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ABSTRACT

The purpose of the present study was to investigate the impact of business
Received: 25 Sep 2025 strategy on stock price crash risk with regard to the mediating role of financial
Revised: 10 Nov 2025 constraints at listed firms in Tehran stock exchange. Accordingly, this study
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Available Online: 18 Dec 2025 sought to achieve this goal by analyzing the data of 76 sample firms during the

period of 10 years from 2014 to 2023. In order to analyze the data, multiple and

Article type: Research Paper logit regression and sobel test and panel data were applied. The analysis of the

DOI: data showed that prospectors strategy has a significantly positive effect on
stock price crash risk. Also, defenders strategy has a significantly negative
effect on stock price crash risk. On the other hand, prospectors strategy has a
significantly positive effect on financial constraints. Also, defenders strategy
has a significantly negative effect on financial constraints. On the other hand,
financial constraints have a significantly positive effect on stock price crash
risk. Finally, prospectors strategy through affecting financial constraints, has a
significantly positive effect on stock price crash risk and defenders strategy
through affecting financial constraints, has a significantly negative effect on
stock price crash risk.
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Extended Abstract

Introduction

Stock price crash risk has become a critical issue in financial markets due to its
adverse consequences for investors, market stability, and overall economic
confidence. A stock price crash typically occurs when managers accumulate and
withhold adverse information over time, which is eventually released in a
concentrated manner, leading to a sudden and severe decline in stock prices. Prior
studies have identified firm-level transparency, corporate governance mechanisms,
and managerial incentives as key determinants of crash risk. However, the role of
firms’ strategic orientations in shaping crash risk remains insufficiently explored,
particularly in emerging markets.

Business strategy reflects the fundamental choices firms make in response to
competitive environments and resource constraints. According to the Miles and
Snow typology, firms can be broadly classified into prospector and defender
strategies. Prospectors emphasize innovation, market expansion, and risk-taking,
while defenders focus on efficiency, cost control, and operational stability. These
strategic orientations influence managerial behavior, financial policies, and
information disclosure practices, thereby potentially affecting stock price crash risk.
Financial constraints represent another critical factor influencing firms’ strategic
behavior and risk exposure. Firms facing tighter financial constraints often
experience limited access to external financing, which may intensify managerial
pressure to conceal negative information or engage in opportunistic reporting.
Despite the theoretical relevance of financial constraints, limited empirical research
has examined their mediating role in the relationship between business strategy and
stock price crash risk.

Addressing this gap, the present study investigates the impact of business strategy
on stock price crash risk while explicitly considering the mediating role of financial
constraints in firms listed on the Tehran Stock Exchange. By integrating strategic
management theory with financial risk analysis, this research aims to provide a more
comprehensive understanding of how strategic choices translate into asymmetric
information accumulation and crash risk in emerging capital markets.

Theoretical Foundations

The theoretical framework of this study is grounded in agency theory, information
asymmetry theory, and strategic management theory. Agency theory posits that
conflicts of interest between managers and shareholders may lead managers to
withhold unfavorable information to protect their private benefits. Such behavior
increases the likelihood of sudden information releases and, consequently, stock
price crashes. Information asymmetry theory further explains how opaque disclosure
environments enable managers to accumulate bad news over time.

Strategic management theory, particularly the Miles and Snow strategic typology,
provides a useful lens for examining how different strategic orientations influence
managerial decision-making. Prospector firms, characterized by aggressive growth
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strategies and high levels of innovation, tend to operate in uncertain environments
and rely heavily on external financing. These conditions may exacerbate financial
constraints and incentivize managers to delay the disclosure of negative information.
In contrast, defender firms prioritize operational efficiency and stable cash flows,
which can reduce financial constraints and enhance transparency.

Financial constraints act as a critical transmission mechanism linking business
strategy to crash risk. Firms with limited financial flexibility are more vulnerable to
external shocks and face stronger incentives to manage earnings or suppress bad
news. By conceptualizing financial constraints as a mediating variable, this study
integrates strategic and financial perspectives to explain variations in stock price
crash risk within an emerging market context.

Methodology

This study employs a quantitative, explanatory research design. The sample consists
of 76 firms listed on the Tehran Stock Exchange over a ten-year period from 2014 to
2023. Firm-level financial and market data were collected from audited financial
statements and official stock exchange databases.

Business strategy was classified using financial indicators consistent with the Miles
and Snow framework. Stock price crash risk was measured using established
econometric proxies based on firm-specific weekly returns. Financial constraints
were operationalized through commonly used indices reflecting firms’ financing
limitations. Panel data techniques, including multiple regression and logistic
regression models, were applied to test the research hypotheses. The Sobel test was
used to examine the mediating effect of financial constraints. As the study relied
solely on archival data, informed consent was not applicable.

Discussion and Results

The empirical results indicate that prospector strategy has a significantly positive
effect on stock price crash risk, whereas defender strategy has a significantly
negative effect. These findings suggest that aggressive, innovation-oriented
strategies increase firms’ exposure to information asymmetry and downside risk,
while efficiency-oriented strategies contribute to greater stability and transparency.
The results further reveal that prospector strategy is positively associated with
financial constraints, while defender strategy is negatively associated with financial
constraints. Moreover, financial constraints are found to have a significant positive
effect on stock price crash risk. Mediation analysis confirms that financial
constraints partially mediate the relationship between business strategy and crash
risk. Specifically, prospector firms experience higher crash risk partly due to
increased financial constraints, whereas defender firms benefit from reduced crash
risk through improved financial flexibility.

Overall, the findings support the theoretical argument that strategic orientation
influences crash risk both directly and indirectly through financial constraints.
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Conclusion

This study demonstrates that business strategy is a significant determinant of stock
price crash risk, with financial constraints playing a critical mediating role. The
findings highlight the importance of aligning strategic choices with financial
flexibility to mitigate crash risk. The results offer valuable insights for managers,
investors, and policymakers in emerging capital markets.
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