices will swell and fall less in the future. Managers’ decisions to prevent bad news depending on the trade-off
between the benefits of adequate external funding and the costs associated with potential reputational losses and
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the threat of litigation. Previous studies have shown that early disclosure of bad news may reduce the likelihood of
litigation and the expected costs of litigation (Skinner, [47]; Skinner, [48]; Field et al., [19]; Donelson et al., [17]).

Although legal and credit costs are expected to be high, managers may choose not to hide bad news. However,
hoarding of bad news is unlikely to be detected by outsiders who generally do not have access to the firm’s private
information. Therefore, we assume that managers in financially constrained firms tend to hide bad news because the
risk of identifying them will be minimal.

Second, if investors can detect a financial constraint and assess its consequences for hoarding bad news and the
possibility of default, financially constrained stocks will be discounted immediately by investors so that stock prices
do not rise in a way that is likely to fall significantly. A particular point in such cases is that it is difficult for foreign
investors to assess and understand the negative information associated with financial constraints on associated risks
and future returns. If investors can understand a financial constraint and assess its relationship to increased risk,
they will need to take a higher risk to offset the higher risk they incur. In such a case, we should see a positive
correlation between financial constraints and return on equity. However, empirical evidence (e.g., Lamont et al., [38];
Whited and Wu, [53]; Livdan et al., [42]) shows that financially constrained stocks yield significantly higher returns
than unrestricted stocks, which suggests that investors may not be able to assess the impact of information related to
financial constraints on stock prices (Dichev, [16]; Campbell et al., [6]; George and Hwang, [20]).

On the other hand, the accumulation of negative information in the business unit leads to a fall in stock prices
because the concealment of bad news has a range that cannot be maintained and hidden more than that (He and Ren,
[24]). According to Jin and Myers [30], managers tend to bear some of the costs of concealing the performance of firms
with financial distress so as not to jeopardize their job position and somehow maintain their job position. Although
the spread of bad news does not prevent managers from maintaining their position, the sudden arrival of negative
information also causes stock prices to fall. The maximum extent to which managers can hide bad news varies from
firm to environment in unforeseen circumstances. And it creates the problem for managers that they cannot predict
the holding threshold of bad news and prevent stock price crashes (He et al., 2021).

Conflict of interest is a factor that causes managers to accumulate bad news so as not to jeopardize their personal
interests (He, 2015)—the more motivation to hide negative news, the more likely that stock prices will fall. Now,
suppose the business unit also faces financial constraints to be able to provide the financing it needs. In that case, it
will have more incentive to hide negative news in the business unit, so the accumulation of bad news due to financial
constraints can Double the probability of a stock price crash [24].

Kim et al. [36] showed that failed R&D projects of financially constrained firms could worsen investors’ expectations
about such firms’ survival risk and competitive position. Some research has shown that funding constraints have a
negative effect on research and development investment (Zhang, [55]; Chen and Yang, [10]). Gu [21] and Li [39]
showed that for firms with financial constraints, the impact of research and development on firm value is stronger
than in firms without constraints. Huang, Xiong and Xiao [26] found a negative relationship between managerial
ability and corporate financial constraints and showed that managerial ability to reduce financial constraints by
reducing information asymmetry, reducing agency conflicts, and increasing firm profitability. They also stated that
the financial constraints of private firms are more severe than those of state-owned and foreign firms and that the
effect of management’s ability to reduce financial constraints is more pronounced for private firms. Ryan [46] shows
that banks with more market power impose more financial restrictions on small and medium-sized firms in European
countries.

Regarding the theoretical principles and the studies analyzed, the research hypothesis is as follows:
There is a positive and significant relationship between financial constraints and stock price crash risk.

4 Research methodology

This paper is causal-correlational, and in terms of methodology, it is quasi-experimental, and retrospective in the
realm of positive accounting studies carried out with real information. This paper is practical in terms of nature and
objectives. Practical studies aim to develop knowledge within a certain field. However, this paper is causal-correlational
in terms of data collection and analysis.

