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Abstract

In this paper we make an empirical study of the relationship 

between risk disclosure and the cost of equity. In particular, the 

objective being pursued is to contrast whether or not the cost of 

gswkv{"hqt"vjg"eqorcp{"ku"tgncvgf"vq"kvu"Þpcpekcn"cpf"pqp/Þpcp/
ekcn"tkum"fkuenquwtg0"Qwt"tguwnvu"ujqy"pq"uvcvkuvkecnn{"ukipkÞecpv"
relationship between the latter and the cost of equity; and a 

uvcvkuvkecnn{" ukipkÞecpv" tgncvkqpujkr."ykvj" c" rqukvkxg" ukip." dg/
vyggp"vjku"equv"cpf"Þpcpekcn"tkum"fkuenquwtg0"Vjku"uwiiguvu"vjcv"
company risk disclosures appear to introduce unknown con/
tingencies and risk factors rather than only update information 

about known risks.

Keywords: cost of equity, risk, risk reporting, risk disclosure

EncuukÞecvkqp"LGN<"O63

David Cabedo Semper
Wpkxgtukfcf"Lcwog"K
cabedo@uji.es 
 

José Miguel Tirado 

Beltrán
Wpkxgtukfcf"Lcwog"K
tirado@uji.es



 David Cabedo Semper y José Miguel Tirado Beltrán

106 Contaduría y Administración 59 (4), octubre-diciembre 2014: 105-135

Divulgación de riesgos y costo de capital de los recursos propios. El caso es-

pañol

Resumen

Gp"guvg"vtcdclq"ug"jceg"wp"guvwfkq"gor‡tkeq"fg"nc"tgncek„p"gpvtg"nc"fkxwnicek„p"fg"tkguiqu"
rqt"rctvg"fg"ncu"gortgucu"{"gn"equvq"fg"ecrkvcn"fg"nqu"tgewtuqu"rtqrkqu0"Gp"rctvkewnct."gn"
objetivo que se persigue es contrastar si el costo de capital de los recursos propios está re/
ncekqpcfq"eqp"nc"fkxwnicek„p"fg"tkguiqu"Þpcpekgtq"{"pq"Þpcpekgtq0"Pwguvtqu"tguwnvcfqu"pq"
owguvtcp"tgncek„p"guvcf‡uvkecogpvg"ukipkÞecvkxc"gpvtg"gn"tkguiq"pq"Þpcpekgtq"{"gn"equvq"fg"
ecrkvcn"fg"nqu"tgewtuqu"rtqrkqu="{"wpc"tgncek„p"guvcf‡uvkecogpvg"ukipkÞecvkxc"rqukvkxc"gpvtg"
guvg"equvq"{"nc"fkxwnicek„p"fg"tkguiqu"Þpcpekgtqu0"Guvq"uwikgtg"swg"ncu"fkxwnicekqpgu"fg"
riesgo de la empresa parecen presentar contingencias desconocidas y factores de riesgo en 

vez de sólo actualizar la información sobre los riesgos conocidos.

Palabras clave: costo de los recursos propios, riesgo, información sobre riesgos

EncukÞecek„p"LGN<"O63

Introduction 

There are numerous studies on the economic consequences of divulging accoun/
ting information. From a theoretical perspective, greater disclosure is mainly asso/
ciated with a reduction in information asymmetry (Diamond and Verrecchia, 1991 

and Kim and Verrecchia, 1994) and a reduction in investor uncertainty (Botosan, 

1997), which indirectly reduces the cost of equity. However, empirical studies 

jcxg"pqv"rtqxkfgf"cp{"eqpenwukxg"Þpfkpiu"qp"yjgvjgt"oqtg"kphqtocvkqp"tguwnvu"kp"
a lower cost of equity (Verrecchia, 1999). In any case, it is worth noting that almost 

all these studies focus on analysing the relationship between the cost of equity and 

disclosure, considering the information as a whole, without distinguishing between 

the different types of information companies disclose. Obviously not all published 

information is equally relevant. Furthermore, the publication of additional infor/
ocvkqp"yknn"rtqdcdn{"dg"oqtg" kpàwgpvkcn" kp"ctgcu"yjgtg"qdnkicvqt{"cpf"uvcpfct/
dised accounting information has the greatest gaps.  For that reason, study of the 

impact on the cost of equity of publishing different types of information may be 

especially important.

Risks are one of the categories with particular shortfalls in the accounting infor/
mation that is currently published. For several years now, professional accounting 
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organisations and various authors have stressed the need for risk disclosure. In this 

tgictf."vjg"Kpuvkvwvg"qh"Ejctvgtgf"Ceeqwpvcpvu"kp"Gpincpf"("Ycngu"*KECGY."3;;9+"
fgpqwpegu"vjg"nkokvcvkqp"qh"jcxkpi"vq"ocmg"rtqÞv"hqtgecuvu"dcugf"gzenwukxgn{"qp"
rcuv"fcvc"cpf"gpeqwtcigu"Þtou"vq"fkuenqug"tkum"kphqtocvkqp"uq"vjcv"wugtu"ecp"vcmg"
kpvq"ceeqwpv"hcevqtu"vjcv"oc{"chhgev"tguwnvu"qt"hwvwtg"ecuj"àqyu0"Ukoknctn{."Myqm"
*4225+" ujqyu" vjcv" ÞtouÔ" tkum" fkuenquwtg" wpfgt" vjg" Hkpcpekcn"Tgrqtvkpi"Tgngcug"
*HTT"Pq0"6:+"rtqownicvgf"d{" vjg"Ugewtkvkgu"cpf"Gzejcpig"Eqookuukqp" *UGE."
3;;9+."jgnru"vq"kortqxg"vjg"ceewtce{"qh"rtqÞv"hqtgecuvu0

