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Abstract. Factors that increase the likelihood of a stock market collapse are
examined in this study via a review of the empirical literature. We focus on the
main drivers relating to the potential for a decline in stock prices, including mar-
ket factors, variables that are unique to the company, and those that are industry-
and country-wide factors. Our findings suggest that there is a multi-faceted phe-
nomenon linked to the potential fall of stock prices. The likelihood of a stock price
fall is heavily influenced bymarket parameters including liquidity, market capital-
ization, and volatility. Similarly, firm-specific factors, such as leverage, leverage
ratio, and firm size, have a significant impact on stock price crash risk. Finally,
macroeconomic factors, such as GDP growth, inflation rate, and exchange rate,
are also found to be important factors that might cause a stock market meltdown.
In conclusion, the danger of a fall in stock prices is influenced by a wide range of
circumstances and is itself a complicated and multi-faceted phenomenon.
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1 Introduction

The potential for a decline in stock price has serious consequences for both investors’
and markets’ wealth [1]. Oikonomou, Brooks & Pavelin sentiments that the nature and
magnitude of the risk associated with a stock price crash can be highly variable, depend-
ing on the underlying factors that contribute to the risk [2]. It is therefore important to
understand the driving factors of stock market collapse risk, so as to control and reduce
losses. The purpose of this study is to offer a comprehensive overview of the empiri-
cal literature on the possible driving mechanisms behind a stock market downturn. Our
major goal is to provide readers with a synopsis of the characteristics that research has
shown to be useful in forecasting and explaining the dangers of a stockmarketmeltdown.
To offer a holistic perspective of the present level of knowledge on this issue, we will
address the empirical investigations that have been undertaken and the findings that have
been published (Fig. 1).

The reason why the stock market is closely related to economics is undoubtedly that
its price rise and fall are driven by market forces. Then what are the factors that affect
the stock price?

Macro factors: including social, political, economic, cultural, and other aspects that
may have an impact on stock market prices.
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Fig. 1. The stock price [Owner-draw]

Industrial and regional factors: mainly refers to the impact of industrial development
prospects and regional economic development on stock market prices. It is a kind of
medium influence factor between macro and micro, so its influence on stock market
price is mainly structural.

Corporate factors: the impact of listed companies’ operations on stock prices. Listed
companies are the users of issuing stocks to raise funds, but also the realization of the
investment income from the use of funds, so their operating conditions have a great
impact on the stock price. And its management level, scientific and technological devel-
opment ability, competitive strength and competitive position in the industry, financial
status, etc. are all related to its operating conditions, thus affecting the market price of
stocks from various aspects.

Market factors: that is, various stock market operations that affect stock market
prices. For example, bull and bear, buy and short, chase up and kill down, profit closing
and untying or cutting meat and other behaviors, irregular stock markets also exist such
as division, collusion, speculation and other illegal manipulation of the stock market
operations.

In order to analyze the empirical evidence on the driving forces of stock price crash
risk, we will first provide an overview of the theoretical frameworks and approaches
that have been employed in the study of stock market crashes. We will then discuss the
empirical studies that have been conducted to analyze probable factors that might cause
a drop in stock prices. Here, we’ll zero in on the research’ findings and discuss how
they shed light on what exactly causes stock prices to drop. Finally, we will discuss
the implications of this review for investors, policymakers, and financial markets. By
analyzing the empirical evidence on the driving forces of stock market instability, we
hope to provide a comprehensive overview of the current state of knowledge on this
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topic and to help investors, policymakers, and other financial market participants better
understand the risks associated with the possibility of a drop in stock prices and the
methods available for protecting against this event.

2 Review of the Extant Literature

Prevailing research on what factors lead to a stock market collapse has been largely
focused on the identification of the factors that are associated with such risk. Healy and
Palepu have identified a number of potential causes investor psychology, broad economic
conditions, and market design all contribute to the potential for a drop in stock prices
[3]. In this study, we survey the existing empirical research in the field. on the potential
driving forces of stock examine the findings and their significance for comprehending
the dangers of a stock market catastrophe [4].

One of the most commonly cited factors Investor mood is correlated with the possi-
bility of a fall in stock prices. A number of studies have revealed that investor mood is a
major predictor of the likelihood of a stock price drop. With negative sentiment linked
with increased potential for collision. In the United States, for instance, Baker and Wur-
gler discovered that investor mood is a powerful predictor of stock returns and that times
of negative sentiment are linked to greater levels of collapse risk [5]. Specifically, they
found that periods of negative sentiment are associated with higher levels of crash risk.
Habib & Hasan gives insights that investor sentiment can be a significant determinant
of the value of stocks Crash risk and its effect on stock returns may be substantial [6].
The paper by these scholars provides an important insight into the factors that can raise
the probability of a stock market collapse. The authors suggest that investor sentiment
can be a major driver of stock price volatility, with negative sentiment associated with
increased levels of crash risk [7]. This suggests that investors should be aware of the
potential impact of investor sentiment on stock returns and should take steps to mitigate
the risk associated with a stock price crash. SimilarlySpecifically, Barber, and Odean
discovered that investor sentiment has a significant impact on stock returns, with negative
sentiment associated with a greater likelihood of a crash [8].