5 Research Population

The statistical population of this paper includes all listed firms on Tehran Stock Exchange from 2012 to 2019. The
systematic elimination method is used for sampling, and the statistical sample is selected after applying the following
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conditions:

1- companies must have been listed on the Tehran Stock Exchange by the end of 2011.

2- companies should constantly be active, and their shares should be transacted during the period of the study
(with no more than 6 months of transaction halt)

3- companies must have fully provided the financial information required to conduct this research during the research
period.

4- Companies must not be affiliated with investment companies, banks, insurance and financial intermediaries.
Regarding the information gathered at the end of 2019, the final sample is obtained and depicted in Table 1.

Table 1: the number of firms in the statistical population by imposing the conditions for selecting the sample
Description Eliminated firms in to-

tal periods
Total No. of firms

Total listed firms on Tehran Stock Exchange 395
Eliminating financial intermediaries, financial supply, insurance, and invest-
ment firms

88

Firms with more than 6 months of transaction halt 24
Eliminating firms entered the Stock Exchange during the study period 112
Eliminating due to lack of access to information 52
Statistical population 119

6 Data Collection Method

The required data for the study are collected based on their types from different resources. The information related
to the study’s literature and theoretical facts was gathered from library resources, including Persian and Latin books
and journals and Internet websites. The information related to firms (balance sheets and profit and loss statements)
is used as the research tool. Raw information and data necessary to test the hypotheses were collected from the
database of the Tehran Stock Exchange, including Tadbir Pardaz and Rahvard Novin, as well as reports published
by the Tehran Stock Exchange Organization through direct reference to them. Other necessary resources will also be
collected.

7 Data Analysis

The data analysis method is cross-sectional and year-by-year (panel data). This paper uses the multivariate linear
regression model for hypothesis testing. Descriptive and inferential statistical methods are used for analyzing the
obtained data. Hence, the frequency distribution table describes data at the inferential level. The F-Limer, Hausman
test, normality test, and a multivariate linear regression model are used for hypothesis testing.

8 Research Model

The following model is used for testing the hypothesis:

Research model:

rash =a0 + a1FCit
+ a2sizeit + a3Levit + a4ROAit + a5RDit + a6MBit (8.1)

+ a7ageit + a8Currentit + a9Retit + a10Y earit + a11industryit + ϵit (8.2)

where
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9 Research variables:

9.1 Dependent variables: stock price crash risk (Crash):

Stock price crash risk; according to the definition of Hutton et al. [27] and Kim et al. [36], if the stock price
has declined severely during the period under study, the stock price will collapse period. Since severe drops in the
stock price may occur due to the public decline of prices in the market, the public status of the market should also be
considered, and the severe decline of the stock return should be analyzed regarding the market return. So, to calculate
the net return of the firm, the following time series regression model should be used:
Model (3)

Ri,t = β0 + β1Rm,t−2 + β2Rm,t−1 + β3Rm,t + β4Rmt + 1 + β5Rm,t + 2 + ϵi,t

In the equation above, Ri is the monthly frim return, Rm is the monthly return of the market, and t is the year
months. The residuals of the equation are the net return of the firm in proportion to the market (in fact, the higher
the amount of model residuals, the higher the net return would be) to make their distribution close to the normal
distribution using the following equation:

Wit = ln(1 + ϵi,t) (9.1)

In this equation, Wit is the net return of the firm. According to the definition, by assuming the normality of net
return distribution, the collapse period is when the net return of the firm is 3.09 standard deviations less than the net
mean return. According to Kim et al. [32], if a firm experiences the crash period once, it is 1; otherwise, 0 will be
assigned.

10 Independent variable:

Financial constraints (FC): financial constraint indicator of Kaplan and Zingles [31] is calculated as follows:

KZ4 = −1.002 ∗ CF + 0.383 ∗QTobin+ 3.139 ∗ LEV − 39.368 ∗DIV − 1.315 ∗ C

where CF : operational cash flow divided by assets; Q Tobin: Tobin’s Q index; LEV : debt to assets ratio; DIV :
dividend; C: cash inventory to assets ratio.