Tkum"fkuenquwtg"jcu"dggp"uvwfkgf"kp"ocp{"yqtmu"vjtqwij"eqpvgpv"cpcn{uku"*Nclknk"
cpf"¥fiijcn."4225="Oqjqddqv."4227="Nkpug{"cpf"Ujtkxgu."4228="Cdtcjco"cpf"Eqz."
4229+."fgvgtokpkpi"vjg"coqwpv"qh"tkum"fkuenquwtg"Þtou"gpicig"kp0

One advantage of risk disclosure is its impact on reducing the cost of equity. In/
xguvqtuÔ"tkum"rgtegrvkqpu"ctg"c"oclqt"hcevqt"kp"fgvgtokpkpi"vjg"equv"qh"gswkv{"c"Þto"
has to assume. Risk disclosure can therefore help to reduce investor uncertainty, 

thereby reducing the risk premium required from the company. However, very few 

studies have dealt with the relationship between risk disclosure and the cost of 

equity. In this line, possibly the only study that can be cited is that by Guo (2003) 

which analyses the impact of risk disclosure on the cost of debt.

This  study adopts a different perspective, making an empirical study of the rela/
vkqpujkr"dgvyggp"tkum"fkuenquwtg"cpf"vjg"equv"qh"gswkv{."wpfgtuvqqf"cu" vjg"rtqÞ/
vcdknkv{"kpxguvqtu"gzrgev0"Kp"rctvkewnct."vjg"qdlgevkxg"dgkpi"rwtuwgf"ku"vq"eqpvtcuv"
whether or not the cost of equity for the company is related to its risk disclosure. 

The rest of the work is structured as follows: Section 2 analyses the antecedents in 

the literature on the object of study. Section 3 presents the hypotheses. Section 4 

details the data used and the methodology chosen to analyse it. Section 5 presents 

vjg"Þpfkpiu0"Cpf"vjg"ncuv"ugevkqp"uwooctkugu"vjg"ockp"eqpenwukqpu0

Background

There is abundant literature on the relationship between disclosure and the cost 

qh" gswkv{0"C"Þtuv" nkpg"qh" kpxguvkicvkqp" kp" vjg" nkvgtcvwtg" ku" dcugf"qp" vjg" kfgc" vjcv"
disclosure reduces the cost of equity by reducing investor uncertainty over risk 

estimation. In this regard, a higher amount of (published) information reduces un/
certainty for investors when forming their optimum portfolio and determining the 
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optimum price for the values in it (Clarkson et al0."3;;8+0"Vjku"tgfwegf"wpegtvckpv{"
ngcfu"vq"jkijgt"rtkegu"cpf"vjgtghqtg"nqygt"tgswktgf"rtqÞvcdknkv{"qt"equv"qh"gswkv{0"
Thus, if it can be shown that a higher amount of published information reduces 

risk, indirectly this should, in theory at least, also be showing that it reduces 

the cost of equity. On these lines, Dahliwal et al. (1979) analyse the impact on 

pqp/fkxgtukÞcdng"tkum"*octmgv"Dgvc+"cpf"qp"vqvcn"tkum."qh"vjg"qdnkicvkqp"korqugf"
d{"vjg"Ugewtkvkgu"cpf"Gzejcpig"Eqookuukqp"*UGE+"vq"rwdnkuj"ugiogpvgf"kphqt/
ocvkqp0"Cnvjqwij"vjg"cwvjqtu"Þpf"vjcv"vqvcn"tkum"fgetgcugu"yjgp"eqorcpkgu"rwdnkuj"
vjcv"kphqtocvkqp"hqt"vjg"Þtuv"vkog."vjg"tguwnvu"qh"rwdnkecvkqp"qp"pqp/fkxgtukÞcdng"
risk are not conclusive. However, Prodhan and Harris (1989), who carried out a 

ukoknct"uvwf{"qp"Uvcvgogpv"qh"Hkpcpekcn"Ceeqwpvkpi"Uvcpfctf"Pq036"*UHCU"Pq0"
36+."fgvgev" vjcv"pqp/fkxgtukÞcdng" tkum" *octmgv"dgvc+"fgetgcugu" kp"eqorcpkgu" vjcv"
rwdnkuj"ugiogpvgf"igqitcrjkecn"kphqtocvkqp"hqt"vjg"Þtuv"vkog0"Kh"vjg"dgvc"ygtg"cp"
crrtqrtkcvg"kpfkecvqt"hqt"pqp/fkxgtukÞcdng"tkum"vjcv"ecp"dg"tgfwegf"d{"rwdnkujkpi"
information, the results reported by Prodhan and Harris (1989) would show that 

more publication of information would generate a lower cost of equity for the com/
rcp{0"Jqygxgt."vjg"vjgqt{"uwiiguvu"vjcv"vjg"dgvc"fqgu"pqv"tgàgev"tkum"guvkocvkqp1, 

cpf"uq"vjg"cdqxg"cwvjqtuÔ"tguwnvu"ecppqv"dg"eqpukfgtgf"fgÞpkvkxg"kp"tgncvkqp"vq"vjgkt"
last conclusion. 

