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Abstract:

The study aims to develop a comprehensive model to identify and prioritize factors influencing financial innovations that
mitigate stock price crash risk in banks listed on the stock exchange. This mixed-method (qualitative—quantitative) and applied
research was conducted in two phases. In the qualitative phase, semi-structured interviews were conducted with 22 financial
experts and academic specialists selected through purposive and snowball sampling until theoretical saturation was achieved.
Data were analyzed through open, axial, and selective coding, resulting in 96 concepts and 24 categories. In the quantitative
phase, a 96-item questionnaire derived from the conceptual model was distributed among institutional shareholders and
brokers in the Iranian over-the-counter market. Data analysis was performed using structural equation modeling to examine
the model’s fit and validate relationships among variables. The confirmatory factor analysis revealed four central categories—
human resource management, organizational culture, IT infrastructure, and external financial resources—as the main drivers
of financial innovation. Among causal conditions, interest rate, exchange rate volatility, political and social factors, and
transaction transparency had the most significant effects. The model exhibited strong fit indices (RMSEA < 0.05; NFI and CFI
> 0.90). Path coefficients indicated that organizational culture (=0.99) and human resource management (=0.96) were the
strongest determinants in reducing stock price crash risk. Financial innovations supported by advanced technological
infrastructure, an innovative organizational culture, skilled human resources, and diversified financial resources play a vital
role in preventing stock price crashes in banking institutions. The proposed model provides practical insights for policymakers
and banking executives to enhance financial stability and innovation performance within the capital market framework.
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Introduction

Financial innovation has emerged as a cornerstone of modern financial systems, driving efficiency, competitiveness, and
risk management across global markets. In the contemporary digital economy, where financial transactions and information
flows are increasingly complex and interconnected, the need for innovative financial instruments, technologies, and
institutional mechanisms has become more urgent than ever (Btach, 2020). Financial innovation encompasses the creation
and implementation of new financial products, services, and technologies designed to enhance market stability, improve
transparency, and mitigate systemic risks (Tufano, 2022). Yet, while innovation offers significant potential benefits, it can also
amplify market volatility if implemented without sufficient regulation and institutional support.

The literature indicates that financial innovations can serve as a double-edged sword. On one hand, they promote
diversification, improve access to finance, and enhance the efficiency of risk allocation; on the other, poorly regulated
innovation has been linked to financial crises, speculative bubbles, and stock price collapses (Egorov, 2022; Nguyen & Dang,
2023). In this regard, the phenomenon of stock price crash risk—defined as the tendency of stock prices to experience sudden
and extreme declines—has drawn increasing attention from scholars and practitioners alike (Harper et al., 2020; Srivastava,
2024). According to the theory of information asymmetry, managers often withhold bad news to protect their interests until
the accumulated undisclosed information triggers a massive release, resulting in a sharp fall in stock prices (Akerlof, 2020;
Healy & Palepu, 2021). This managerial behavior, driven by agency problems, is considered a key determinant of stock price
crash risk.

Empirical studies suggest that the implementation of financial innovation can reduce this risk by improving the
transparency and timeliness of information disclosure, thus lowering informational asymmetries between managers and
investors (Li & Zhang, 2022; Morris & Chen, 2021). Technologies such as FinTech, blockchain, and big data analytics can
strengthen corporate governance, enhance real-time data availability, and support informed investment decisions (Bowman,
2021; Ogbeide & Obadeyi, 2023). In banking systems, these innovations facilitate greater resilience against market shocks
and improve institutional adaptability to economic uncertainty (Igder, 2022; Khalifeh Soltani et al., 2021).

In the Iranian context, the integration of financial innovations remains in its early stages, particularly among banks listed
on the Tehran Stock Exchange. Despite progress in digital transformation and electronic banking, structural and regulatory
barriers have constrained innovation adoption (Donyaye, 2024; Ghorbanzadeh Toudeshki, 2022). Moreover, the lack of
empirical frameworks that connect financial innovation to crash risk reduction underlines the need for comprehensive
modeling within Iran’s financial institutions. Earlier studies have examined isolated aspects—such as the impact of innovation
on firm value, ownership structure, or credit behavior—but none have integrated the full range of causal, contextual, and
strategic factors into a cohesive model (Ja'fari & Sabbaghi, 2022; Nabi Pour Afrouzi et al., 2022; Soltani & Ghanbari, 2021).

Internationally, several studies have confirmed the stabilizing effects of financial innovation. For example, research in
cross-country contexts demonstrates that innovation policies increase investor trust and reduce market panic during
downturns (Khan & Williams, 2022). Similarly, in China, improvements in narrative financial disclosure and comparability of
accounting information have been shown to mitigate investors’ behavioral biases and thus decrease crash risk (Yang et al.,
2024; Yuan et al., 2024). In contrast, environments characterized by weak regulation and low transparency tend to experience
higher financial instability despite innovation-driven growth (Tufano, 2022). These insights highlight the critical balance

between fostering innovation and maintaining robust institutional oversight.
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Given this context, the present study aims to identify and prioritize the factors influencing financial innovations that
contribute to reducing stock price crash risk in banks listed on the Tehran Stock Exchange. The study employs a mixed-method
design, combining grounded theory and structural equation modeling, to provide both a conceptual and empirical
understanding of the mechanisms through which innovation impacts crash risk.

