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Objective: Modern performance evaluation systems have passed the mandatory criteria
of accounting (such as accounting profit) or capital market (such as dividend). In this
regard, social capital is one of the modern concepts for performance evaluation. Social
capital is a broad concept describing a vast accessible resource that causes the social
aspects of human actions. In financial markets, social capital facilitates business
transactions; Otherwise, doing business transactions will be costly and risky. In addition,
social capital can facilitate the process of information exchange and reduce information
asymmetry in the market. The aim of the current research is to investigate the relationship
between the social capital of the CEO as an effective factor in the performance and Stock
Price Informativeness and the companies risk-taking.

Method: The statistical population of this research is all the companies admitted to the
Tehran Stock Exchange and 134 companies were selected in the period of 2016 to 2021
by systematic elimination method. Also, to test research hypotheses, multivariate
regression model based on combined data was used.

Results: The results indicate that there is a direct and significant relationship between the
CEO's social capital and stock price awareness. Also, there is a direct and significant
relationship between the CEO's social capital and the companies risk-taking. It can be
said that when the CEO's social capital in the company is high, stock price information is
also more informative because managers can follow the company's policies in order to

achieve legitimate and desirable goals by using their social capital.
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Introduction
Stock price informativeness reflects the extent to which market prices incorporate firm-

specific information beyond publicly available financial statements. While general
macroeconomic and industry-wide data explain only a small portion of price movements, most
variation stems from information unique to individual firms (Malinin & Garcia-Feijoo, 2022).
Understanding the mechanisms through which such information becomes embedded in prices
is vital for enhancing capital allocation efficiency and assessing firm value and risk.

A growing body of research emphasizes the role of non-traditional, informal information
channels in shaping stock price informativeness. Among these, CEO social capital—defined as
the web of interpersonal relationships and networks held by the CEO—has emerged as a
potentially influential yet understudied factor. Socially connected CEOs can shape firm policies
and influence stakeholders by leveraging trust, credibility, and information transfer, especially
in environments characterized by weak investor protection or limited financial development
(Panta, 2020).

The central aim of this study is to investigate the relationship between CEO social capital,
stock price informativeness, and firm risk-taking. This focus is motivated by the dual role of
the CEO as both a strategic decision-maker and a central node in social networks that may
channel firm-specific information to market participants. While previous studies have explored
the determinants of price informativeness, few have considered the informational role of
executive-level social capital. This study addresses this gap by asking: Can the informational
flow within a CEO’s social network significantly influence the informativeness of stock prices
and the risk-taking behavior of firms?

This research builds on theoretical foundations laid by Roll (1988), Grossman & Stiglitz
(1980), and Bushman & Smith (2003), who highlight the centrality of private information and
firm-specific characteristics in explaining price variation. It also draws from the cognitive and
collective conceptualizations of social capital introduced by Coleman (1988) and Putnam
(1993, 1995), where social structures are understood as resources that facilitate information
exchange, trust-building, and coordinated action.

By synthesizing literature from finance, accounting, and organizational behavior, this study
contributes to three ongoing debates:

The informational efficiency of stock markets;

The strategic role of CEO characteristics in firm performance and decision-making;

The influence of social capital on corporate risk preferences.

The target audience for this research includes academic scholars in finance and accounting,
institutional investors, financial analysts, and members of corporate boards.

The study employs a multivariate regression design suited to explanatory purposes,
identifying empirical associations between CEO social capital, stock price informativeness, and
risk-taking. The methodological orientation is postpositivist, relying on observable market data
and executive background information to test theoretically grounded hypotheses in a structured,
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replicable framework. By addressing a key gap in the literature, the study advances our
understanding of how informal, socially embedded channels of information may affect formal
market outcomes—ultimately contributing to more nuanced models of financial behavior and
decision-making under uncertainty.

Method
Research Method and Tools

This study is applied in terms of its purpose and employs a correlational and ex-post facto
methodology, as it seeks to explore relationships among multiple variables. The research data
were initially collected from the Rahavard Novin software, the website of the Tehran Stock
Exchange Organization, and other sources. These data were then compiled and analyzed using
spreadsheets in Microsoft Excel. Final analyses were conducted using EViews statistical
software, version 11.

Statistical Population and Sample

The statistical population of the study comprises all companies listed on the Tehran Stock
Exchange between 2016 and 2021. A purposive sampling method was employed to select the
sample. At each stage, companies that did not meet specific criteria as of the end of 2021 were
excluded, and the remaining companies were chosen for analysis.