A second line of research is based on the contribution that disclosure makes 

vqyctfu"tgfwekpi"vtcpucevkqp"equvu"*Cokjwf"cpf"Ogpfgnuqp."3;:8+0"Kpxguvqtu"rnc/
ce a lower valuation on securities subject to higher transaction costs and so the cost 

of equity for these securities is higher. Usually, higher transaction costs are asso/
ciated with greater information asymmetry (Diamond and Verrecchia, 1991 and 

Verrecchia, 2001) and lower liquidity (Diamond and Verrecchia, 1991 and Kim 

and Verrecchia, 1994). This is the reason why studies in this line of research resort 

to proxies or indicators for these magnitudes like relative spread, trading turnover 

or standard deviation of yields. In this line, Greenstein and Sami (1994), who also 

hqewu"vjgkt"cpcn{uku"qp"UGEÔu"rtqownicvkqp"qh"vjg"qdnkicvkqp"vq"rwdnkuj"ugiogpvgf"
information, show that relative spreads reduce in companies that begin to publish 

vjku"v{rg"qh"kphqtocvkqp0"Ygnmgt"*3;;7+"cpf"Jgcn{"et al. (1999) obtain similar re/
sults after analysing the disclosure quality ratings published by the Association for 

Kpxguvogpv"Ocpcigogpv"cpf"Tgugctej"*CKOT+0"Jgcn{"et al."Þpf"kpetgcugu"kp"ujc/
re prices, monitoring by analysts and public funding for companies that improve 

1Ugg"Ncmqpkujqm"*3;;5+0
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fkuenquwtg."vjwu"tgchÞtokpi"vjg"tgncvkqpujkr"dgvyggp"kortqxgf"fkuenquwtg"swcnkv{"
cpf"tgfwegf"kphqtocvkqp"cu{oogvt{"cpf"kortqxgf"nkswkfkv{0"Ngw¦"cpf"Xgttgejkc"
(2000) study German companies that voluntarily submit to greater disclosure re/
quirements established by International Accounting Standard (IAS) or by genera/
lly accepted accounting principles and criteria in the USA (US GAAP), and they 

conclude that relative spreads fall and the trading volume increases in companies 

vjcv"xqnwpvctkn{"rwdnkuj"kphqtocvkqp0"Oqjf"*4227+"tgcejgu"ukoknct"eqpenwukqpu"kp"c"
study related to the capitalisation of software development costs. 

Studies show that relative spreads decrease when disclosure increases and infor/
mation asymmetry decreases. Hence, in accordance with the above, greater disclo/
uwtg"ngcfu"vq"c"nqygt"equv"qh"gswkv{0"Jqygxgt."vjku"eqpenwukqp"ecp"uvknn"dg"swcnkÞgf0"
Firstly, not all the margin or spread between supply and demand obeys information 

costs. In fact, some empirical studies situate this component at only 50% of the 

total spread (George et al.."3;;3+."kp"urkvg"qh"vjg"fkhÞewnvkgu"cpf"dkcugu"vjcv"ecp"
occur when attempting to isolate the informative component of the total spread to 

analyse its relationship with information asymmetry. Secondly, bearing in mind 

that relative spread is the quotient between absolute spread and share price, there 

is no guarantee that a reduction in that relative spread is necessarily due to less 

information asymmetry. In fact, according to Berk (1995) shares from higher risk 

eqorcpkgu"jcxg"nqygt"xcnwcvkqpu"cu"vjgkt"hwvwtg"àqyu"ctg"fkueqwpvgf"cv"c"nqygt"
rate. In these companies, if disclosure reduces the estimation risk, the valuation 

and share price will increase (reduced discount rate) with a consequent reduction 

in relative spread, even when there has been no change in information asymmetry. 

Although it is true that in this case the cost of equity falls, the situation can also 

occur where there is a reduction in relative spread but information asymmetry and 

estimation risk remain constant. This may occur when the share price increases as 

c"eqpugswgpeg"qh"kpetgcugf"gzrgevcvkqpu"qxgt"vjg"hwvwtg"ecuj"àqyu"vjg"eqorcp{"
yknn"igpgtcvg"*Dqvqucp."4228+0

Regardless of the impact or otherwise on estimation risk, information asymmetry 

or transaction costs, various studies show that company managers behave as if 

itgcvgt"fkuenquwtg"tgfwegu"vjg"equv"qh"gswkv{0"Kp"hcev."vjgug"yqtmu"Þpf"vjcv"rtkqt"vq"
an increase in capital or entry into new markets, managers increase disclosure and 

there is an increase in share price (reduction in the cost of equity; see Frankel et 

al.."3;;7"cpf"Ncpi"cpf"Nwpfjqno."4222+0"Hqt"vjku"tgcuqp"c"vjktf"nkpg"qh"tgugctej"
is of interest which provides direct empirical analysis of the relationship between 

disclosure and the cost of equity. 
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The seminal work in this line (Botosan, 1997, using data from a sample of 122 

