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Abstract

Capital markets are exposed to a multitude of risks, with forward-looking risk representing a particularly critical category for investor
assessment. Shareholders increasingly rely on firms' strategic disclosures to evaluate short- and long-term objectives, performance
expectations, and the quality of prospective information. This study examines the value relevance of forward-looking risk disclosures within
annual reports, specifically investigating the moderating effects of economic uncertainty and corporate profitability. Utilizing a sample of 93
firms listed on the Tehran Stock Exchange (TSE) from 2017 to 2023, selected via a systematic filtering process, we measure forward-looking
risk disclosure through a content analysis of keyword frequency. Our empirical model employs the Generalized Method of Moments (GMM)
estimator to ensure robust hypothesis testing, with stock price as the dependent variable and the disclosure level as the independent variable.
The results demonstrate a statistically significant negative association between forward-looking risk disclosure and stock price. Furthermore,
we find that this relationship is significantly moderated by both economic uncertainty, which exacerbates the negative effect, and profitability,
which attenuates it. These findings highlight the acute sensitivity of the TSE to macro-economic conditions and firm-specific performance.
Consequently, we recommend that policymakers and regulators implement strategies to enhance the transparency and reliability of forward -
looking disclosures to improve market efficiency.
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Introduction

One of the most critical sources of information available to investors—information to which they actively respond—is corporate risk
disclosure. Such disclosure offers a forward-looking perspective on the firm and provides valuable insights that can influence stock
prices and other capital market indicators. By disclosing risk factors, firms enable investors to better understand the risks they face,
thereby allowing for a more informed assessment of both current and future performance (Tabatabaei et al., 2022). For informed
investors, access to risk-related information is essential for accurate firm valuation and sound investment decision-making (Elgammal
et al., 2018). Improved corporate risk disclosure is therefore expected to enhance investors' evaluations of a firm’s future prospects.
For managers, transparent communication of key risks linked to strategic objectives serves an important signaling function. It not only
reflects their awareness of potential threats but also showcases their ability to manage these risks effectively. This transparency can
help distinguish competent managers from others who may disclose less comprehensive or less informative risk-related content
(Elshandidy & Shrives, 2016).
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Despite the growing emphasis on forward-looking risk disclosure, a review of the literature reveals a significant gap: few studies
have comprehensively examined the moderating roles of economic uncertainty and corporate profitability in the value relevance of
such disclosures. To address this gap, the present study employs a dynamic estimation approach by incorporating lagged values of the
dependent variable as independent variables. This methodological choice allows for a more nuanced analysis of the relationships
between key variables and represents a distinctive feature of the research. Accordingly, this study seeks to address the following
research question: Do economic uncertainty and corporate profitability moderate the value relevance of forward-looking risk
disclosures in annual reports?

Materials & Methods

Corporate risk disclosure constitutes one of the most critical sources of information for investors, to which they actively respond. Such
disclosure provides a forward-looking perspective on the firm and delivers valuable insights capable of influencing stock prices and
other capital market indicators. By disclosing risk factors, firms enable investors to better comprehend the risks they face, thereby
facilitating a more informed assessment of both current and future performance (Tabatabaei et al., 2022). For informed investors, access
to risk-related information is indispensable for accurate firm valuation and sound investment decision-making (Elgammal et al., 2018).
Consequently, enhanced corporate risk disclosure is anticipated to improve investors' evaluations of a firm’s future prospects. For
managers, the transparent communication of key risks associated with strategic objectives serves a critical signaling function. This
practice not only reflects their awareness of potential threats but also demonstrates their competence in managing these risks effectively.
Such transparency can help distinguish capable management from those who may provide less comprehensive or informative risk-
related content (Elshandidy & Shrives, 2016).

Research findings

The first hypothesis posits a relationship between forward-looking risk disclosure and stock price. The results demonstrate a significant
relationship between these variables in both static and dynamic model specifications. This consistency across models suggests that
investors actively incorporate qualitative risk disclosures into their valuation of firms. The second hypothesis proposes that economic
uncertainty moderates the value relevance of forward-looking risk disclosure. Empirical findings from both modeling approaches
confirm that this moderating effect is significant, thus providing support for the second hypothesis. This result indicates that market
sensitivity to risk disclosures is heightened during periods of economic instability. This phenomenon is consistent with the “flight to
quality” thesis, which posits that investors exhibit a heightened preference for transparent and high-quality information in uncertain
macroeconomic environments. The third hypothesis examines the moderating role of firm profitability in the relationship between
forward-looking risk disclosure and stock price. The analysis reveals that profitability significantly moderates this relationship,
indicating that the market accords greater credibility to risk disclosures from highly profitable firms. This outcome aligns with signaling
theory, whereby high-performing firms utilize extensive voluntary disclosures to distinguish themselves from lower-performing peers.

Discussion of Results & Conclusion

Transparent and timely disclosure of forward-looking risks can serve as a strategic instrument for enhancing corporate credibility and
mitigating information asymmetry. It is recommended that corporate managers, particularly those operating in highly volatile
industries, implement dynamic systems for the continuous monitoring and disclosure of emerging risks. Regulatory authorities should
consider establishing a clear and standardized framework for risk classification, alongside developing an integrated system that
facilitates the comparison and evaluation of disclosure quality across firms. Investors are encouraged to incorporate the degree of
transparency in risk disclosures and their alignment with prevailing macroeconomic conditions into their analytical frameworks,
complementing traditional financial metrics. At the macro-policy level, the introduction of mechanisms such as tax incentives or credit
benefits could effectively promote voluntary disclosure of forward-looking risks. Furthermore, the development of predictive models
capable of capturing the dynamic interactions among forward-looking risk disclosure, economic conditions, and stock prices would
contribute significantly to a more comprehensive understanding of these relationships. Given the unique economic environment and
capital market characteristics in Iran, it is advisable for listed companies to establish dedicated risk management committees tasked
with the periodic (e.g., quarterly) identification, classification, and systematic disclosure of operational, financial, and industry-specific
risks. The Securities and Exchange Organization (SEO) could play a central role by formulating localized guidelines for forward-
looking risk disclosure and by implementing an integrated platform to assess and rate the quality of corporate disclosures. Such
initiatives would incentivize greater transparency and enhance investor confidence.
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Table (1) The screening process of selected companies from 2017 to 2023
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Table (2) Research models
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Table (4) Descriptive statistics
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Table (5) Estimation results of olson's model without considering the conditions of economic uncertainty and
profitability
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Table (7) Estimation results of olson's model in terms of profitability
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Table (8) Estimation of olson’s model without taking into account the conditions of uncertainty and profitability with
a dynamic approach
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Table (9) Estimation of olson's model in economic uncertainty with a dynamic approach
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Table (10) Estimation of olson’s model in terms of profitability with a dynamic approach
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