Results
The study tested two main hypotheses regarding the relationships between CEO social

capital, stock price informativeness, and firm risk-taking.

For the first hypothesis, which posited a relationship between CEO social capital and stock
price informativeness, the regression analysis yielded a coefficient of 0.6877 for CEO social
capital. This coefficient was positive and statistically significant at the 95% confidence level,
as indicated by the corresponding t-statistic. These results suggest a direct and significant
positive association between CEO social capital and the informativeness of stock prices.
Therefore, the first hypothesis is supported and cannot be rejected at the 95% confidence level.

Regarding the second hypothesis, which examined the relationship between CEO social
capital and firm risk-taking, the analysis showed a coefficient of 0.7461 for CEO social capital.
This effect was also positive and statistically significant at the 95% confidence level. The
findings indicate a significant and positive relationship between CEO social capital and
corporate risk-taking behavior. Thus, the second hypothesis is also supported and not rejected
at the 95% confidence level.

Conclusions
The importance of social capital for firms is rooted in the Resource Dependence Theory,

which posits that companies face resource constraints and therefore seek to maintain external
organizational relationships with other firms on which they depend for vital resources. Previous
studies have shown that managers facilitate access to necessary resources by maintaining
informal ties with managers of other companies. According to existing theoretical literature,
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social capital—as a key performance driver—can reduce information asymmetry and
consequently increase investor participation in capital markets by facilitating the collection and
dissemination of information (Ferris, Javakhadze & Rajkovic, 2017). The present study aimed
to examine the relationship between CEO social capital, stock price informativeness, and firm
risk-taking.

The results of testing the first hypothesis demonstrated a positive and significant direct
relationship between CEO social capital and stock price informativeness, consistent with the
findings of Ng & Rezaee (2020). When a CEO possesses strong social capital, accounting
information aids in identifying better investments, reducing information asymmetry between
insiders and other investors, thereby increasing stock price informativeness. Conversely, when
CEO social capital is weak, the information available for investor decision-making becomes
less accessible, leading to lower price informativeness. This explains why new information
about firms takes longer to be incorporated into stock prices when CEO social capital is lacking.

The second hypothesis test results also showed a positive and significant relationship
between CEO social capital and firm risk-taking, aligning with the findings of Su, Fu, Zou, and
Wu (2024), Zhang et al. (2023), and Mehrabanpour, Mohamadimehr, & Dehghanzadeh (2023).
The level of social capital plays a crucial role in managerial behavior and decision-making,
likely exerting a causal influence on managerial risk-taking incentives. These findings suggest
that corporate managers collaborate in accordance with social norms prevalent in their
communities, leading to acceptance of incentive schemes that promote increased risk-taking.

The main limitation of this study lies in the lack of a comprehensive database on managerial
social capital, and the second limitation is the limited transparency of CEOs’ social networks.

Based on the first hypothesis, it is recommended that investors and analysts consider the
diversity of the CEQO’s social network when assessing stock price informativeness, as network
diversity significantly impacts information transmission. More diverse networks foster positive
connections, whereas networks with less diversity tend to weaken the relationship between
social capital and price informativeness. Whether diversity is measured in terms of gender,
education, nationality, or professional experience, the results remain significant. Therefore, lack
of diversity in CEOs’ social ties limits the discovery of new information and incorporation of
private information into stock prices.

It is also suggested to examine the structural characteristics of CEO networks, as these may
influence the type and flow of information within the network and how network diversity
moderates the relationship between CEO social capital and stock price informativeness.

Furthermore, attention should be given to the behavior of CEOs with higher social capital
since economic transaction costs within such networks tend to be lower due to fewer barriers
to information flow. Consequently, larger CEO networks may result in greater private
information about the firm and improved price informativeness.

Regarding the second hypothesis, it is recommended to develop executive mechanisms that
align corporate risk-taking with CEO characteristics. Individual CEO traits—including
personality, attitudes, and preferences—affect firm policies and strategic risk. Regulators and



EXAMINING THE RELATIONSHIP BETWEEN THE SOCIAL CAPITAL.... 47

corporate boards are advised to consider CEO social capital as part of risk management because
it influences the risk tolerance of socially connected individuals by providing a means to
aggregate individual risks.
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