American industrial companies) shows that companies with higher levels of volun/
vct{"fkuenquwtg"dgpgÞv"htqo"nqygt"equvu"qh"ecrkvcn0"Jqygxgt."vjku"tguwnv"qpn{"jqnfu"
for companies with a low level of monitoring by analysts. Subsequently, Botosan 

cpf"Rnwongg"*4224+"gzvgpf"vjg"ueqrg"vq"xctkqwu"ugevqtu"cpf"{gctu."cpcn{ukpi"vjg"
relationship between the cost of equity and three types of information, annual ac/
counts, periodic reports (quarterly) and other reports for investors. The results are 

surprising; while there is a negative relationship between the cost of equity and the 

degree of annual accounts disclosure, that relationship becomes positive for quar/
terly information (timely information) giving results that contradict the theoreti/
cal predictions. Botosan and Plumlee (2002) argue that this positive relationship 

may be due to increased price volatility caused by such disclosures motivated, as 

Dwujgg"cpf"Pqg"*4222+"rqkpv"qwv."d{"kpuvkvwvkqpcn"kpxguvqtu"yjkej."vgorqtctkn{."
vtcfg"ciitguukxgn{"kp"vjg"hceg"qh"pgy"ujqtv/vgto"rtqÞvu."ecwukpi"cp"kpetgcug"kp"
price volatility in the short term.

Gietzman and Trombetta (2003) argue that this positive relationship between pe/
riodic disclosure and the cost of equity obtained by Botosan and Plumlee (2002) 

oc{"dg"fwg"vq"oqfgn"urgekÞecvkqp"rtqdngou"cpf"vjg{"rqkpv"qwv"vjcv"vjg"oqfgn"guvk/
ocvkqp"fqgu"pqv"vcmg"kpvq"ceeqwpv"vjg"rquukdng"ghhgevu"qh"vjg"eqorcp{Ôu"ceeqwpvkpi"
policy (aggressive versus conservative). In this regard, Gietzman and Trombetta 

(2003) speak of an “interaction equilibrium” in which the cost of equity is simulta/
pgqwun{"kpàwgpegf"d{"vjg"ceeqwpvkpi"rqnke{"*ciitguukxg"versus conservative) and 

disclosure quality. Thus, aggressive companies can reduce their cost of equity by 

kpetgcukpi"vjg"swcnkv{"qh"vjg"fkuenqugf"kphqtocvkqp"yjgtgcu"eqorcpkgu"encuukÞgf"cu"
eqpugtxcvkxg"ctg"pqv"kpàwgpegf"d{"vjg"fgitgg"qh"fkuenquwtg0"Vjg"uvwfkgu"d{"Gurkpq/
sa and Trombetta (2007) for Spanish companies and Gietzaman and Ireland (2005) 

for companies in the United Kingdom provide empirical support for Gietzman and 

VtqodgvvcÔu"*4225+"vjgqtgvkecn"rtqrqucn"qh"cp"Ñkpvgtcevkqp"gswknkdtkwoÒ0"

Qvjgt"yqtmu"uwej"cu"vjqug"d{"Jckn"*4224+."Tkejctfuqp"cpf"Ygnmgt"*4223+"cpf"Htcp/
cis et al. (2005) have also investigated the relationship between the cost of equity 

and voluntary disclosure of information. In a sample of Swiss companies Hail 

*4224+"Þpfu"c"uvtqpi"pgicvkxg"tgncvkqpujkr."tgictfnguu"qh"vjg"ngxgn"qh"oqpkvqtkpi"
by analysts, contrary to the results reported by Botosan (1997). Richardson and 

Ygnmgt"*4223+"uvwf{"vjg"tgncvkqpujkr"dgvyggp"Þpcpekcn"cpf"eqtrqtcvg"fkuenquwtg"
cpf"vjg"equv"qh"gswkv{"hqt"c"ucorng"qh"Ecpcfkcp"Þtou0"Swcpvkvcvkxg"cpf"swcnkvcvkxg"
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Þpcpekcn"fkuenquwtg"ku"pgicvkxgn{"tgncvgf"vq"vjg"equv"qh"gswkv{"hqt"eqorcpkgu"ykvj"
low monitoring by analysts whereas the relationship turns positive for corporate 

fkuenquwtg0"Vjgug"Þpfkpiu."eqpvtct{"vq"vjg"vjgqtgvkecn"cuuworvkqpu"oc{"dg"fwg"vq"c"
different vision between those in favour of corporate social responsibility, suppor/
ting projects with current negative values but with future cost savings and strategic 

advantages, and the market that values such projects as increased risk. 

