ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

The Effect of Shareholder Heterogeneity on Negative Skewness of
Stock Returns

Article history ® 8
1. Alireza Naseri®*: Master of Accounting, Science and Research Branch, Islamic Azad —

University, Tehran, Iran. Email: Alrezanaseri99@gmail.com (Corresponding Author) feceived: 16 Mav 2024
ecelved: ay

Revised: 10 August 2024
Accepted: 17 August 2024
Published: 20 September 2024
Abstract:

Negative skewness of stock returns reflects an asymmetric distribution of returns in which the
probability of extreme losses is higher than that of unexpected gains. It is considered one of the ./

key indicators of stock price crash risk. One of the critical factors influencing the severity of

negative skewness is shareholder heterogeneity. Differences in investment horizons, risk preferences, and access to
information lead to heterogeneous investor reactions to market conditions, which can either intensify or mitigate negative
skewness. The aim of this study was to examine the effect of shareholder heterogeneity on the negative skewness of stock
returns in the Tehran Stock Exchange during the period from 2018 to 2022. The statistical population consisted of all active
listed companies during this period. After applying constraints and excluding investment and financial intermediary firms, the
final sample included 120 companies. Panel regression models were used to test the effect of long-term and short-term
institutional investors on negative skewness, while control variables included firm size, trading volume, and financial leverage.
The results indicated that long-term institutional investors have a significant negative effect on negative skewness, and an
increase in the share of this group reduces the likelihood of unfavorable returns and enhances market stability. In contrast,
short-term institutional investors have a significant positive effect on negative skewness, and a higher share of this group
intensifies volatility and increases the risk of price crashes. Furthermore, firm size and trading volume are negatively
associated with negative skewness, while financial leverage is positively associated with it. These findings highlight the
importance of the composition of institutional shareholders in reducing risk and improving market stability.
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ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Extended Abstract

Introduction

Negative skewness in stock returns represents a distributional asymmetry in which the probability of experiencing extreme
losses surpasses the probability of obtaining unexpected gains, and it is widely recognized as a critical indicator of stock price
crash risk (Benkraiem et al., 2022). This pattern of return distribution has attracted substantial scholarly and professional
attention, especially after the global financial crisis of 2008, which revealed the severe economic consequences of stock price
crashes (Chen et al., 2010). Negative skewness often emerges when firm-specific bad news is withheld and accumulates until
it can no longer be concealed, leading to sudden and sharp price declines once the information is released to the market (Jin
& Myers, 2019). Understanding the factors that influence the severity of negative skewness has thus become essential for
improving market stability, enhancing corporate governance, and protecting investor wealth.

One of the critical determinants of negative skewness is shareholder heterogeneity, particularly among institutional
investors who control a substantial proportion of equity trading and ownership worldwide (Boehmer & Kelley, 2009; Burns
et al., 2010). Traditional corporate finance theory often treats institutional investors as a homogeneous group, but empirical
evidence has shown that they differ considerably in their investment horizons, risk preferences, and trading strategies
(Derrien et al., 2013). These differences in behavior and objectives lead to heterogeneous reactions to market news, which
can either stabilize or destabilize stock prices. For example, institutional investors with long-term horizons tend to emphasize
firm fundamentals and sustainable value creation, while those with short-term horizons are more likely to focus on short-
lived price movements and speculative gains (Attig et al., 2012; Garg et al., 2022).

The investment horizon is a particularly salient dimension of institutional heterogeneity that can significantly affect crash
risk dynamics. Long-term institutional investors typically exert stronger corporate governance by monitoring managers and
discouraging them from pursuing opportunistic, risky strategies that could jeopardize the firm’s long-run value (Burns et al.,
2010). Because of their stable capital base and alignment with the company’s fundamental value, they are less likely to exert
pressure for immediate results, which helps reduce managerial incentives to conceal bad news (An & Zhang, 2013; Callen &
Fang, 2015). Conversely, short-term institutional investors, who emphasize rapid portfolio turnover and short-term price
fluctuations, often create pressure on managers to deliver quick results, potentially motivating them to withhold negative
information temporarily. This concealment can lead to the accumulation of bad news and eventual abrupt price collapses
when disclosure becomes unavoidable (Chen et al., 2010; Jin & Myers, 2019).

