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Introduction

The use of confidential information in stock exchanges, in addition to constituting
a violation of existing laws, results in illegal and unfair returns for those who
possess such information (Aflatooni and Sohrabi, 2015). In parallel, numerous
empirical efforts have been undertaken by economists to develop and refine the
Capital Asset Pricing Model (CAPM). Given that this model relies on a set of
assumptions, many of which do not hold in real-world conditions, one principal
line of inquiry has involved reducing or eliminating some of these unrealistic
assumptions.

The second line of development focuses on expanding the CAPM into a semi-
temporary (intertemporal) framework (Morgese Borys, 2007). In light of these
theoretical advancements and the critical role of information disclosure styles, the
present study aims to investigate a probabilistic pricing model that incorporates
confidential information, within the context of varying disclosure styles and the
competitive information environment of companies listed on the Tehran Stock
Exchange.

Literature Review

There are divergent views regarding the use of confidential information. Some
scholars argue that its utilization in stock exchanges allows holders of such
information to gain unfair advantages, thereby discouraging public investment
and ultimately increasing the cost of common equity capital (Easley and O'hara,
2004; Lambert et al., 2012 and Manove, 1989). Similarly, Vayanos and Wang
(2012) contend that the use of confidential information reduces stock liquidity,
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leading to a rise in the cost of equity. According to Brennan et al. (2013), the use
of insider information in stock transactions produces heterogeneous effects on the
cost of equity capital. However, Hughes et al. (2007) argue that the risk associated
with transacting with insider-information holders constitutes a diversification risk
and thus does not significantly affect the cost of equity.

Conversely, some researchers posit that trades based on insider information may
reveal hidden company-specific information, thereby improving price
transparency. This enhanced transparency, in turn, may reduce the cost of equity
capital. The variation in findings across studies is partly attributed to differences
in national regulations governing information disclosure and insider trading
(Bhattacharya and Daouk, 2002 and La Porta et al., 2006). In this regard,
Aflatooni (2016) asserts that increased potential for the misuse of confidential
information in equity transactions, coupled with widening bid-ask spreads, raises
the cost of equity capital.

Miisavian Khalil Abad and Kordestani (2013) found that an increase in the
number of institutional investors (an indicator of informational competition)
reduces the pricing of information asymmetry. However, their evidence did not
confirm the effect of institutional ownership concentration as a competing
measure of informational competition on such pricing. Akins et al. (2012)
demonstrated that information asymmetry decreases with greater informational
competition among informed investors. Armstrong et al. (2011) showed that in
perfectly competitive capital markets, information asymmetry does not
significantly affect the cost of capital; however, under imperfect competition, it
does exert a measurable impact.

Moreover, Mousavian Khalilabad (2012) reported that a greater number of
institutional owners, serving as a proxy for informational competition, reduces the
pricing of information asymmetry, particularly when forward-looking expected
returns are considered. Therefore, a negative and significant relationship between
the number of institutional owners and information asymmetry is anticipated.
Comprehensive information disclosure enhances share value, attracts capital and
generally promotes corporate growth. The principle of disclosure mandates the
communication of relevant financial information in such a manner that users can
make informed decisions, while avoiding misleading representations. The central
objective of disclosure is to inform analysts and investors about the magnitude
and timing of future cash flows, thereby enabling more accurate forecasts of future
earnings (Desai et al., 2004).

Furthermore, the quality of disclosure affects stock returns (Khajavi and
Momtazian, 2014). From the perspective of financial information users, greater
transparency and disclosure quality lower a firm's information risk. Shareholders
and creditors consistently demand more comprehensive and transparent
information. Full disclosure, in tandem with financial reporting transparency, can
foster a secure investment environment and enhance investor confidence. Reliable
and timely financial statements facilitate the accurate assessment of a firm’s future
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prospects, which in turn reduces investment risk and increases the expected rate
of return.

In striving to meet analysts’ and investors’ expectations for financial performance,
companies often resort to earnings management. Failing to meet analysts’
forecasts may have detrimental consequences for firms, particularly in terms of
access to capital and growth opportunities. Firms with higher levels of disclosure
tend to engage more actively in earnings management to meet analysts’ consensus
forecasts. However, this often results in unreliable disclosures, as transparent
firms may utilize short-term profit management strategies to meet external
expectations (Riahi and Mounira, 2011).