The study by Francis et al. (2005) analyses the relationship between voluntary 

disclosure, and not only the cost of equity but also the cost of debt. The study is 

dcugf"qp"c"ucorng"qh"kpfwuvtkcn"eqorcpkgu"htqo"56"eqwpvtkgu."cpf"Þpfu"vjcv"eqo/
rcpkgu"ykvj"c"itgcvgt"pggf"hqt"gzvgtpcn"Þpcpekpi"ujqy"jkijgt"ngxgnu"qh"xqnwpvct{"
disclosure and this greater disclosure is negatively related to the cost of equity and 

fgdv."kp"mggrkpi"ykvj"vjg"uvwfkgu"d{"Ugpiwrvc"*3;;:+"cpf"Pkmqngx"cpf"Xcp"Ngpv"
(2005). These works show a negative relationship between disclosure quality and 

the cost of debt, consistent with theoretical arguments which postulate that a detai/
ngf."qrrqtvwpg"fkuenquwtg"rqnke{"tgfwegu"rgtegkxgf"pqp/rc{ogpv"tkum"hqt"ngpfgtu."
vjgtgd{"tgfwekpi"vjg"equv"qh"Þpcpekpi0"

The works mentioned so far analyse, directly or indirectly, the relationship between 

the voluntary disclosure of accounting information and the cost of equity. The analy/
sis, however, focuses on the information from a global perspective, without distin/
guishing categories or composition, although theoretically not all the information 

companies publish is equally relevant and therefore nor does it have the same po/
tential impact on the cost of equity. A recent line of investigation has proposed the 

study of certain attributes of this disclosure and their relationship with the cost of 

equity. This group includes the works by Francis et al."*4226+."Jtkdct"cpf"Lgpmkpu"
*4226+"cpf"Okmjckn"et al. (2004), who focus on one of those attributes, the quality of 

the results. Another group of works such as those by Botosan et al."*4226+."Gcung{"
cpf"QÔJctc"*4226+"cpf"Ncodgtv"et al. (2009) deal with other attributes: composition 

*rwdnke/rtkxcvg+."ceewtce{"*hqtgecuv"fkurgtukqp+"cpf"vjg"fgitgg"qh"fkuugokpcvkqp"qh"
the published accounting information. In general, greater quality, accuracy and dis/
semination lead to a lower cost of equity. 

Risk information is a key part of the information that companies voluntarily dis/
close. Proof of this is the concern shown by regulatory accounting bodies and the 

accounting literature over risk disclosure. This interest has given rise to a line of 

research directed at: 
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a) Understanding the degree of risk disclosure and the corporate characteristics 

vjcv" kpàwgpeg" uwej"fkuenquwtg" *Dgtgvvc" cpf"Dtq¦¦qncp."4226="Nkpung{" cpf"
Ujtkxgu."4228="Oqjqddqv."4227="Cdtcjco"cpf"Eqz."4229+"cpf""

d+" Vjg"kphqtocvkqp"eqpvgpv"qh"tkum"fkuenquwtg<"Rcrgtu"nkmg"vjg"qpgu"qh"Lqtkqp"
*4224+." Tcliqrcn" *3;;;+." Yqqfu" et al." *422:+." Nkpuogkgt" et al. (2002), 

Nkw"et al." *4226+."cpf"Mtcxgv"cpf"Owunw" *4235+"ecp"dg" kpeqtrqtcvgf" kpvq"
this research line. The conclusions of the latter are especially interesting. 

Mtcxgv"cpf"Owunw"*4235+"Þpf" vjcv"cppwcn"ejcpigu" kp" tkum"fkuenquwtgu"ctg"
ukipkÞecpvn{" cpf"rqukvkxgn{" cuuqekcvgf"ykvj" ejcpigu" kp" fckn{" uvqem" tgvwtp"
xqncvknkv{." ejcpigu" kp" tgncvkxg" xqncvknkv{" qh" pgicvkxg" fckn{" tgvwtpu." Þnkpi"
volume, changes in trading volume, and changes in volatility of forecast 

revisions. Therefore they conclude that company risk disclosures appear to 

introduce unknown contingencies and risk factors rather than only update 

information about known risks.

Jqygxgt."pq"uvwf{"jcu"cvvgorvgf"vq"xgtkh{"urgekÞecnn{"yjgvjgt"qt"pqv"fkuenquwtg"
of this type of information is related to an increase or decrease in the cost of equity 

borne by companies. The present study deals with that issue and is based on a sam/
ple of companies listed on the Spanish capital market. 

Hypothesis 

Increased disclosure by companies can reduce information asymmetry between su/
ppliers and users of the information and directly lead to an increase in the liquidity 

of shares and a reduction in the cost of equity. As the literature review has made 

clear, voluntary disclosure in general terms can reduce the cost of equity, although 

some studies such as those by Botosan and Plumlee (2002) and Richardson and 

Ygnmgt"*4223+"gxkfgpeg"c"rqukvkxg"tgncvkqpujkr"*kp"eqpvtcuv"vq"yjcv"ycu"gzrgevgf+"
between periodic and corporate information and the cost of equity.

