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Abstract:

The main objective of this study is to design and present a comprehensive model for improving investor decision-making and
enhancing investment efficiency with a focus on financial reporting quality. The research seeks to analyze the impact of
financial reporting quality on investor behavior by examining the role of various factors including information disclosure, the
informational environment, forward-looking perspectives, and socio-cultural dimensions. The present study was conducted
using a mixed-methods approach (a combination of qualitative and quantitative analyses). In the qualitative section, semi-
structured interviews were conducted with financial experts, and the data were analyzed through open, axial, and selective
coding. In the quantitative section, the data were collected through questionnaires and evaluated using confirmatory factor
analysis (CFA) and structural equation modeling (PLS-SEM). In addition, the ISM-DIMATEL method was applied to stratify and
analyze the relationships among components. The study identified six core categories: (1) financial reporting quality, (2)
investment efficiency, (3) investor behavior, (4) informational environment, (5) forward-looking perspective, and (6) socio-
cultural impacts. The results indicated that financial reporting quality has a significant effect on reducing irrational behaviors,
increasing market transparency, lowering the cost of capital, and improving decision-making. Furthermore, socio-cultural
factors act as mediators by influencing investor trust and perceptions. The final model demonstrated a good fit (GOF > 0.4).
Financial reporting quality is one of the key factors in improving investor behavior and enhancing investment efficiency.
Policymakers, regulatory bodies, and corporate managers should focus on improving disclosure, standardizing reports, and
considering cultural and forward-looking aspects in order to enhance information quality, strengthen market trust, and foster
more rational financial behaviors.
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Extended Abstract

Introduction

Financial reporting quality (FRQ) has been recognized as one of the most critical elements in financial markets because of
its ability to reduce information asymmetry, increase market transparency, and improve investor confidence (Rahimi & Kiani,
2024). Reliable and transparent reporting provides the foundation for rational decision-making and enhances investment
efficiency by ensuring that scarce financial resources are allocated to projects with positive net present value rather than
wasted on inefficient investments (Chen et al., 2010; Li & Wang, 2010). The significance of FRQ has been amplified by the
increasing complexity of financial markets, global capital flows, and the growing reliance of investors on timely and high-
quality information.

Recent studies show that weak financial reporting can lead to adverse economic outcomes such as overinvestment or
underinvestment, erosion of investor trust, and distortions in capital allocation (Piri et al., 2014). Conversely, transparent
reporting reduces the cost of capital, increases comparability across firms, and facilitates cross-border investments (Hlaciuc
et al., 2015; Houge et al., 2016). In this sense, the International Financial Reporting Standards (IFRS) have played a central
role in improving financial reporting consistency and comparability globally. The adoption of IFRS has shown significant
positive effects on firm value and investor protection by enhancing disclosure practices (Cascino & Gassen, 2015).

In emerging markets such as Iran, the importance of FRQ becomes more pronounced due to weaker institutional
frameworks, higher information asymmetry, and less effective investor protection. Previous research emphasizes that
investors in such markets are more prone to behavioral biases, herd behavior, and sentiment-driven decisions when reliable
financial information is lacking (Cornell et al., 2017; Zhang et al., 2019). Moreover, cultural and social influences also play an
important role in shaping investor behavior, mediating the link between FRQ and investment efficiency (Shahabi Rad et al.,
2024).

The existing literature demonstrates that FRQ is a multidimensional construct that influences not only financial outcomes
but also organizational credibility and investor trust. For example, Al-Dmour and colleagues found that FRQ has a significant
impact on both financial and non-financial performance, highlighting the broader consequences of high-quality reporting (Al-
Dmour et al., 2018). Similarly, studies on integrated financial reporting emphasize its ability to enhance price informativeness
and reduce forecasting bias, which further supports the role of FRQ in shaping investor decision-making (Vahdani &
Mohammadi Mehr, 2024).

Despite these insights, gaps remain in understanding how FRQ interacts simultaneously with behavioral, informational,
and cultural factors to affect investment efficiency. While some studies focus on the governance role of accounting
information (Karimi et al., 2022), others highlight the moderating effect of investor sentiment (Ali Nejad et al., 2022), or the
mediating role of information asymmetry (Seyyed Jamali & Doaee, 2018). There is a need for a comprehensive model that
integrates these dimensions to explain how FRQ can directly and indirectly shape investor behavior and market outcomes.

The present study addresses this gap by designing and testing a mixed-methods model for improving investor decision-
making and investment efficiency with emphasis on FRQ. Drawing on insights from international and domestic literature, the
model captures six main components: (1) financial reporting quality, (2) investment efficiency, (3) investor behavior, (4)

informational environment, (5) forward-looking orientation, and (6) socio-cultural influences. By employing a combination of
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qualitative and quantitative approaches, the research seeks to provide both theoretical and practical contributions to the
discourse on FRQ and its implications for financial markets.