Research Methodology

In terms of methodology, this research adopts a quasi-experimental, post-event
design and is categorized as applied in nature and objectives. The statistical
population comprises all companies listed on the Tehran Stock Exchange (TSE)
during the period from 2011 to 2021, covering ten consecutive fiscal years. A total
of 146 companies were selected using a systematic elimination sampling method.
The inclusion criteria were as follows: (1) companies must have been listed on the
TSE prior to 2011; (2) the fiscal year-end must consistently fall on March 19; (3)
the number of trading days in each fiscal year must not be fewer than 70; (4) the
required financial data must be fully available; (5) the company must not belong
to brokerage, investment, insurance, or banking sectors and (6) the company must
not have experienced a trading suspension exceeding three months during the
study period.

A screening method was employed to identify the sample. Accordingly, all
companies that satisfied the aforementioned criteria were included in the sample,
while those failing to meet any of the conditions were excluded from the study.

Results

The results of hypothesis testing, conducted using EViews and PLS software,
reveal a negative and statistically significant relationship between the dimensions
of information disclosure (including financial disclosure, non-financial disclosure,
strategic information disclosure and risk information disclosure) and the pricing
of the probability of using confidential information. This observed negative and
significant relationship suggests that greater transparency in corporate disclosures
leads to a reduction in the extent to which confidential information is priced in the
capital market. In other words, comprehensive and multi-dimensional disclosure
of company information appears to discourage managerial practices that
contribute to the pricing of the probability of insider information usage.

Discussion and Conclusion

The primary objective of this study was to examine the role of information
disclosure in the pricing of the probability of using confidential information. The
findings indicate a statistically significant and negative relationship between
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various dimensions of information disclosure (including financial, non-financial,
strategic and risk-related disclosures) and the pricing of the probability of insider
information usage.

Specifically, the results concerning the disclosure of financial information show
that it exerts a negative and significant influence on the pricing of the probability
of using confidential information among firms listed on the Tehran Stock
Exchange. This implies that managers, particularly in high-growth firms, utilize
discretionary accruals as a mechanism for communicating information, thereby
mitigating information asymmetry and agency problems. The study further
reveals that investors assign greater value to companies that actively enhance the
transparency of their financial information environment. This suggests that
managerial use of discretionary accruals serves to reduce ambiguity and increase
informativeness in financial reporting.

Overall, the results confirm that managers in the Iranian capital market
strategically engage with the pricing of confidential information, aligning with the
findings of prior research by Bushee and Noe (2000), Patel and Dallas (2002),
Francis et al. (2005) and Glaeser (2018). Similarly, Nazemi et al. (2016)
demonstrated a relationship between financial disclosure and stock returns;
Moosavi Shiri et al. (2015) found a significant link between disclosure quality and
return volatility; Yahyazadeh Far et al. (2012) identified an inverse relationship
between information disclosure and bid-ask spreads; Grewal et al. (2017) noted
that enhanced information disclosure, particularly voluntary, reduces price
synchronicity and Kang (2004) established a connection between disclosure
practices and stock returns.

In relation to non-financial information disclosure, the findings indicate a negative
and significant effect on the pricing of the probability of using confidential
information. This result is consistent with theoretical perspectives suggesting that
such disclosures reduce firm-specific risk and the opacity of pricing. These
findings are aligned with the research conducted by La Porta et al. (2006).
Regarding strategic information disclosure, the results reveal a similarly negative
and significant impact on the pricing of the probability of insider information
usage. This aligns with expectations, as increased disclosure of strategic
information constrains managerial discretion and reduces opportunities for
exploiting confidential information. These findings are consistent with those of
Riahi and Mounira (2011). However, the data also suggest that while strategic
disclosure has a statistically significant effect, it does not necessarily translate into
a meaningful reduction in the pricing of confidential information, an observation
that merits attention from market participants.

Finally, the results demonstrate that risk information disclosure has a negative and
significant effect on the pricing of the probability of using confidential
information. This suggests that the extent of risk-related disclosure influences the
degree to which confidential information is embedded in stock prices. However,
contrary to expectations, some inconsistencies were observed in the results
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particularly those compared with findings by Vakili Fard et al. (2011) and Nazemi
et al. (2016). The lack of alignment may be attributed to factors such as the
irrelevance of disclosed risk content, investor inattention, or the subjective
interpretation of disclosed risk information. These findings underscore the
complexity of risk disclosure effectiveness and highlight the necessity of
improving both the relevance and clarity of risk-related information.
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1. Newton-Raphson
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1. Capital Asset Pricing Model (CAPM)
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