Hqt"ugxgtcn"{gctu"pqy."ceeqwpvkpi"dqfkgu"*Cogtkecp"Kpuvkvwvg"qh"EgtvkÞgf"Rwdnke"
Ceeqwpvcpvu."CKERC."3;;6="Kpuvkvwvg"qh"Ejctvgtgf"Ceeqwpvcpvu"kp"Gpincpf"("Yc/
ngu." KECGY."3;;9+"cpf" vjg"ceeqwpvkpi" nkvgtcvwtg" *Uqnqoqp"et al. 2000; Cabedo 

cpf"Vktcfq."4226+"jcxg"dggp"kpvgtguvgf"kp"vjg"dgpgÞvu"qh"itgcvgt"tkum"fkuenquwtg0"Kp"
vjku"tgictf."ceeqtfkpi"vq"KECGY"*3;;9+"tkum"fkuenquwtg"jgnru"vq"tgfweg"vjg"equv"qh"
equity for companies. Greater risk disclosure will enable potential providers of ca/
rkvcn"vq"hqtgecuv"hwvwtg"ecuj"àqyu"ykvj"nguu"wpegtvckpv{="ykvj"nguu"tkum"kphqtocvkqp"
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investors should demand a higher risk premium because the data that would enable 

vjgo"vq"cfgswcvgn{"cuuguu"vjg"tkumu"vjg"eqorcp{"ku"gzrqugf"vq"ku"okuukpi0"Vjwu."
more risk disclosure should be negatively related to the cost of equity.

On the basis of the above, considering the arguments in the literature on the rela/
tionship between the disclosure of accounting information and the cost of equity 

and the impact of risk disclosure on reducing uncertainty and the cost of equity, 

this  study tests the following hypothesis: “There is a negative relationship be/
tween risk disclosure and the cost of equity”.

Methodology and data

Empirical model

The following regression model was used to analyse the relationship between the 

cost of equity and risk disclosure (1):

                                           (1)

where:

r
it
 is the cost of equity implicit in the i-nth for period t.

IRR
it
"vjg"eqorcp{Ôu"tkum"fkuenquwtg"kpfgz"i-nth for period t.

LMC
it
 is the logarithm for the market capitalisation of the company i-nth for period t.

LEV
it
 is the leverage ratio, measured as total debt over market capitalisation.

BTM 
it 
ku"vjg"dqqm/vq/octmgv"tcvkq0

Below is a description of the procedures used to estimate the values of the depen/
fgpv"xctkcdng"*equv"qh"gswkv{+"cpf"vq"fgvgtokpg"tkum"fkuenquwtg"kpfgz"xcnwgu"*gzrnc/
natory variables) and control variables.
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Dependent variable: cost of equity

Cu"vjg"equv"qh"gswkv{"ku"c"ogcuwtg"qh"gzrgevgf"rtqÞvcdknkv{."kv"ku"pqv"fktgevn{"qd/
servable and must be estimated. It was estimated using the residual income model 

(RIV). Such as Ohlson (1995), this model establishes that share price is determined 

d{"vjg"dqqm"xcnwg"qh"gswkv{"rnwu"cp"kpÞpkvg"wrfcvgf"àqy"qh"hwvwtg"cdpqtocn"gct/
nings or residual income (2):       

 

                     (2)

  

where P
t
 is the market value of the share at moment t; E

t
 is the estimation operator; 

bv
t
 is the book value of equity at time t; xv-┉"is the estimation of results of v-┉ made 

at time  t; and r"ku"vjg"rtqÞvcdknkv{"fgocpfgf"d{"ujctgjqnfgtu"qt"vjg"equv"qh"gswkv{0

In order to estimate the cost of equity, the residual income valuation model requi/
tgu."kp"vjgqt{."vjg"guvkocvkqp"qh"hwvwtg"rtqÞvu"cpf"gswkv{"vq"kpÞpkv{0"Jqygxgt."hqt"
practical purposes Gebhardt et al. (2001) propose an operational model to esti/
ocvg"vjg"equv"qh"gswkv{"vjcv"cfqrvu"c"vjtgg/uvcig"crrtqcej<"*c+"vjg"Þtuv"uvcig"wugu"
cpcn{uvuÔ"hqtgecuvu"qh"hwvwtg"rtqÞvu"hqt"vjg"pgzv"vjtgg"{gctu"*t+1, t+2 y t+3); (b) in 

vjg"ugeqpf"uvcig"vjg"hqtgecuvu"qh""hwvwtg"rtqÞvu"ctg"qdvckpgf"d{"nkpgctn{"tgxgtvkpi"
vjg"tgvwtp"qp"gswkv{"kp"vjg"vjktf"{gct"*TQG+"*t-5+"vq"vjg"cxgtcig"octmgv"TQG"cpf="
*e+"Þpcnn{."vq"fgvgtokpg"vjg"vgtokpcn"xcnwg"kv"cuuwogu"vjg"rgtrgvwkv{"qh"vjg"ncuv"tg/
ukfwcn"kpeqog0"Vjku"crrtqcej"rtqxkfgu"c"oqfgn"ykvj"c"Þpkvg"vkog"jqtk¦qp"*5+"vjcv"
has been used in other studies such as those by Hail (2002), Gietzman and Ireland 

*4227+"cpf"Gurkpquc"cpf"Vtqodgvvc"*4229+0

          (3)

where: 

P
t
"ku"vjg"ujctg"rtkeg"cv"vjg"gpf"qh"Lwpg0

bv
t
 is the book value of equity at time t. 

