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Abstract

In the institutional theory framework, organizational culture is recognized as a significant factor influencing
organizational behavior, which can affect the stock price crash risk. The primary objective of this research is
to examine the impact of organizational culture on the stock price crash risk. Data from 124 companies listed
on the Tehran Stock Exchange over ten years from 2012 to 2021 were selected, and the hypotheses were tested
using multiple linear regression and panel data models. Organizational culture was assessed through four
quadrants (control-oriented, Creation-oriented, collaboration-oriented, and competition-oriented) utilizing a
text analysis approach and software tools including Adobe Acrobat, Microsoft Edge, and OCR (using Python
programming language). According to the hypotheses, the findings indicated that organizational culture, as
represented by the control-oriented, creativity-oriented, collaboration-oriented, and competition-oriented
guadrants, does not influence the stock price crash risk. However, at a 90% confidence level, collaboration-
oriented and creativity-oriented cultures positively affect the stock price crash risk. Contrary to the institutional
theory perspective, the results revealed that in the economic environment of Iran, organizational culture does
not significantly influence the opportunistic behavior of company managers, preventing any changes in the
accumulation or disclosure of bad news by them. Measuring organizational culture through a text analysis
approach in the framework of the four cultural quadrants and examining its impact on the stock price crash
risk contributes to a better understanding of the relationship between organizational culture and stock price
crash risk.

Keywords: Institutional Theory, Managerial Opportunism, Organizational Culture, Stock Price Crash Risk.

Introduction

Stock price crash risk refers to the probability of a severe and unexpected decrease in stock value, which leads
to a reduction in shareholder wealth. A group of researchers suggests that some managers engage in behaviors
such as withholding bad news related to the company due to motives like wealth preservation, bonus contracts,
tax evasion, job security, and ultimately maximizing their benefits. In other words, managers tend to
strategically withhold negative news about the organization and loss-making projects during such times. This
can lead to the accumulation of bad news regarding the fundamental status and performance of the
organization. In these circumstances, the delay in releasing bad news results in excessive optimism among
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investors regarding the company's future growth. On the other hand, there is always a certain threshold for the
accumulation of negative news; when the accumulated news reaches this level, it suddenly floods the market,
prompting a revision of investors' previous beliefs and ultimately resulting in a significant drop in the
company's stock price in the capital market.

According to institutional theory, environmental factors such as political, social, and cultural pressures
influence organizational behavior. This theory describes the social interactions within organizations and
demonstrates how these pressures become institutionalized and manifest as accepted rules and common
behaviors. Within the framework of institutional theory, the present research aims to examine the impact of
organizational culture as an environmental characteristic on the stock price crash risk in the Iranian economic
environment. Understanding and awareness of the factors influencing stock price crash risk are essential for
investor decision-making and risk management. There are three main reasons for understanding the
determinants of stock price crash risk. First, the crash risk cannot be eliminated through portfolio strategies;
second, high stock price crash risk leads to undesirable consequences, such as high audit costs for clients and
a slow adjustment of leverage; third, significant stock price crash risk negatively impacts investor wealth and
the stability of the financial market. Most studies concerning the factors influencing stock price crash risk into
two categories. The first category examines the positive factors affecting the risk of stock price decline, while
the second category focuses on the negative factors influencing this risk. Furthermore, a growing body of
literature has explored the determinants of stock price crash risk from the perspective of social norms, such as
national culture.

Accordingly, the main question that arises is: What impact does organizational culture have on the stock price
crash risk? To answer this primary research question, the four quadrants of organizational culture—control-
oriented, competition-oriented, collaboration-oriented, and Creation-oriented quadrants—are introduced
within the framework of competitive values proposed by Quinn and Rohrbaugh (1981). This is assessed using
a text analysis approach, following Behndari et al. (2022), to obtain the average cumulative scores for each
cultural quadrant (both overall and by industry). Subsequently, the stock price crash risk is calculated following
Andreu et al. (2021) using two metrics: the negative skewness of stock returns and low upward volatility.
Finally, the relationship between the cultural quadrants and the stock price crash risk is tested through
regression models.