Methods and Materials

This study followed a mixed-method exploratory design consisting of qualitative and quantitative phases. In the qualitative
phase, semi-structured interviews were conducted with 22 experts, including academic scholars, financial managers, and
policymakers, selected through purposive and snowball sampling until theoretical saturation was achieved. Data were
analyzed using the grounded theory approach in three coding stages: open, axial, and selective coding. From the interview
data, 96 concepts and 24 categories were identified, which were organized into five dimensions—causal conditions,
contextual factors, intervening conditions, strategies, and consequences.

In the quantitative phase, a 96-item questionnaire was developed based on the conceptual framework derived from the
qualitative findings. The statistical population included institutional shareholders and brokers in Iran’s over-the-counter
market. Data analysis was conducted using confirmatory factor analysis (CFA) and structural equation modeling (SEM) to
evaluate the relationships among variables and assess the model’s goodness of fit.

Findings

The analysis revealed that financial innovation is significantly influenced by four central categories: human resource
management, organizational culture, information technology infrastructure, and external financial resources. These
components jointly form the core structure of innovation capability within banks. Among causal conditions, four variables —
interest rate fluctuations, exchange rate volatility, political and social factors, and transaction transparency —were identified
as the strongest determinants of financial innovation.

The structural model indicated excellent fit indices (RMSEA = 0.045; NFI, CFl, and NNFI all > 0.90), confirming the
robustness of the proposed framework. The path analysis revealed that causal conditions had a direct effect of 0.54 on the
core category, while the core category itself influenced strategies by 0.50. Strategic variables, including continuous
evaluation, digital financial services, product design, and social media engagement, exerted a 0.56 effect on outcomes. The
model further showed that intervening conditions such as economic pressures, market volatility, and access to risk
management tools significantly moderated the impact of innovation on market stability.

The results also demonstrated that organizational culture (B = 0.99) and human resource management (B = 0.96) had the
highest path coefficients among internal variables, signifying their dominant roles in fostering innovation. In contrast, among
external contextual factors, “supportive financial regulations” and “limited banking resources” were the most influential, with
coefficients of 0.94 and 0.90 respectively.

Finally, outcome variables indicated that financial innovation contributes to enhanced customer satisfaction, improved
financial performance, sustained product development, and greater organizational sustainability. These outcomes align with
the observed reduction in perceived crash risk, reflecting that innovative banks are better equipped to manage shocks and
maintain investor confidence.

Discussion and Conclusion
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The findings of this research provide strong evidence that financial innovations play a pivotal role in stabilizing stock
markets by reducing the likelihood of stock price crashes. The results confirm that effective management of human resources,
a culture of innovation, and robust technological infrastructure collectively form the foundation of successful financial
innovation in the banking sector. This supports previous research emphasizing the interaction between institutional capacity
and technological readiness as critical enablers of financial innovation.

The dominant influence of organizational culture highlights that innovation is not merely a technical process but a
behavioral and cultural phenomenon embedded in the values, norms, and leadership style of financial institutions. When
organizations promote collaboration, risk-taking, and learning, they become more resilient and responsive to external shocks.
Similarly, investment in human resource development enhances banks’ ability to interpret complex financial data, design
innovative products, and adopt digital platforms effectively. These human-centered capabilities are key to sustaining
innovation and preventing crisis-prone decision-making.

The study also underscores the importance of external financial resources and supportive regulatory environments. When
banks have access to diverse funding channels and operate under consistent, innovation-friendly legal frameworks, they are
more capable of experimenting with new financial instruments without jeopardizing stability. Conversely, environments
characterized by restrictive or ambiguous regulations may discourage innovation or channel it into informal, high-risk
practices.

The role of technology emerged as another critical dimension of innovation-led stability. The use of digital financial
services, automated reporting systems, and real-time analytics not only improves operational efficiency but also strengthens
information transparency—a fundamental mechanism for mitigating asymmetric information and preventing the
accumulation of hidden negative signals. In this sense, innovation acts as both a preventive and corrective force against stock
price crashes by ensuring the continuous and accurate flow of financial information.

Moreover, the study’s findings reveal that financial innovation exerts an indirect stabilizing effect through improvements
in customer satisfaction, market confidence, and sustainable growth. As banks innovate in products and services, they attract
more loyal customers and enhance the perceived credibility of their operations. This positive reputation contributes to
investor trust, reducing panic-driven behavior and market overreactions that typically precede stock price collapses.

Overall, the research provides empirical confirmation that financial innovation—when strategically managed and
institutionally supported—can serve as an effective mechanism for reducing systemic risks in emerging financial markets. By
integrating human, technological, and regulatory dimensions, the proposed model offers a comprehensive framework for

understanding how innovation enhances stability in the Iranian banking sector.
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