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Introduction

In today’s dynamic financial environment, the unprecedented advancement of
information and communication technologies has dramatically transformed the
accessibility and timeliness of market information. Capital markets, as the core of
modern economic systems, rely fundamentally on information transparency to
allocate resources efficiently, enhance economic growth and safeguard investors’
wealth. Information disclosure (both mandatory and voluntary) serves as a crucial
mechanism to reduce information asymmetry between informed insiders and
uninformed market participants, thereby improving market liquidity and
mitigating excessive volatility (Dye, 2001 and Li et al., 2019). Existing theoretical
frameworks suggest that frequent and high—quality disclosures increase market
efficiency by preventing extreme fluctuations and fostering investor confidence
(Pacicco et al., 2020 and Dai et al., 2024). Nevertheless, empirical evidence
remains inconclusive, with findings often contingent upon firm size, analyst
coverage and institutional settings and predominantly derived from developed
markets, particularly the United States.

This study investigates the relationship between corporate information disclosure
and MS in the context of the Iranian capital market, emphasizing the moderating
role of economic policy uncertainty (EPU). Iran presents a unique institutional
and regulatory landscape, characterized by the centralized Codal system for
corporate disclosures, strict regulatory mandates and heightened exposure to
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macroeconomic shocks and international sanctions. These conditions amplify the
relevance of voluntary disclosure as a signaling mechanism for market stability
while simultaneously exacerbating the risks of information delays and asymmetry.
By integrating disclosure dynamics with EPU indicators, this research offers a
novel analytical framework to assess how policy uncertainty shapes market
responsiveness to corporate transparency. The study’s findings aim to enhance the
understanding of disclosure—based market behavior in emerging markets and
provide actionable insights for policymakers seeking to promote transparency and
resilience in volatile economic environments.

Literature Review

The literature on MS and information disclosure integrates multiple theoretical
perspectives, including agency, stakeholder, legitimacy, institutional and
signaling theories, to explain the mechanisms through which corporate reporting
influences market reactions (Phan et al., 2021). Agency theory provides a
foundational lens, highlighting the persistent conflicts of interest between
managers and shareholders that generate monitoring, bonding and residual costs.
In emerging markets, where institutional oversight is often weak, these agency
problems intensify, leading to heightened information asymmetry, reduced
investor confidence and amplified MS to corporate disclosures (Cashman et al.,
2023 and Shemshad, 2024). Empirical research shows that poor disclosure quality
and incomplete or biased reporting can magnify stock price volatility, stimulate
behavioral responses from investors and ultimately elevate the required risk
premium (Lopez-Villavicencio and Pourroy, 2023 and Taheri and Sheikhzadeh,
2024).

A growing body of studies also emphasizes the role of EPU as a systemic risk
factor that moderates market reactions to disclosure events. EPU, driven by
volatile fiscal, monetary, exchange rate and trade policies, reduces earnings
predictability, disrupts investment decisions and increases both systematic and
idiosyncratic risk (Ghani and Ghani, 2024 and Lei and Luo, 2023). Evidence from
emerging and sanction—affected economies, including Iran, reveals that higher
EPU strengthens market overreactions to new information, exacerbates
information asymmetry and pressures firms to enhance the timeliness and
credibility of voluntary disclosures (Rajab Zadeh and Barzegar, 2024 and Dash et
al., 2021). Collectively, the literature converges on two key propositions: first,
that disclosure quality significantly affects MS and second, that EPU acts as a
critical moderator, amplifying or dampening the market’s reaction to corporate
transparency. These insights frame the study’s hypotheses, which posit a
significant relationship between disclosure and MS and a moderating effect of
EPU in the Iranian capital market context.

Research Methodology
This study adopts an applied research design aimed at providing practical insights
for addressing real-world challenges in the Iranian capital market.
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Methodologically, the research follows a descriptive—correlational approach,
focusing on the analysis of relationships between information disclosure, EPU and
MS within a structured analytical framework. The statistical population
encompasses all firms listed on the Tehran Stock Exchange (TSE) from 2007 to
2021 (1386 t01400 in the Iranian calendar). After applying systematic exclusion
criteria (including the removal of financial institutions, firms with unavailable
data, companies with fiscal year changes and stocks with extended trading
suspensions) a final sample of 64 firms was selected, yielding a balanced panel of
15 annual observations per company.

The study relies on panel data regression as its primary analytical tool,
complemented by dynamic Generalized Method of Moments (GMM) estimations
to address potential endogeneity and heteroscedasticity issues. Two main
regression models were specified: the first estimates the direct effect of voluntary
disclosure on MS, while the second incorporates EPU and its interaction with
disclosure to assess moderating effects. MS was operationalized via a composite
index derived from stock price volatility and volume-based liquidity using
exploratory factor analysis. Voluntary disclosure (Disclosure) was quantified
using a 71-item checklist adapted from Bushee (1998), scored across six
informational dimensions and normalized on a 0-1 scale. EPU was constructed
following Baker et al. (2016) through media—content analysis of seven national
newspapers, supplemented with a GARCH-based robustness check.

