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Objective: This study aims to examine the effect of financial market
transparency on firms’ business development, emphasizing the
mediating role of market efficiency in Iran’s capital market.
Methodology: The study adopts a quantitative, analytical-inferential
design based on panel data methodology. The sample consists of firms
listed on the Tehran Stock Exchange over a multi-year period. Data were
collected from audited financial statements and trading records. To
control for unobserved firm-specific heterogeneity, fixed-effects panel
regression models were employed following the Hausman test.
Stationarity tests and other econometric diagnostics were conducted to
ensure the robustness and validity of the estimations.

Findings: The results indicate that financial market transparency has a
positive and statistically significant effect on market efficiency (=0.37,
t=4.98, p<0.001). In addition, both financial market transparency
(B=0.21, t=3.04, p<0.01) and market efficiency (p=0.29, t=4.17,
p<0.001) exert a direct and significant positive influence on business
development. Mediation analysis confirms that market efficiency plays
a partial mediating role in the relationship between financial market
transparency and business development, as the coefficient of
transparency decreases yet remains significant after including the
mediator.

Conclusion: Financial market transparency should be regarded not
merely as a regulatory requirement but as a critical mechanism for
enhancing market efficiency and fostering sustainable business
development in emerging capital markets such as Iran.
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EXTENDED ABSTRACT
Introduction

Financial market transparency has increasingly been recognized as a cornerstone of well-
functioning capital markets and a critical prerequisite for informed decision-making by investors, firms,
and regulators. Transparency broadly refers to the availability, clarity, timeliness, and reliability of
information disclosed to market participants, enabling them to evaluate risks, returns, and strategic
prospects more accurately. Recent studies emphasize that transparency is no longer confined to traditional
financial reporting but also encompasses disclosure practices in digital environments, persuasive
technologies, and modern marketing platforms, all of which shape users’ trust and informed choices (Wang
et al., 2023). In competitive and technology-driven markets, transparency plays a vital role in fostering
trust, fair competition, and sustainable market interactions (Guerra et al., 2023).

From a financial economics perspective, transparency is closely linked to market efficiency.
Efficient markets are characterized by prices that rapidly and accurately incorporate all available
information. When disclosure quality is high, information asymmetry is reduced, liquidity conditions
improve, and price discovery becomes more effective, particularly during periods of uncertainty or crisis
(Lang & Maffett, 2011). Empirical evidence across countries suggests that greater transparency in the
financial sector can mitigate systemic risks and moderate the concentration of market power, thereby
enhancing overall market stability (Kusi et al., 2020). Conversely, opacity in disclosure may distort pricing
mechanisms and weaken investor confidence.

At the firm level, transparency has been shown to influence performance, investment behavior,
and long-term growth. Early empirical work demonstrated that disclosure quality and transparency are
significant predictors of firm performance (Chi, 2009). Subsequent studies have highlighted that
transparency affects firms’ capital structure decisions, cost of capital, and profitability sustainability,
especially in emerging markets where institutional environments are still evolving (Feng et al., 2022; Li et
al., 2019). Transparency also extends beyond purely financial outcomes, shaping brand credibility,
stakeholder perceptions, and competitive positioning (Bhaduri & Ha-Brookshire, 2015).

Recent developments in fintech, algorithmic trading, and artificial intelligence have further
complicated the transparency—efficiency nexus. While advanced technologies can enhance information
processing speed and predictive accuracy, they may also introduce new layers of complexity and opacity
if not accompanied by adequate transparency standards (Srivastava & Sikroria, 2024). Behavioral finance
research additionally suggests that in non-transparent environments, investors’ cognitive biases may
intensify market inefficiencies (Mahmood, 2024). Parallel strands of research indicate that transparency is
instrumental in detecting financial misconduct and fraud, thereby strengthening market integrity and
investor trust (Dechow et al., 2024).

Despite the growing body of international literature, evidence on how financial market
transparency translates into firm-level business development through the channel of market efficiency
remains limited, particularly in emerging economies. Context-specific institutional, legal, and cultural
characteristics may alter the strength and direction of these relationships (Feng et al., 2022). In Iran’s capital
market, factors such as concentrated ownership structures, regulatory enforcement challenges, and
evolving disclosure standards underscore the need for empirical investigation grounded in local realities
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(Pirayesh Shirazi, 2025; Yazdan Panah & Ahmadi Mousavi, 2023). EXisting domestic studies suggest that
improvements in transparency and efficiency can enhance organizational productivity and resource
utilization, including human capital efficiency (Rasoul et al., 2023). However, an integrated empirical
framework linking transparency, market efficiency, and business development has remained
underexplored.