Methods & Material

This research is classified as empirical research and falls under applied research in terms of purpose. The study
is descriptive-correlational and retrospective, as it uses historical data to test the hypotheses. For this research,
financial data from companies were collected and analyzed using panel data analysis and multivariate
regression methods. The tests include descriptive statistics of the variables, and to determine the degree of
relationship between the research variables, multivariate regression coefficients were employed. The sample
consists of 104 companies listed on the Tehran Stock Exchange during the period from 2012 to 2021, selected
based on specific screening criteria, which are as follows: a) the fiscal year of the selected companies must
end in March of each year; b) they should not have trading pauses exceeding three months; ¢) the companies'
information must be available for the specified year; d) there should be no changes in the fiscal year during
the research period; e) they must be manufacturing companies; f) they should not have accumulated losses
during the research period; and g) their industries must consist of at least four companies.

Findings

The first to fourth hypotheses of the research claim that organizational culture (control-oriented, competition-
oriented, creativity-oriented, and collaboration-oriented) influences the risk of stock price decline within the
framework of institutional theory. The results of the hypothesis tests using the first measure of stock price
crash risk indicated that in all four quadrants of organizational culture, the significance level of the independent
variable is greater than 5 percent when using the negative skewness of stock returns (stock price crash risk).
Therefore, there is no significant relationship between organizational culture and the stock price crash risk at
the 95 percent level. In other words, none of the quadrants of organizational culture affect the stock price crash
risk based on this measure. Consequently, all research hypotheses are rejected using the first measure of stock
price crash risk. However, at a 90 percent confidence level, collaboration-oriented and creativity-oriented
cultures positively influence the stock price crash risk.
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The results of the hypothesis tests using the second measure of stock price crash risk (low upward volatility)
indicated that in all four quadrants of organizational culture, the significance level of the independent variable
is greater than 5 percent when using the second risk measure. Thus, there is no significant relationship between
organizational culture and the stock price crash risk at the 95 percent level. This means that none of the
quadrants of organizational culture affect the stock price crash risk based on this measure. Therefore, all
research hypotheses are rejected using the second measure of stock price crash risk.

Conclusion & Results

Considering that the hypotheses were logically sound from a theoretical perspective but did not establish an
empirical connection, several points can be made: 1) The existence of various industries can be considered a
reason for rejecting the research hypotheses. Since organizational culture can differ significantly from one
industry to another, if the hypothesis testing had been conducted by industry, the hypotheses might have been
confirmed. 2) Additionally, given that the economic environment in Iran has been in a particular state in recent
years due to external conditions, including international sanctions, and that organizational culture is influenced
by political and economic conditions, the environmental conditions of Iran's economy can also be a reason for
rejecting the research hypotheses. The findings of this research are consistent with the results of studies by
Kordestani and Khatami (2016), Moradi and Karami (2019), and Mousavi et al. (2016).

This study examined one of the factors influencing the stock price crash risk., namely organizational culture,
within the framework of four cultural quadrants. It is suggested that future research should investigate the
impact of the country's political and economic conditions on the relationship between organizational culture
and the risk of stock price decline. For example, it could be proposed that the research hypotheses be examined
and tested before and after the imposition of international sanctions on the country's economy. Furthermore,
to enhance the understanding of the impact of organizational culture on the risk of stock price crash risk, future
studies should conduct a detailed analysis across different industries to identify the potential effects of
organizational culture in each sector. Additionally, conducting similar studies in other countries and comparing
the results with those from Iran could contribute to a better understanding of this subject and the relevant
literature.
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Table 6: Results of Heteroscedasticity Tests
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Table 7: Analysis of the Relationship Between Organizational Culture and Stock Price Crash Risk (Negative Skewness of
Stock Returns)
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Table 8: Analysis of the Relationship Between Organizational Culture and Stock Price Crash Risk (Down-to-Up
Volatility Measure)
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