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Abstract

Because the risk of falling stock prices has a significant impact on investment decisions
and the optimal allocation of resources, it is essential to understand the factors affecting
this phenomenon and its underlying factors. Based on the rational stock pricing structure in
the Iranian capital market, this study measures the risk of falling stock prices and its
alignment with price bubbles. To analyze and test the research hypothesis, data related to
30 companies admitted to the Tehran Stock Exchange for the period 1390-1401 were
extracted. For this study, the stock price fall measurement model was estimated for the
sample companies, and then its efficiency was measured and evaluated with the Kupiec
test, and it was confirmed at a 95% confidence level. After estimating the capital assets
pricing models, this study used Bartlett, Lunn, and Brown-Forside tests to assess the
alignment between falling stock prices and bubbles. The results showed that there is no
alignment between the variance of the risk of falling stock prices and bubbles based on the
rational stock pricing structure in our country's context. Therefore, in our country, falling
stock prices in line with price bubbles are not based on rational stock pricing.
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Introduction

The subject of falling stock prices is a
complex, ambiguous, multifaceted, and
widespread phenomenon that cannot be
attributed to a specific factor with
certainty. A stock price crash is a
phenomenon in which the stock price
undergoes a sharp and sudden
adjustment, followed by a very large and
unusual negative change in the stock
price, and is considered a phenomenon
synonymous with negative skewness in
stock returns. Based on theoretical
foundations, the risk of falling stock
prices is influenced by a range of internal
and external factors such as financial
variables, business strategies, managerial
ability, information asymmetry,
macroeconomic  variables,  political
connections, investors' feelings, and
fulfilling social responsibilities of the
company. Nevertheless, in the accounting
and financial literature, the risk of falling
stock prices is mainly due to the
accumulation and  maintenance  of
negative news by management and its
sudden release in the market, creating
negative shocks and the formation of
changes in investors' beliefs about the
company's value, and as a result, the
successive reduction of prices and the fall
of stock prices. It seems that the
occurrence of the phenomenon of falling
stock prices, regardless of the reason or
consequences, is rooted in the formation
of a price bubble and incorrect pricing
due to the effect of the underlying
factor(s) that cause it. The formed price
bubbles cause incorrect pricing and
prevent asset valuation based on capital
asset pricing models. Given that in
previous research, stock price bubbles
have been evaluated and measured in
several ways, but so far in domestic
research, no research has been done to
measure price bubbles through capital
asset pricing models. Based on this, the
basic question of the current research is
whether there is an alignment between

the risk of falling stock prices and price
bubbles based on the rational stock
pricing structure in the environmental
conditions of our country.

Methods & Material

The current research is of a quantitative
type and because it is based on the
description of the real relationships
between the existing data that is
expressed in the form of a model, it is
considered descriptive research. For this
purpose, first, the real aspects of the
relations are known and then the model is
presented based on the hypothesis and the
relevant relations. In this research, first,
to complete the theoretical foundations,
the library method and the study of
reliable sources were used. Then, to
collect the research data, Rahavard Novin
software and the official website of the
Tehran Stock Exchange Company were
used. The time domain of the research is
the period between 2011 and 2022. The
statistical population of the research is the
companies admitted to the Tehran Stock
Exchange. Next, using a simple random
sampling method, 30 companies admitted
to the Tehran Stock Exchange were
selected as the research sample.

Funding

In the recent research, following the
research of Chen et al. (2001) and Andror
et al. (2016), first the stock price fall
measurement model was estimated for
the sample companies of the research and
then the validity of the model was
evaluated with the Kupiec test and it was
confirmed at a confidence level of 95%.
In the following, after estimating the
capital assets pricing models. To measure
the alignment of the risk of falling stock
prices with bubbles based on the rational
stock pricing structure, Bartlett, Levenr,
and Brown-Forsythe tests were used. The
results of the equality test of the variance
of the stock price fall risk with the price
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bubbles based on the rational stock
pricing structure showed that there is no
alignment between the stock price fall
risk variance and the bubbles based on
the rational stock pricing structure. These
results show that in the environmental
conditions of our country, standard
financial models, in which non-emotional
investors always force market prices to
equal their expected utility, cannot
provide a complete insight into asset
pricing anomalies in the conditions of
collapse and price bubbles. In other
words, in our country, the condition of
falling stock prices in line with the
formed price bubbles is not based on
rational stock pricing.

Conclusion & Results

Based on the results of the recent
research, it was determined that the
behavior model of investors in the
environmental conditions of our country
IS not consistent with classical and logical
financial models, and is more related to
behavioral financial models that are
based on mass behavior and the induction

of feelings and emotions, which are
defined as false beliefs about future cash
flows and risks, and significantly affect
the price of assets, and subsequently
cause the market to go out of balance. In
sum, recent evidence has violated the
concept of market efficiency and
recognized the impact of psychological
biases on investor behavior and asset
prices. The results of this research are in
line with the research of Fang et al.
(2022) and Perdomo Strauch (2020).
They showed that the reaction of market
prices to changes in the discount rate and
the hypothesis of market efficiency are
not aligned. In this regard, while paying
attention to behavioral models, it is
suggested that to protect the interests of
investors, encouraging and directing
indirect investment in the capital market
and using specialized consulting services
to find the right entry and exit point to the
market should be on the agenda and
should be given special attention to
investors so that the effects of emotions
and emotional decisions can be controlled
to some extent.
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Figure (1): Descriptive statistics of research variables
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Figure (2) static tests of Levin, Lin and Chui

Izl ool

i 055 g g

s

-4¢/M

s od s

BRSPS JEN W PR P phs <JYs

cw“jt_u fb‘)‘b .X_.,o).: QO QW\ Chw_).} L&hﬂ&:ﬁ

SR sl s

LF‘LL’ M\yﬁc(\’) OJK.:)‘ J&L>- C’.L:"L;‘Jaj"

bies s 5 oot o) bl 0o el



Yo Oan 5 T L) Mg

LgugL?QOT&}wr“}(WWL)L“MJM

555 00 A 40 el mlans b eead wblis

33 e s il Sl el (25
Q:—f“\)“ﬁ“—:%) v\_‘.i‘fgg_:bj)jﬁ(LLC)

b 3 O ey gl (0 b sl ¥ o,
Figure (3) static tests of Im, Pesaran and Shin
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Figure (4) Kao cointegration test
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Figure (5) average equation based on autoregression average moving cumulative
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Figure (6) measuring the fall of the stock market
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Figure (7) Kupiec test results to measure the efficiency of the estimated stock fall criterion
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Figure (9) fitting results of Fama-French three-factor asset pricing model
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Figure (10) The results of fitting the Fama and French five-factor asset pricing model
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