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Abstract:

This study aimed to design and test a model explaining the relationship between economic policy uncertainty, unexpected
earnings, and the level of voluntary disclosure among companies listed on the Tehran Stock Exchange. The research was
descriptive and ex post facto, relying on historical financial data. The statistical population comprised all listed companies
from 2011 to 2019, and 127 firms were selected through systematic elimination. Data were extracted from financial
statements and board reports and analyzed using panel regression with F-Limer (Chow) and Hausman tests. Unexpected
earnings were measured as the deviation between actual and forecasted earnings per share, while voluntary disclosure was
assessed using a six-component disclosure index. Economic policy uncertainty was calculated based on the inflation rate.
Results revealed a negative and significant effect of economic policy uncertainty on unexpected earnings, indicating that
higher policy uncertainty decreases the likelihood of generating positive unexpected profits. Conversely, the impact of
economic policy uncertainty on voluntary disclosure was not significant, showing no direct relationship between policy
uncertainty and managers’ disclosure behavior. The determination coefficients were 49% for the unexpected earnings model
and 89% for the voluntary disclosure model, confirming acceptable explanatory power. The findings highlight the importance
of stable economic policies in improving earnings predictability and reducing investor risk while suggesting that policy
uncertainty alone does not significantly drive voluntary disclosure decisions. Policymakers should aim to minimize economic
volatility and enhance transparency to strengthen investor confidence and market efficiency.
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Extended Abstract

Introduction

Capital markets play a fundamental role in channeling resources toward productive economic activities, yet their efficiency
is often undermined by information asymmetry—a situation where some market participants hold private information that
others cannot access (Ghalibaf & Valizadeh, 2016; Ho et al., 2023). Information asymmetry distorts pricing, increases
transaction costs, and erodes investor confidence. One way firms attempt to mitigate this risk is through voluntary disclosure,
the proactive release of information beyond mandatory requirements, to provide greater transparency to investors and
reduce agency costs (Heitzman et al., 2010; latridis & Alexakis, 2012; Khajavi & Alizadeh Tallatappeh, 2015). Prior research
confirms that voluntary disclosure can reduce adverse selection problems and improve stock liquidity (Safi Khani et al., 2023;
Setayesh et al., 2015). However, disclosure decisions are not made in isolation; the external macroeconomic environment,
particularly economic policy uncertainty (EPU), can substantially influence corporate communication strategies (Lei & Luo,
2023; Lu et al., 2024).

EPU refers to unpredictable and unstable economic conditions caused by volatile fiscal, monetary, and regulatory actions
that limit the ability of businesses and investors to forecast the future (Ghani & Ghani, 2024; Kaya, 2018). In emerging markets
such as Iran, persistent inflation, exchange rate volatility, and abrupt regulatory changes have amplified systemic uncertainty
(Khamesi, 2018; Rastegar, 2024). These shocks can disrupt investment planning, discourage long-term commitments, and
lead to cautious earnings management strategies (Li & Qiu, 2021; Saei et al., 2025). They also influence how investors
interpret earnings information and respond to surprises in corporate performance (Hamidian et al., 2019; Pirayesh &
Choghaleh, 2014).

Unexpected earnings, the difference between reported earnings and analyst or market expectations, are a key signal of
firm performance and market reaction (Farajzadeh Dehkordi et al., 2015; Salehi et al., 2014). When the macroeconomic
environment is stable, earnings surprises can lead to stronger stock price adjustments and help reduce mispricing (Heater et
al., 2023). However, in uncertain policy environments, investors may discount such information, anticipating greater volatility
and risk (Eyshi Ravandi et al., 2024; Kang & Wang, 2018). Research in developed markets shows that policy uncertainty
weakens the link between earnings announcements and market returns (Kang & Wang, 2018; Lu et al., 2024). Yet, findings
are inconsistent: some evidence suggests firms increase disclosure to counteract heightened uncertainty and maintain
investor trust (Al-Zubaidi et al., 2025; Nabosu, 2023), while other studies highlight reluctance to disclose sensitive information
under volatile conditions due to competitive or regulatory risks (Heitzman et al., 2010; Ho et al., 2023).

Despite growing attention to EPU and disclosure dynamics, research on emerging economies, especially Iran, remains
limited. Local studies emphasize that the Iranian market is highly sensitive to macroeconomic instability, yet comprehensive
models linking EPU, unexpected earnings, and voluntary disclosure are scarce (Bani Mahd et al., 2022; Mahdavi & Rezaei,
2018). Furthermore, few studies have simultaneously examined how EPU affects both the ability of firms to generate
unexpected earnings and their strategic decisions to voluntarily disclose information (Lei & Luo, 2023; Lu et al., 2024). This
study addresses these gaps by testing a conceptual model explaining the relationship between economic policy uncertainty,
unexpected earnings, and voluntary disclosure among companies listed on the Tehran Stock Exchange. By doing so, it

contributes to understanding how macroeconomic shocks shape corporate transparency and market efficiency in a high-

volatility environment.
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Methods and Materials

The research followed a descriptive and ex post facto design, using historical data from companies listed on the Tehran
Stock Exchange between 2011 and 2019. A systematic elimination approach yielded a final sample of 127 firms after excluding
financial institutions, firms with fiscal year changes, and companies with incomplete data. Financial information was collected
from audited annual reports and board statements.

