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Abstract

Purpose: The phenomenon of price bubble in financial markets causes uncertainty and
capital outflows from productive markets. This phenomenon has experienced periods of
high volatility in the Iranian stock market, causing significant price divergence in the stock
prices of various companies active in this market. Therefore, the purpose of this study is to
examine the effect of investors’ confidence on stock price divergence and the cost of capital
in the Tehran Stock Exchange.

Method: The hypothesis testing was carried out through multiple regression and the
generalized least squares method. Our sample included 120 companies during the period
2017 to 2023, which were selected using the systematic elimination method. Data was
collected using a library method and hypotheses were tested using multivariate regression
with a panel data approach.

Findings: The results exhibit that investors’ confidence has a negative and significant effect
on stock price divergence and cost of capital and reduces them.

Conclusions: In other words, increasing information disclosure and increasing investors’
confidence as one of the financial behavioral issues reduces information asymmetry and, as
a result, reduces the bubble or divergence of stock prices and the cost of capital. This
research can provide valuable insights for investors and managers regarding investor
confidence in stock price divergence and cost of capital. The findings are expected to
contribute to the advancement of theory and practice in accounting.
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