Methods and Materials

This study employed a mixed-methods approach to capture both exploratory and confirmatory dimensions of FRQ and its
impact on investor decision-making.

In the qualitative phase, semi-structured interviews were conducted with financial experts, including auditors, investment
managers, and regulators. The interviews focused on exploring their perspectives on FRQ, the challenges of disclosure, and
its implications for investor behavior. Data analysis followed the grounded theory approach with three stages of coding: open,
axial, and selective. This process resulted in the identification of 179 open codes, which were grouped into 18 categories and
eventually synthesized into six core themes.

In the quantitative phase, a structured questionnaire was developed based on the qualitative findings. The questionnaire
was distributed among 373 respondents from companies listed on the Tehran Stock Exchange, including managers, analysts,
and institutional investors. To test the validity and reliability of the instrument, confirmatory factor analysis (CFA) was
performed, and Cronbach’s alpha values exceeded the acceptable threshold of 0.70.

Data were analyzed using structural equation modeling (PLS-SEM) to assess the relationships among the constructs.
Additionally, the ISM-DIMATEL hybrid method was applied to classify and rank the influence of the six identified components.
This step allowed the researchers to determine causal relationships and the hierarchical structure of factors affecting
investment decision-making.

Findings

The qualitative phase resulted in the identification of six core categories: (1) Financial reporting quality (accuracy,
transparency, predictive power, timeliness, adherence to standards, auditor credibility), (2) Investment efficiency (cost of
capital, investment returns, optimal strategies), (3) Investor behavior (risk preferences, emotional reactions, herd behavior,
reliance on rumors), (4) Informational environment (market transparency, regulatory frameworks, economic factors), (5)
Forward-looking orientation (market trend forecasting, strategic planning, risk assessment), and (6) Socio-cultural influences
(organizational culture, trust, ethical norms, social perceptions).

The ISM-DIMATEL analysis revealed that FRQ and forward-looking orientation were the most influential drivers of the
system, while investor behavior was identified as the most dependent factor. The findings indicated that socio-cultural and
informational factors served as linking elements, simultaneously affecting and being affected by other variables.

The quantitative analysis showed that FRQ had a significant positive effect on investment efficiency by reducing irrational
behavior, lowering the cost of capital, and enhancing transparency. Specifically, the structural equation modeling
demonstrated that FRQ explained 38.7% of the variance in investment efficiency. Socio-cultural influences were found to play
a mediating role by shaping investor trust and perceptions. Furthermore, the overall model demonstrated strong goodness
of fit (GOF = 0.411), confirming the robustness of the proposed framework.

Descriptive statistics also highlighted the demographic composition of respondents: the largest group was between 35—
44 years old (32.2%), 59% were male, and the majority held undergraduate degrees (48.3%). The reliability and validity
assessments confirmed the measurement model’s adequacy, with all factor loadings exceeding the minimum threshold.

Discussion and Conclusion
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The findings of this study reinforce the critical role of FRQ in shaping investor decision-making and improving investment
efficiency. High-quality reporting reduces irrational investor behavior, enhances transparency, and lowers the cost of capital.
This aligns with earlier research that demonstrated the economic consequences of IFRS adoption in improving comparability
and reducing information risk (Houqe et al., 2016).

The results also underscore the mediating influence of socio-cultural factors. Investors’ trust and perceptions are not solely
shaped by numerical data but also by broader cultural norms and ethical expectations. This is consistent with studies
highlighting the interaction between investor sentiment and financial information (Cornell et al., 2017; Shahabi Rad et al.,
2024). In emerging markets with high volatility and limited institutional protection, this dimension becomes particularly
critical (Zhang et al., 2019).

Moreover, the evidence that FRQ enhances forward-looking orientation among investors suggests that transparent
reporting supports long-term strategic thinking and better risk assessment. This corresponds with findings on integrated
financial reporting, which reduces earnings forecast bias and strengthens price informativeness (Vahdani & Mohammadi
Mehr, 2024). Similarly, by providing timely and accurate disclosure, companies can help investors resist short-term sentiment-
driven decisions and align capital allocation with sustainable value creation (Ali Nejad et al., 2022; Karimi et al., 2022).

The study also contributes to understanding the role of the informational environment, showing that legal frameworks
and regulatory structures amplify the impact of FRQ. This resonates with research emphasizing the importance of
standardized reporting practices and strong institutional oversight in increasing market confidence (Al-Dmour et al., 2018;
Cascino & Gassen, 2015).

In conclusion, this research offers a comprehensive model that integrates financial, behavioral, informational, and socio-
cultural dimensions to explain the mechanisms through which FRQ improves investor decision-making and investment
efficiency. By confirming the causal relationships among these factors, the study provides both theoretical insights and
practical guidance for policymakers, regulators, and corporate managers. It emphasizes that enhancing FRQ is not merely a
technical exercise but a strategic imperative for fostering rational investor behavior, building trust, and achieving efficient

capital allocation in financial markets.
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