 
is the  future book value of equity at date v-┉, assuming the clean surplus 

relationship in which "="gzrgevgf"hwvwtg"pgv"fkxkfgpfu"
for period (v-┉/3."v-┉) are the average payout ratio (distributed dividends) for the 

ncuv"Þxg"{gctu0"
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 "ku"cpcn{uvuÔ"rtqÞv"hqtgecuvu"kp"t for the period v-3."v-4"cpf"v-5; after v-5 the 

rtqÞv"hqtgecuv"ku"fgvgtokpgf"d{"c"nkpgct"tgxgtukqp"qh"ewttgpv"TQG"vq"vjg"cxgtcig"
octmgv"TQG"wpvkn"rgtkqf"v-340"Vjku"cxgtcig"octmgv"TQG"ku"ecnewncvgf"cu"vjg"og/
fkcp"TQG"hqt"vjg"ncuv"Þxg"{gctu"qh"eqorcpkgu"nkuvgf"qp"vjg"Ocftkf"Uvqem"Gzejcpig"
Igpgtcn"Kpfgz"gnkokpcvkpi"pgicvkxg"TQGu0"Cpf"r is the cost of equity. The cost of 

equity is estimated by an iterative process using the available information.

Independent variable: Risk disclosure index

Oquv"rtgxkqwu"uvwfkgu"jcxg"wugf"pcttcvkxg"eqpvgpv"cpcn{uku" vq"fgvgtokpg"vjg"fg/
gree of risk disclosure. This method involves classifying narrative information into 

the different study categories and establishing a measure of that information. The 

usual measure is the number of sentences. Thus it is accepted that higher numbers 

qh"ugpvgpegu"fkuenqugf"kpfkecvg"jkijgt"tkum"fkuenquwtg"*Nkpug{"cpf"Ujktxgu."4228"
cpf"Cdtcjco"cpf"Eqz."4229+0"Vjg"ockp"ftcydcem"qh"vjku"ogcuwtg"ku"vjcv"kv"rtq/
vides information on the amount of disclosure but not on the informative content.

In order to overcome this limitation, we have used the methodology proposed by 

Cabedo and Tirado (2009). This methodology measure the degree of risk disclo/
uwtg"wukpi"cp"kpfgz"dcugf"qp"rwdnkujgf"kphqtocvkqp0"Vjg"Þtuv"uvgr"qh"vjg"rtqrqucn"
requires analysis of all the risk disclosure contained in the accounting information 

rwdnkujgf"d{"vjg"uvwfkgf"eqorcpkgu0"Vjgp"c"ugtkgu"qh"rjcugu"ku"fgÞpgf0"Rjcug"ku"
understood to mean an informative level regardless of the number of sentences 

concerning a given aspect of risk. In particular and within the group of companies 

uvwfkgf."Þxg"rjcugu"jcxg"dggp"kfgpvkÞgf<

Ecdgfq"cpf"Vktcfq"*422;+"ogcuwtg"vjg"fgitgg"qh"tkum"fkuenquwtg"wukpi"cp"kpfgz"
based on published information.

̋" Rjcug"3<"Vjg"eqorcp{"qpn{"ogpvkqpu"vjg"tkumu"kv"ku"gzrqugf"vq0
̋" Phase 2:  The company describes the risk and how it is affected by that risk.

̋" Rjcug"5<"Vjg"eqorcp{"swcpvkÞgu"vjg"korcev"qh"vjg"tkum0
̋" Phase 4: The company informs on risk management.

̋" Phase 5: The company informs on the types of instruments used to mitigate 

the risk.

EncuukÞecvkqp"qh"c"eqorcp{"kp"qpg"qh"vjgug"rjcugu"fqgu"pqv"gzenwfg"kv"htqo"cp{"
qh"vjg"qvjgt"rjcugu0"Vjwu."hqt"gzcorng."c"eqorcp{"oc{"ogpvkqp"vjg"tkumu"kv"ku"gz/
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posed to (phase 1), it may also describe them and how they affect it (phase 2) and 

may provide information on risk management (phase 4).

Vjg"tkum"fkuenquwtg"kpfgz"hqt"gcej"eqorcp{"ku"eqpuvtwevgf"htqo"vjg"pwodgt"qh"rjc/
ses it is in for each of the risks on which the company provides information. This 

kpfgz"tgàgevu"vjg"fgitgg"qh"tkum"fkuenquwtg"hqt"gcej"eqorcp{"*6+<

                        (4)

Yjgtg"IR
i
 is the risk disclosure for company i-nth; IRF

i
 is vjg"Þpcpekcn"tkum"fkuenq/

uwtg"kpfgz"hqt"eqorcp{"nth and 
 
IRNF

i
 is vjg"pqp/Þpcpekcn"tkum"fkuenquwtg"kpfgz"

for said company2. 

Vq"ecnewncvg"vjg"tkum"fkuenquwtg"kpfgz"*IR) it is therefore necessary to calculate two 

uwd"kpfgzgu<"vjg"Þpcpekcn"tkum"kpfgz"*IRF+"cpf"vjg"pqp/Þpcpekcn"tkum"kpfgz"*IRNF). 

