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Abstract

The lack of reliable information disclosure contributes to information asymmetry, which in turn raises the equity cost of capital. Voluntary
information disclosure can mitigate unsystematic risk and this reduction can enhance investor confidence through financial signaling. When
investors perceive a company as more resilient to specific market fluctuations, the company’s beta—a measure of systematic risk—tends to
decrease. This shift in risk perception can ultimately lower the equity cost of capital. Furthermore, when a company improves the quality of its
disclosures, it not only affects its own valuation, but can also influence the broader market. In this sense, the disclosure practices of one
company can shape public perception and impact the risk assessments of other companies as well. This study explored the mediating role of
information asymmetry in the relationship between voluntary information disclosure and the equity cost of capital, utilizing the Capital Asset
Pricing Model (CAPM). To achieve the research objectives, a sample of 159 companies listed on the Tehran Stock Exchange (TSE) from 2018
to 2023 was selected. Panel data analysis and multivariate linear regression were employed to test the hypotheses. The findings indicated that
voluntary information disclosure did not significantly affect the equity cost of capital. Moreover, the mediating variable of information
asymmetry also did not significantly influence the relationship between voluntary information disclosure and the equity cost of capital. This
lack of significance might be attributed to the generally low level of voluntary disclosure, inefficiencies within the Iranian capital market, and
the limited scope of disclosed information. Additionally, the absence of financial analysts and insufficient investor attention had hindered
voluntary disclosures from effectively reducing information asymmetry in the capital market.
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Introduction

Information disclosure plays a critical role in financial markets by reducing information asymmetry and lowering the equity cost of
capital. Companies that voluntarily disclose reliable information can narrow the bid-ask spread, enhance liquidity, and decrease
transaction costs. In contrast, inadequate information exacerbates information asymmetry, leading to higher equity capital costs. This
asymmetry increases the risk of adverse selection, where uninformed investors demand higher returns, thus raising the overall cost of
capital. This study sought to address the central research question: How does voluntary information disclosure affect the equity cost of
capital and what is the mediating role of information asymmetry in this relationship? The primary objective was to investigate how
voluntary disclosure practices impacted the equity cost of capital, both directly and indirectly, by mitigating information asymmetry.
Voluntary information disclosure can reduce unsystematic risk, thereby enhancing investor confidence through financial signaling.
When investors perceive a company as resilient to specific market fluctuations, its beta—a measure of systematic risk—tends to
decrease, ultimately lowering the equity cost of capital. Furthermore, the quality of disclosure not only influences the disclosing
company, but also affects other firms within the market. Information disclosed by one company can shape public perception and impact
the risk assessments of others. By applying the Capital Asset Pricing Model (CAPM), this study aimed to explore the interaction
between voluntary disclosure and systematic risk, providing insights into how effective disclosure strategies could enhance investor
confidence and reduce capital costs.
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Materials & Methods

This study aimed to examine the mediating effect of information asymmetry on the relationship between voluntary information
disclosure and the equity cost of capital, utilizing the CAPM. The sample consisted of all companies listed on the Tehran Stock
Exchange (TSE) from 2019 to 2023. A purposive sample of 159 companies was selected to ensure the availability of data on information
disclosure, information asymmetry, and other relevant variables. To test the hypotheses, panel data analysis was employed, enabling
the examination of cross-sectional data over time. Multiple linear regression analysis was conducted to explore the relationships
between the variables and assess the mediating effect of information asymmetry. In this model, the cost of capital served as the
dependent variable, voluntary information disclosure as the independent variable, and information asymmetry as the mediating
variable. The CAPM framework was applied to estimate the equity cost of capital while accounting for the systematic risk of firms and
analyzing the relationship between risk and expected returns for investors. The necessary data were gathered from companies' financial
reports, the Codal system, and other reliable financial sources. Subsequently, the data were analyzed using appropriate statistical
software.

Research Findings

The research findings indicated that voluntary information disclosure did not significantly influence investment decisions. Specifically,
the analysis revealed that increases in voluntary disclosure did not correlate with significant changes in investor behavior or decision-
making processes regarding investments. Furthermore, the results suggested that the relationship between voluntary information
disclosure and investment remained statistically insignificant across the studied sample. These findings raised important questions
about the effectiveness of voluntary disclosure as a mechanism for influencing investor behavior. It appeared that other factors, such
as market conditions, investor sentiment, and external economic variables, might play a more crucial role in shaping investment
decisions than the availability of voluntarily disclosed information. Consequently, while voluntary disclosure was often regarded as a
vital strategy for enhancing transparency and reducing information asymmetry, this study underscored the need for firms to consider
additional factors that might more directly impact investment outcomes. Overall, these results highlighted the complexity of the
relationship between information disclosure and investment, suggesting that a multifaceted approach might be necessary to fully
understand the drivers of investment behavior in the context of voluntary information disclosure.

Discussion of Results & Conclusion

The findings highlighted several critical issues regarding the role of voluntary information disclosure in the Iranian capital market. Due
to the low level of voluntary information disclosure, inherent inefficiencies within the capital market, and the limited number of items
available for disclosure, no significant relationship could be observed between voluntary information disclosure and the equity cost of
capital. This indicated that the current state of information transparency did not sufficiently influence investment decisions or capital
costs. Furthermore, the lack of financial analysts and the overall insufficient attention to investment-related information contributed to
a situation in which the voluntary disclosures made by companies had minimal impact. As a result, the degree of information asymmetry
in the capital market remained largely unchanged. This situation was further exacerbated by the pervasive economic and political risks
that characterized the Iranian market, which overshadowed the effects of information asymmetry and complicated the investment
landscape. The analysis suggested that, despite the theoretical foundations linking information disclosure to reduced information
asymmetry and lower capital costs, the practical realities within the Iranian context presented a different narrative. The complexities
of the market environment and the specific challenges faced by investors indicated that information asymmetry did not play a significant
mediating role in the relationship between voluntary disclosure and the equity cost of capital. In conclusion, this study underscored the
necessity for enhanced transparency and more robust mechanisms for information disclosure within the Iranian capital market.
Additionally, addressing underlying issues related to market inefficiency and the lack of engagement from financial analysts was
crucial. Future research should focus on exploring the specific factors that influence investment behavior in emerging markets,
particularly in the context of voluntary information disclosure, to provide a more nuanced understanding of how these dynamics
operate.
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Table (2): Definition and measurement of research variables
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Table (3): Descriptive statistics of research variables
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Table (4): The results of the first hypothesis test
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Table (5): The results of the second hypothesis test - the second condition of the mediating variable
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Table (6): The results of the second hypothesis test - the third condition of the mediator variable
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