11 Control variables:

SIZE (firm size): natural logarithm of sample firm assets

LEV (financial leverage): total liabilities to total assets of the firm

ROA (rate of return on assets): net profit to total assets

R& D: costs of research and development are equal to total research and development costs in the year under study

MB: market value to book value of equity, that is equal to market value to book value of equity of the shareholders

AGE (firm age): time lapse between the establishment date and the year under study

CURRENT (current ratio): current properties divided by current debts

RET (firm stock return): firm return rate in the year under study

YEAR: dummy variable of the year

INDUSTRY: dummy variable of industry

12 Data analysis

12.1 Descriptive statistics

This paper uses a model to assess the relationship between political connections and stock price crash risk on the
Tehran Stock Exchange listed firms. Besides, the present study has inserted the panel data of 119 Iranian firms from
2012 to 2019 into its database. The variables of political connections, stock price crash risk, and a series of control
variables are used to estimate the model. Table 2 displays the information related to the model’s variables for firms.
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Table 2: Descriptive statistic results

Variable Obs Mean Std. Dev. Min Max
crush 952 0.001 0.117 −0.268 0.738
FC 952 2.06e−10 0.303 −0.370 0.942
SIZE 952 9.61 23.13 0.17 194.65
LEV 952 0.57 0.18 0.04 1.27
ROA 952 0.12 0.13 −0.37 0.61
R&D 952 20.11 100.32 0.00 750.00
AGE 952 39.05 13.04 13.00 72.00

Current 952 1.51 0.98 0.21 9.43
RET 952 0.68 1.30 −1.08 9.10
year 952 2016 2.29 2013 2020

13 F-Limer Test Results

To estimate the model, first, we should analyze using the F test whether the data are pooled or panel. The null
hypothesis in this test expresses that data are pooled, and hypothesis 1 declares that data are panel. In case after
performing the F test, H0 is rejected, the question is based on which models of fixed effects or random effects the
model is analyzable, which is determined by the Hausman test. Regarding the results of the pooled test reported in
the following table, the null hypothesis concerning the panel data is rejected. Hence, a model with pooled data should
be used to estimate the model’s coefficients.

Table 3: F-limer test results

Models F-statistic Prob Results
Model1 0.57 0.9999 Pooled

14 Collinearity Test of model (1)

Table 4 shows the results of the collinearity test in model (1).

Table 4: Multicollinearity results

Variables VIF 1/VIF
Lev 2.12 0.471
Roa 1.78 0.562

Current 1.69 0.591
R&d 1.16 0.861
SIZE 1.15 0.871
FC 1.09 0.913
Ret 1.08 0.928
age 1.01 0.992

Mean VIF 1.39

As can be seen in the table, given the obtained VIF statistic that is less than 10 for all variables, there is no
collinearity between no model variables. Hence, there is no collinearity problem in the regression.
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Table 5: Correlation matrix

crush FC SIZE LEV ROA R&D AGE Current RET
crush 1.000
FC 0.017 1.000
SIZE −0.013 −0.012 1.000
LEV −0.020 0.000 0.013 1.000
ROA 0.052 −0.223 0.014 −0.583 1.000
R&D 0.003 −0.051 0.335 −0.144 0.086 1.000
AGE 0.005 0.051 0.012 0.018 0.017 −0.031 1.000

Current 0.008 −0.053 −0.091 −0.625 0.447 0.061 −0.015 1.000
RET 0.018 −0.004 −0.033 −0.084 0.242 0.025 −0.021 0.071 1.000

15 Correlation matrix of model (1)

The sensitivity analysis test assesses the relationship between used variables in the model two-by-two, the output
of which is the above matrix. Since it analyzes the correlation between the variable and itself, the diameter of this
matrix is always 1. This means complete correlation, and the more the figures closer to 1, the higher the correlation
and the closer the figures to 0, the lower the correlation. The correlation interval is between −1 and +1, where negative
figures show inverse correlation and positive figures indicate direct correlation.

