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The effect of conservatism and retained cash on abnormal stock
returns

Masoumeh Pour Rajabi Chahardah *

Abstract

The main objective of this study is to investigate the effect of conservatism and
retained cash on abnormal stock returns. The statistical sample of the study consists of
140 companies that were selected from among the companies listed on the Tehran
Stock Exchange during the period 1397 to 1402. In the present study, the validity of
the research hypotheses was examined using mixed data and the generalized least
squares method. The findings of the study indicate that an increase in cash balance
leads to an increase in abnormal stock returns, while conservatism reduces them. At
the same time, the results also indicate that an increase in the intervening variables of
cash balance and market leverage leads to a decrease in the market value of cash held,
but by entering the conservatism factor into the model, the reducing effects of the
above two factors on the market value of cash are adjusted, and as a result, the final
value of a rial change in cash held increases as a result of the inclusion of the
conservatism factor.
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