Accordingly, this study addresses this gap by examining the effect of financial market transparency
on firms’ business development, with particular emphasis on the mediating role of market efficiency in
Iran’s capital market.

Methods and Materials

The study adopts a quantitative, applied research design with an analytical—inferential approach.
Panel data methodology is employed to capture both cross-sectional differences among firms and temporal
dynamics over a multi-year period. The statistical population consists of firms listed on the Tehran Stock
Exchange. To ensure data comparability and homogeneity, financial institutions such as banks and
insurance companies were excluded due to their distinct regulatory and financial structures. Firms
included in the final sample were required to have continuous trading activity and complete, audited
financial and market data throughout the study period.

Data were collected from officially published, audited financial statements and market trading
databases. Financial market transparency was operationalized using established disclosure-based
indicators reflecting the quality and extent of information availability. Market efficiency was measured
through indicators capturing the responsiveness of prices to information. Business development was
defined as a multidimensional construct reflecting firms’ growth and expansion capacity. Control
variables, including firm size, leverage, and profitability, were incorporated to isolate the net effects of
the main variables.

Data analysis proceeded in several stages. Descriptive statistics were first examined to assess data
distribution and variability. Stationarity tests were conducted to prevent spurious regression results. The
Hausman test was applied to determine the appropriate panel estimation technique, leading to the selection
of fixed-effects models. Regression analyses were then performed to test direct relationships, followed by
mediation analysis to evaluate the indirect effect of transparency on business development through market
efficiency. Diagnostic checks were applied to ensure the robustness of estimations.

Findings

The empirical results reveal that financial market transparency has a positive and statistically
significant effect on market efficiency. Firms operating in more transparent market conditions experience
improved informational efficiency, reflected in stronger price responsiveness and reduced informational
frictions. This finding confirms that transparency enhances the market’s ability to process and reflect
information accurately.

The results further indicate that financial market transparency exerts a direct and positive influence
on business development. Firms in more transparent environments demonstrate higher growth-related
performance, suggesting that transparency facilitates access to capital, reduces uncertainty, and supports
long-term strategic planning. Market efficiency also shows a positive and significant effect on business
development, underscoring the importance of an efficient informational environment for translating
market signals into productive investment and growth.



Mediation analysis demonstrates that market efficiency plays a partial mediating role in the
relationship between financial market transparency and business development. When market efficiency is
included in the regression model, the coefficient of transparency decreases but remains statistically
significant. This pattern indicates that transparency affects business development both directly and
indirectly by enhancing market efficiency. Overall, the model explains a substantial proportion of
variation in firms’ business development outcomes, and diagnostic tests confirm the stability and
reliability of the estimated relationships.

Discussion and Conclusion

The findings highlight the multifaceted role of financial market transparency in emerging capital
markets. Transparency strengthens market efficiency by reducing information asymmetry and improving
price discovery, which in turn creates a more supportive environment for firm-level development. At the
same time, transparency directly benefits firms by lowering financing frictions and reinforcing investor
confidence. The partial mediation effect of market efficiency suggests that transparency operates through
interconnected channels rather than a single linear pathway.

In the context of Iran’s capital market, the results underscore the strategic importance of improving
disclosure quality and enforcement mechanisms. Transparency should not be viewed merely as a
compliance requirement but as a developmental instrument capable of enhancing both market
performance and firm growth. Strengthening transparency can contribute to more efficient allocation of
resources, greater resilience of the capital market, and more sustainable business development trajectories.

In conclusion, this study provides empirical evidence that financial market transparency is a key
driver of business development, operating both directly and through the enhancement of market efficiency.
By integrating market-level and firm-level perspectives, the research contributes to a more comprehensive
understanding of how transparency shapes economic outcomes in emerging markets. The results offer
valuable insights for policymakers, regulators, and corporate managers seeking to leverage transparency
as a mechanism for fostering efficient markets and sustainable business growth.
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