In addition to behavioral pressure, heterogeneity also affects how markets process information. When ownership is highly
heterogeneous, divergent interpretations of new information can increase the dispersion of expectations and amplify
volatility, thereby fostering conditions that generate negatively skewed return distributions (Grewal et al., 2010). Information
asymmetry further magnifies this effect: investors with differential access to information may react at different speeds,
creating waves of herding behavior that exacerbate downside risk (Albuquerque, 2009). In contrast, long-term institutional
investors—due to their stronger analytical capabilities and longer evaluation horizons—tend to absorb information more
effectively and reduce noise trading, which stabilizes prices (Lettau et al., 2015).

Several empirical studies corroborate these theoretical perspectives. For instance, (Benkraiem et al., 2022) find that firms
with a higher proportion of short-term institutional investors exhibit significantly greater negative skewness in stock returns,

while those with more long-term investors experience lower crash risk. Similarly, (Giannetti & Yu, 2021) note that while short-
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term investors may enhance firms’ adaptability to radical market shocks, they simultaneously increase short-term volatility
and downside risk under normal market conditions. (Yan & Zhang, 2009) argue that short-term investors may be better
informed and able to predict future returns, yet their high-frequency trading behavior often amplifies volatility and fosters
conditions conducive to crashes. In the Iranian context, (Hejazi et al., 2020) show that stable (long-term) institutional investors
are associated with lower stock price crash risk, while transient (short-term) investors do not have a significant mitigating
effect. Likewise, (Baghni & Beigi, 2024) provide evidence that greater participation of long-term institutional investors in the
Tehran Stock Exchange reduces the likelihood of extreme negative returns and enhances market stability.

Building on this body of research, the present study aims to examine the effect of shareholder heterogeneity —specifically
the distinction between long-term and short-term institutional investors—on the negative skewness of stock returns in firms
listed on the Tehran Stock Exchange during 2018-2022. By analyzing how differences in institutional investment horizons
shape the risk of extreme downside returns, this study contributes to the understanding of crash risk dynamics in emerging
markets and provides insights for market regulators, corporate managers, and portfolio investors.

Methods and Materials

This study is applied in purpose and descriptive-correlational in method, using a quasi-experimental ex post facto design
based on historical financial data. The statistical population consisted of all companies listed on the Tehran Stock Exchange
between 2018 and 2022. A systematic screening method was used to select the sample: firms had to be listed before 2018
and remain listed until the end of 2022; financial and investment intermediaries were excluded due to their different
operational nature; firms with trading suspensions longer than three months were removed; and all firms were required to
have a fiscal year ending in March. After applying these criteria, 120 firms were selected.

The dependent variable was negative skewness of stock returns. The main independent variables were long-term and
short-term institutional ownership, while firm size, trading volume, and financial leverage served as control variables. Data
were collected from audited financial statements over the five-year period and analyzed using panel regression models.
Before estimation, tests for stationarity (Levin-Lin-Chu), model selection (Chow and Hausman), heteroscedasticity (White),
autocorrelation, and multicollinearity (Variance Inflation Factor) were performed. Due to heteroscedasticity, generalized
least squares (GLS) estimation was applied.

Findings

Preliminary correlation analysis showed that long-term institutional ownership, firm size, and trading volume had
significant negative correlations with negative skewness, while short-term institutional ownership and financial leverage had
significant positive correlations. Stationarity tests confirmed that all variables were stationary, and model specification tests
indicated that panel data with fixed effects were appropriate for both models.

