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Abstract

Idiosyncratic volatility puzzle and left tail risk anomaly are the most
persistent studied anomalies in empirical research in the field of asset
pricing. The aim of this study is to introduce the left tail risk as a driver for
creating idiosyncratic volatility. In addition, the present study is trying to
determine how the idiosyncratic volatility puzzle occurs. In this study,
univariate and bivariate portfolio analysis as well as Fama and Macbeth
(1973) regression have been used. For this purpose, the information of
companies listed in the Tehran stock exchange and Iran Fara bourse during
the years 1384 to 1398 has been used. The results of this study indicate the
existence of the idiosyncratic volatility puzzle and left tail risk anomaly in
the research sample. The idiosyncratic volatility puzzle is no longer detected
when idiosyncratic volatility-sorted portfolios are neutralized to left tail risk,
regression control for left tail risk and factor models include a left tail risk
factor. The left tail risk plays an important role to explain idiosyncratic
volatility puzzle. The reason for this explanation is the falling stock price
pressure with high left-tail risk on stocks with high unsystematic volatility.
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