16 Results of model estimation

16.1 The following model is used to test the hypothesis of the study:

Research model

Crash =a0 + a1FCit
+ a2sizeit + a3Levit + a4ROAit + a5RDit

+ a6MBit + a7ageit + a8Currentit + a9Retit + a10Y earit + a11industryit + ϵit

17 Results of model (1) specification test

In order to make sure of the functional form of the designed model in chapter three, the Ramsey Reset Specification
Test is used after regression. The test’s null hypothesis is the absence of omitted variable in the selected model. Given
the table results, the F statistic of the Ramsey test is 0.39, which is smaller than the critical value in the table, so the
null hypothesis concerning the absence of omitted variable is confirmed in the model.

Table 6: Ramsey Reset Test

Models F-statistic Prob
model 10.39 0.7618

Moreover, the heterogeneous variance of the disruptive component is assessed before estimating the model. Re-
garding the obtained results in Table 7, the obtained chi-square statistic value is 9.31, higher than the chi-square value
in the table, and the null hypothesis concerning variance homogeneity is not confirmed. Hence, disruptive components
of the research model are not of homogeneous variance. Besides, the serial correlation of disruptive components is also
assessed, and there is no serial correlation in the model based on the obtained results in table 8.

As can be seen in table 9, there is a positive and significant relationship between financial constraints and stock
price crash risk since, according to the table, the p-value of the variable is 0.024 is smaller than the 0.05 significance
level, and its coefficient is the positive figure of 0.014 showing that a positive and significant relationship exists between
the variable and stock price crash risk. That means financial constraints in Iranian firms would lead to an increase in
stock price crash risk. Since the p-value of the model is 0.04, the model enjoys sufficient significance.
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Table 7: Heteroskedasticity test results

Models F-statistic Prob
model 9.31 0.0023

Table 8: Autocorrelation results

Models F-statistic Prob
model 10.102 0.0019

Table 9: The results of first hypothesis

Variable Coefficient Std. Err statistic Prob
FC 0.014 0.006 2.25 0.024
SIZE −0.0001 0.002 −0.52 0.601
LEV 0.009 0.004 2.26 0.024
ROA 0.068 0.039 1.72 0.086
R&D 0.69 0.030 2.30 0.021
AGE 0.003 0.001 4.64 0.000

Current −0.002 0.005 −0.39 0.698
RET 0.007 0.001 5.40 0.000
CONS −0.011 0.026 −0.42 0.672

Wald chi 2 (8) 31.83
Prob > chi 2 0.0042

18 Discussion and conclusion

The present study assessed whether or not financial constraints are associated with the stock price crash risk. On
the one hand, firms with financial constraints are highly motivated to hide bad news to supply their external financial
resources for a long time. The stock price will be incrementally overvalued by concealing bad news, resulting in a
higher risk of a stock price crash in the future. On the other hand, firms with financial constraints are exposed to a
higher risk of default and are more likely to suffer from stock price crashes. According to such rationales, there are
more strong observations concerning the positive correlation between financial constraints and stock price crash risk.
According to the results of hypothesis testing expressed in the data analysis section, there is a positive and significant
relationship between financial constraints and stock price crash risk, which means firms with financial constraints will
face a more severe drop in stock price. Such observations also confirm our causal inference that financial constraints
lead to stock price crash risk and show that external investors are less likely to generalize the consequences of financial
constraints for stock price crash risk in future. The results of the study are in line with that of He & Ren, [24]; Moradi
et al., [43]; Habib et al., [22] who declare that those firms with financial constraints experience a higher risk of the stock
price crash since firms with such an issue will lose appropriate opportunities for investment and on the other hand,
bear more costs for gaining capital. Under such circumstances, managers attempting to lower capital growth costs
embark on manipulating and concealing the firm’s status information. As a result, due to hiding negative information,
the hidden information bubble will burst and lead to an extreme decline in the firm’s stock price. Regarding the
obtained findings, we recommend to investors, creditors, and analysts of the capital market to consider the probable
indicators of a stock price crash outbreak, including high accruals and financial constraints, like the present study,
before investing in firms since the accumulation of information causes a severe loss and stock price crash and bad
news, according to the results of the study and that of previous ones (He & Ren, [24]; Moradi et al., [43]; Habib et
al., [22]) will cause the effect of financial constraints on stock price crash risk.
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