Control variables include board independence, firm size, institutional ownership,
firm age, return on assets, sales growth, financial leverage, loss—making status and
industry—year dummies. Data preprocessing was conducted in Microsoft Excel,
while hypothesis testing utilized EViews software. Model specification tests,
including the F-Limer and Hausman tests, guided the selection between fixed and
random effects models. This rigorous methodological framework ensures the
validity of empirical findings and enhances their relevance for policy and market
applications in emerging economies.

Results

The empirical analysis provides robust evidence on the relationship between
voluntary information disclosure EPU and MS in the Iranian capital market.
Descriptive statistics reveal substantial variability across firms, with EPU
exhibiting the highest dispersion, reflecting pronounced macroeconomic volatility
during 2007-2021. Exploratory factor analysis was applied to construct composite
indices for MS and Disclosure, enhancing statistical precision and reducing noise
in subsequent regressions. Correlation analysis indicates that SPV (stock price
volatility) has the strongest association with MS (r = 0.944), while EPU is
positively correlated with both SPV and MS, highlighting its role as a systemic
risk driver. Variance inflation factor (VIF) tests confirmed the absence of
multicollinearity, ensuring the reliability of model estimation.
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Panel regression and dynamic GMM estimations demonstrate that voluntary
disclosure generally mitigates MS by reducing price volatility and enhancing
market liquidity. Specifically, disclosure exerts a negative and statistically
significant effect on SPV and MS, while its effect on TVOL (turnover—based
liquidity) is positive, suggesting that improved transparency encourages trading
activity without destabilizing prices. EPU significantly amplifies MS, confirming
that periods of policy ambiguity increase systematic and idiosyncratic risks.
Importantly, the interaction term (Disclosure x EPU) is negative and significant
in models explaining SPV and MS, indicating that high—quality disclosure
attenuates the destabilizing effects of policy uncertainty on market reactions.
However, this moderating effect is not observed in liquidity—driven models,
implying that trading volume remains largely influenced by market sentiment
rather than disclosure in uncertain environments.

Overall, the results validate both hypotheses: disclosure quality significantly
influences MS and EPU moderates this relationship. The findings underscore the
dual role of voluntary disclosure in stabilizing market behavior and enhancing
investor confidence, particularly under high macroeconomic uncertainty. These
insights hold practical implications for corporate governance, investor decision—
making and regulatory efforts aimed at strengthening market resilience in
emerging economies.

Discussion and Conclusion

This study underscores the pivotal role of high—quality corporate disclosure in
reducing market sensitivity within the Iranian capital market, particularly under
the influence of EPU. The findings demonstrate that voluntary disclosure
significantly mitigates market volatility and information asymmetry, confirming
its function as a stabilizing mechanism for investor decision—-making. The
persistence of this effect across current and subsequent periods indicates that
market participants not only respond immediately to disclosures but also
internalize their informational content over time. This outcome aligns with agency
theory, as enhanced transparency reduces monitoring costs, mitigates
opportunistic managerial behavior and ultimately decreases the residual risks that
drive market overreactions.

The moderating analysis reveals that EPU exacerbates market sensitivity and
weakens the stabilizing impact of disclosure. In periods of heightened policy
ambiguity (driven by fiscal, monetary or regulatory shocks) investor reactions
become more pronounced and even robust disclosures cannot fully suppress
behavioral or sentiment—driven volatility. This result resonates with prior studies
emphasizing the amplifying effect of systemic uncertainty in emerging markets
(Lei and Luo, 2023 and Ghani and Ghani, 2024). For regulators, these findings
highlight the necessity of reinforcing disclosure timeliness and monitoring
mechanisms during episodes of policy turbulence. Firms are advised to adopt
incentive—based frameworks to promote voluntary disclosure, thereby enhancing
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stock price stability and investor trust. Institutional investors and analysts, in turn,
can integrate EPU indicators into fundamental analyses to optimize risk—adjusted
portfolio decisions.

Future research may extend these insights by employing conditional volatility
models such as GARCH-M or QVAR, examining mediating factors like audit
quality and ownership concentration and conducting cross—industry or cross—
country comparisons to enhance generalizability. Overall, the study provides
actionable implications for governance, regulation and investment strategies in
volatile emerging markets.
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Table (1) Sample selection from the statistical population
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Table (2) Descriptive statistics of research variables
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Table (3) Exploratory factor loadings of the MS variable by year
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Table (5) Results of the collinearity test of the research models
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1. Variance Inflation Factor (VIF)
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Table (6) Results of the correlation matrix of research variables
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Table (7) Estimation results of the first research model
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Table (8) Estimation results of the second research model
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Table (9) Estimation results of the third research model
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Table (10) Estimation results of the fourth research model
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Table (11) Estimation results of the fifth research model
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Table (12) Estimation results of the sixth research model
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