The first regression model examined the effect of long-term institutional investors on negative skewness. The model was
statistically significant (F=58.177, p <.001) with an adjusted R? of 0.433, indicating that about 43% of the variation in negative
skewness was explained by the independent and control variables. The coefficient for long-term institutional ownership was
-0.025851 (p = .0011), demonstrating a significant negative effect. Firm size (-0.006596, p < .001) and trading volume
(-0.009586, p = .008) also had significant negative effects, while leverage had a significant positive effect (0.175516, p =
.0152).
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The second regression model assessed the effect of short-term institutional investors on negative skewness. This model
was also significant (F = 57.501, p <.001) with an adjusted R? of 0.430. The coefficient for short-term institutional ownership
was 0.038544 (p = .0048), indicating a significant positive effect. Firm size (-0.006753, p < .001) and trading volume
(-0.008384, p =.041) again had significant negative effects, whereas leverage (0.162378, p =.0252) had a positive effect.

These results confirm that greater participation of long-term institutional investors reduces negative skewness and
stabilizes returns, while a higher share of short-term institutional investors increases negative skewness and elevates crash
risk.

Discussion and Conclusion

The results demonstrate that shareholder heterogeneity —particularly the mix of long-term versus short-term institutional
investors—plays a decisive role in shaping the distribution of stock returns and the risk of extreme downside events. The
negative relationship between long-term institutional ownership and negative skewness suggests that these investors help
mitigate crash risk by exerting effective corporate governance, reducing managerial incentives to conceal bad news, and
dampening short-term speculative pressures. Their stable capital base and fundamental-oriented approach align with firm
value and support more predictable, symmetric return distributions.

Conversely, the positive relationship between short-term institutional ownership and negative skewness indicates that
these investors intensify crash risk through their emphasis on rapid portfolio turnover, short-term speculation, and
opportunistic behavior. Their presence creates pressure on managers to prioritize short-term results, which can lead to the
concealment of negative information, the accumulation of undisclosed bad news, and eventual abrupt price collapses. Their
high-frequency trading also contributes to information dispersion, volatility amplification, and destabilized market conditions.

The control variable results reinforce this interpretation. Larger firms with higher trading volumes exhibit lower negative
skewness, likely due to their higher transparency, liquidity, and stronger external monitoring, which reduce crash risk. In
contrast, highly leveraged firms are more vulnerable to financial distress during adverse conditions, making their stock prices
more sensitive to negative shocks and thereby more prone to negative skewness.

Overall, these findings are consistent with prior evidence that heterogeneity in institutional investor horizons has
important implications for crash risk. Studies have shown that greater heterogeneity and the dominance of short-term
investors increase the likelihood of negatively skewed returns and stock price crashes (Albuquerque, 2009; Benkraiem et al.,
2022; Lettau et al., 2015), while the presence of long-term investors reduces these risks by enhancing monitoring, curbing
risk-taking, and promoting market stability (Baghni & Beigi, 2024; Burns et al., 2010; Hejazi et al., 2020).

This study contributes to the literature by providing empirical evidence from an emerging market context that ownership
structure—specifically the composition of institutional investor horizons—is a critical determinant of negative skewness in
stock returns. The findings underscore the importance of fostering long-term institutional participation to enhance the
resilience and stability of the Iranian capital market. Encouraging stable, long-horizon investment can reduce systemic risk,
prevent the accumulation of undisclosed bad news, and ultimately lower the probability of stock price crashes.

In conclusion, the study highlights the crucial role of shareholder heterogeneity in shaping return distributions and crash
risk. Effective management of ownership structures, with an emphasis on promoting long-term institutional investors and

mitigating the dominance of short-term speculators, is essential for building a more stable, efficient, and crash-resilient stock
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market. These results offer valuable implications for policymakers, regulators, corporate managers, and portfolio investors

seeking to enhance market stability and reduce the adverse economic impacts of stock price crashes.
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