Two main regression models were developed to test the study hypotheses. The first model assessed the effect of economic
policy uncertainty on unexpected earnings, calculated as the deviation of actual earnings per share from the previous year’s
expectations, normalized by prior earnings. The second model evaluated the impact of EPU on voluntary disclosure, measured
through a weighted six-component disclosure index covering historical performance, non-financial key statistics, segment
data, forecasts, and management discussion and analysis. EPU was proxied using macroeconomic indicators, specifically
inflation volatility. Control variables included market-to-book ratio, return on assets (ROA), return on equity (ROE), and
leverage.

Panel data analysis was performed after diagnostic tests, including the F-Limer (Chow) test to select between pooled and
panel models, and the Hausman test to determine fixed versus random effects. Model validity was checked using Durbin-
Watson statistics to test for autocorrelation and R-squared values to assess explanatory power.

Findings

The first hypothesis testing showed that economic policy uncertainty has a negative and statistically significant impact on
unexpected earnings. The estimated coefficient for EPU in the earnings surprise model was -0.349 (p < 0.05), indicating that
as policy uncertainty increases, the likelihood of firms producing earnings above market expectations diminishes. The model
explained approximately 49% of the variance in unexpected earnings, with no evidence of first-order autocorrelation (Durbin-
Watson statistic close to 2).

The second hypothesis testing found no significant relationship between economic policy uncertainty and voluntary
disclosure. The coefficient for EPU in the disclosure model was near zero and statistically insignificant (p > 0.05), suggesting
that changes in policy uncertainty do not meaningfully influence managers’ voluntary disclosure practices in the Iranian
market context. Despite this, the disclosure model itself exhibited strong explanatory power, with an adjusted R-squared of
0.88, largely driven by firm-level financial variables such as market-to-book ratio and leverage.

Overall, the data analysis confirmed that while policy uncertainty undermines firms’ ability to generate unexpected
earnings, it does not lead to significant changes in voluntary disclosure behavior among listed Iranian firms.

Discussion and Conclusion

These findings provide new insights into the interplay between macroeconomic instability and corporate reporting in
emerging markets. The negative association between EPU and unexpected earnings aligns with prior evidence showing that
uncertain policy environments disrupt investment planning and reduce the ability of firms to outperform earnings
expectations (Ghani & Ghani, 2024; Kaya, 2018; Li & Qiu, 2021). Similar results have been reported in studies on the U.S. and
Asian markets, where shocks such as oil price volatility and political unpredictability depress firm profitability and dampen
earnings surprises (Hamidian et al., 2019; Kang & Wang, 2018). In the Iranian context, chronic inflationary pressures, frequent
regulatory shifts, and currency volatility likely restrict managerial flexibility, prompting more conservative financial strategies

and discouraging risk-taking that could yield higher-than-expected earnings (Khamesi, 2018; Rastegar, 2024).
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Conversely, the absence of a significant EPU effect on voluntary disclosure diverges from some international studies
suggesting that uncertainty incentivizes transparency as a signaling mechanism (Lei & Luo, 2023; Lu et al., 2024; Nabosu,
2023). Several factors may explain this divergence. First, weak corporate governance mechanisms in many Iranian listed
companies limit accountability and reduce incentives to proactively adjust disclosure strategies (Mahdavi & Rezaei, 2018; Safi
Khani et al., 2023). Second, the cost of disclosure may outweigh its benefits under volatile conditions, as managers may fear
exposing sensitive strategic or operational information that could be exploited by competitors or lead to regulatory scrutiny
(Heitzman et al., 2010; Ho et al., 2023). Third, the limited presence of sophisticated institutional investors and independent
analysts may mean there is less market pressure to enhance voluntary disclosure during periods of high uncertainty (Ja'fari
Larijani & Farahmandi, 2014; Setayesh et al., 2015).

From a broader perspective, these results suggest that in markets with weak enforcement and governance infrastructure,
macroeconomic shocks primarily influence firms’ earnings generation capacity rather than their disclosure behavior. For
investors, this implies that EPU may reduce opportunities for abnormal returns tied to earnings surprises, while providing
little compensatory benefit in terms of increased transparency. For policymakers, the findings emphasize the crucial role of
creating a stable and predictable economic policy environment to foster both investor confidence and corporate performance
(Eyshi Ravandi et al., 2024; Ghani & Ghani, 2024). Furthermore, regulatory initiatives aimed at enhancing disclosure standards
and strengthening governance could help ensure that firms use transparency as a tool to navigate uncertain conditions, as
observed in other emerging and developed markets (Al-Zubaidi et al., 2025; Nhi Thanh Thao et al., 2024).

In conclusion, this study advances understanding of how economic policy uncertainty shapes the informational landscape
of the Tehran Stock Exchange by demonstrating its dampening effect on unexpected earnings but negligible influence on
voluntary disclosure. The results highlight the need for macroeconomic stability and institutional development to improve

the predictive power of financial reporting and the functioning of capital markets in emerging economies.
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