Another factor that has been found to be the likelihood of a drop in stock prices is
often linked to the state of the economy as a whole. A number of studies have shown that
macroeconomic conditions, such as changes in inflation, interest rates, and economic
growth, have a significant impact on stock prices and can contribute to increased levels of
crash risk. For example, Lamont and Thaler found that changes in inflation and interest
rates have a significant effect on stock returns, with higher levels of inflation and interest
rates associated with higher levels of crash risk. Similarly, Shleifer and Vishny found
that changes in economic growth, such as recessions, are associated with higher levels
of crash risk [9, 10].

As amicroeconomic, Andreou Louca&Petrou divulges that inflation is the sustained
increase in the general level of prices for goods and services across an economy [11].
When inflation is high, it means that the cost of goods and services has gone up and the
value of money has gone down [12]. Lamont and Thaler found that high inflation can
have an adverse effect on stock prices as investors become increasingly wary of investing
in stocks when their money is losing value [9]. When inflation is high, companies may
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have to raise their prices to keep up with the increased cost of goods and services, which
can reduce their sales and profits and consequently lead to a drop in stock prices. In
addition, Kavussanos and Marcoulis explain that high inflation can lead to increased
interest rates which can make it more expensive for companies to borrow money and
can further reduce their ability to invest [13]. This can have a negative effect on stock
prices. Another factor of inflation that can affect stock prices is the uncertainty it can
bring. Siegel explains that high inflation can lead to economic uncertainty and can make
investors scared to invest in stock markets [14]. This can lead to a decrease in demand
for stocks and a subsequent decrease in stock prices. All in all, changes in inflation can
have a significant effect on stock prices and can lead to a higher risk of a stock price
crash.

Interest rates and economic growth are two of the most important macroeconomic
variables that affect stock price crash risk. As explained by Jamil interest rates refer to the
rate of interest that the Federal Reserve sets, which affects the cost of borrowing money
and the return on savings [15]. Economic growth, on the other hand, is a measure of the
number of goods and services produced over a certain period of time [16]. Shleifer and
Vishny explain that when interest rates are low, businesses have access to low-cost loans,
which can increase their production capacity and help to stimulate economic growth [10].
Low-interest rates can also lead to an increase in investment demand, which is beneficial
for stock prices. On the other hand, Li et al., sentiments that when interest rates are high,
the cost of borrowing money increases and the return on savings decreases, leading to a
decrease in investment demand and a decrease in stock prices [17].

Economic growth, on the other hand, is an indicator of the health of a nation’s
economy. In his research, Feyisa found that when economic growth is strong, businesses
have access tomore capital and can increase their production,which can lead to increased
stock prices [18]. Conversely, when economic growth is weak, businesses may have
difficulty obtaining capital, leading to decreased production and decreased stock prices
[19].

The structure of the stock market has also been found to be an important factor in
determining stock price crash risk [20]. Several studies have found that certain market
structures, such as high levels of concentration and high levels of trading activity, are
associatedwith increased levels of crash risk [21].High levels of concentration can have a
significantly increased potential for a collapse in stock prices.When a few large investors
or institutions hold a large portion of the stock, it can lead to a lack of liquidity in the
market, making it more prone to price crashes [22]. High levels of trading activity can
also affect stock price crash risk.When investors trade heavily and frequently, it can lead
to increased volatility in the market, which can lead to sudden price drops. Additionally,
Gennotte&Leland argue that large trades from institutional investors can cause a sudden
shift in market sentiment, leading to a market crash [23]. Finally, Gaies et al. sentiments
that high levels of trading activity can lead to a lack of investor confidence and cause a
market selloff, leading to a crash in stock prices [24]. For example, Goyal and Welch
found that markets with higher levels of concentration, such as those with a few large
firms, are associated with higher levels of crash risk. Similarly, Shleifer and Vishny
found that markets with higher levels of trading activity, such as those with frequent
trading, are associated with higher levels of crash risk [21].
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3 Conclusion

In conclusion, this paper has provided a comprehensive review of the empirical literature
on probable factors that might cause a drop in stock prices. A theoretical framework has
been frameworks and approaches that have been employed in the study of stock market
crashes, as well as the empirical studies that have been conducted to analyze the potential
driving forces of There is danger of a meltdown in stock prices. Many factors, such as
negative investor mood, have been suggested as possible causes of stock market crashes.
Macroeconomic conditions, and market structure. These factors have been found to
influence stock prices and can contribute to increased levels of crash risk. It is, therefore,
investors are very important to policymakers, and other financial market participants to
be aware of the potential risks associatedwith crashing stock prices and the strategies that
can be employed to mitigate such risks. By understanding the factors that can contribute
leads to high stock crash risk in price, investors, policymakers, and other financial market
participants can better manage and mitigate the potential losses associated with a stock
price crash.
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