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Abstract

Objective: The relationship between information disclosure and the cost of capital is one of the
key concepts in financial reporting issues. In the past, theoretical research has shown that the level
of information disclosure leads to a reduction in the cost of capital by improving the liquidity of
stocks and reducing the risk of investors estimating the parameters of an asset's return. However,
empirical studies have shown different results in this regard. Some of these studies show the
existence of a positive and significant relationship between the level of information disclosure and
the cost of capital, some of these studies show the existence of a negative and significant
relationship between the cost of capital and the level of information disclosure, and another group
also indicates the absence of a relationship between these two variables. Recently, Dutta and
Nezlobin (2017, 2018) in their theoretical model presented the impact of macroeconomics factors
such as the economic conditions of the capital market and the level of growth rate of companies in
the ability to explain these mixed empricial results. According to their point of view, a change in
economic conditions can lead to a change in the capital market and lead to the boom or bust of the
capital market. Capital market boom causes attraction and its bust causes capital to escape from
the market. As a result, Economic conditions as an external factor can have different effects on
companies’ information disclosures. Accordingly, the present study, with the aim of explaining
and interpreting the different results of empricial research conducted in the field of the relationship
between disclosure and the cost of capital, has tested the effect of the boom and bust of the capital
market on the relationship.

Method: For this purpose, the information of 130 companies listed on the Tehran Stock Exchange,
between 2010 and 2018, was selected. In order to measure the variable of voluntary disclosure of
information, the proxies of timeliness, accuracy and bias of firm midterm and annual earnings
forecast has been used. Also, stock risk premium, according to the model of Hess et al (2019) and
Lee and Mohanram (2014), was estimated using measurement of combined implied risk premium.
In order to determine the capital market cycle, the Hodrick-Prescott filter was used and the time
period of the research has been classified into two periods of boom and bust, and the hypotheses
of the research have been tested both at the level of the entire sample and for the periods of boom
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Abstract

and bust of the capital market. Also to test the research hypotheses, a multiple regression model,
using the combined data method, has been used. In the present study, data analysis has been
performed using stata software version 16.

Results: The results showed that voluntary disclosure of information, for the proxies of bias of
midterm and annual earnings forecast at the total sample level and during the boom and bust period
of the capital market, negatively and significantly, and for the proxies of forecast accuracy of
midterm and annual earnings forecast at the total sample level and during the boom and bust period
of the capital market, positively and significantly have a effect on the stock implied risk premium.
Also, the results indicated that the proxies of timeliness of midterm and annual earnings forecast
at the total sample level and the timeliness of annual earnings forecasts during the bust period of
the capital market have a positive and significant effect on stock implied risk premium,

Conclusion: According to the research results, the capital market cycle can affect the relationship
between the timeliness proxy of annual earnings forecast and the stock implied risk premium. But
the capital market cycle cannot affect the relationship between the other two variables of
information voluntary disclosure, including the bias and accuracy of midterm and annual earnings
forecasts, and the stock implied risk premium. Actually, the relationship expressed for different
proxies of information voluntary disclosure is different. Also, the analysis of the results shows that
companies voluntarily make more disclosure during the capital market boom. On the other hand,
contrary to expectation, the return in excess of the risk-free rate of return (risk-free) demanded by
investors is higher during the capital market boom. The value of dispersion for the measure of and
the stock implied risk premium also shows that this value is higher for the period of capital market
bust than the period of capital market boom. This issue can be due to the high fluctuations of the
market during the period of bust.The results of the research can help managers to reduce the cost
of capital by disclosing less bias profit forecasts, by gaining the trust of investors.
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