Dgnqy"ctg"vjg"gswcvkqpu"wugf"vq"guvkocvg"*7+"cpf"*8+<

                      (5)

where rf
 
ku"vjg"v{rg"qh"Þpcpekcn"tkum; 

 
is the phase value j"qh"vjg"Þpcpekcn"tkum"rf 

for company i-nth;  will take a value of 1 if company i is in that phase and 0 if 

it is not; m is the number of phases.

                         " " "" """""""""*8+

where rNf"ku"vjg"v{rg"qh"pqp/Þpcpekcn"tkum="  is the phase value j"qh"vjg"pqp/Þ/
nancial risk rNf for  company i-nth;  it will take a value of 1 if the company is 

in that phase and 0 if it is not; and fk.j represents the risk factors in the case where a 

pqp/Þpcpekcn"tkum"ecvgiqt{"rtgugpvu"oqtg"kphqtocvkqp"qp"c"tkum"hcevqt="fk.j will take 

the value 1 for each n"hcevqt"qh"pqp"Þpcpekcn"tkum0

2Hkpcpekcn"tkumu"jcxg"dggp"encuukÞgf"kpvq"Þxg"ecvgiqtkgu<"kpvgtguv"tcvg"tkum."gzejcpig"tcvg"tkum."eqooqfkv{"tkum."
etgfkv"tkum"cpf"nkswkfkv{"tkum0"Pqp/Þpcpekcn"tkumu"jcxg"dggp"encuukÞgf"kpvq"ugxgp"ecvgiqtkgu="dwukpguu"tkum."uvtcvg/
gic risk, compliance risk, information processing risk, integral risk and other risks.
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In order to eliminate problems of size in the estimated model, the variables re/
rtgugpvkpi"vjg"fgitgg"qh"tkum"fkuenquwtg"hqt"gcej"kpfgz."vqvcn"*KT+."Þpcpekcn"*KTH+"
cpf"pqp"Þpcpekcn"*KTPH+"jcxg"dggp"tgncvkxk¦gf0""Vjwu."vjg"tkum"kpfgzgu"wugf"kp"vjg"
model are as follows (7), (8) and (9):

                                                              (7)

                                                            (8)

                                                        (9)

where:

 IRR
i
"ku"vjg"tgncvkxg"tkum"fkuenquwtg"kpfgz"hqt"eqorcp{"i.

 IRFR
i
"ku"vjg"tgncvkxg"Þpcpekcn"tkum"fkuenquwtg"kpfgz"hqt"eqorcp{"i.

IRFNR
i
"ku"vjg"tgncvkxg"pqp/Þpcpekcn"tkum"fkuenquwtg"kpfgz"hqt"eqorcp{"i.

Control variables

This  work studies the relationship between risk disclosure and the cost of equi/
v{0"Jqygxgt." vjg"equv"qh"gswkv{" ku" kpàwgpegf"d{"qvjgt"tkum"hcevqtu" vjcv" kpxguvqtu"
perceive for the company. In this regard, control variables have been introduced 

kp"vjg"hqto"qh"fkhhgtgpv"tkum"hcevqtu"vjcv"kpàwgpeg"vjg"equv"qh"gswkv{"wugf"kp"rtkqt"
uvwfkgu"nkmg"vjqug"d{"Dqvqucp"*3;;9+."Jckn"*4224+."Gurkpquc"cpf"Vtqodgvc"*4229+""
and Francis et al."*422:+0"Vjgug"eqpvtqn"xctkcdngu"ctg"uk¦g."ngxgtcig"cpf"dqqm/vq/
market.

Uk¦g" *NOE+0Vjg" hcev" vjcv" nctig" eqorcpkgu" jcxg" itgcvgt" Þpcpekpi"pggfu"ogcpu"
that they provide more information, reducing information asymmetry on perceived 

risk. Thus, there is likely to be a negative relationship between company size and 

the cost of equity. Botosan (1997), Hail (2002), Botosan and Plumlee (2005), Hail 

cpf"Ngw¦"*4228+"cpf"Tcmqy"*4232+"tgrqtv"vjcv"pgicvkxg"tgncvkqpujkr0"Qvjgt"uvw/
dies, however, like the one by Cheng et al."*4228+"Þpf"pq"tgncvkqpujkr"dgvyggp"vjg"
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equv"qh"gswkv{"cpf"uk¦g0"Vjg"xctkcdng"wugf"vq"fgÞpg"uk¦g"ku"vjg"nqictkvjo"qh"octmgv"
capitalisation. 

Ngxgtcig"*NGX+0"Jkij"ngxgnu"qh"ngxgtcig"kpetgcug"eqorcp{"tkum"cpf"vjgtghqtg"vjg"
cost of equity. Therefore there is likely to be a positive relationship between the 

level of leverage and the cost of equity. Gebhardt et al. (2001), Gietzmann and Ire/
ncpf"*4227+."Dqvqucp"cpf"Rnwongg"*4227+."Jckn"*4224+."coqpi"qvjgtu."Þpf"gxkfgp/
eg"hqt"uwej"c"tgncvkqpujkr0"Vjg"fgdv/vq/octmgv/ecrkvcnkucvkqp"tcvkq"jcu"dggp"wugf"cu"
a proxy for leverage.

Dqqm/vq/octmgv" tcvkq" *DVO+<"Vjg"dqqm/vq/octmgv" tcvkq" tgrtgugpvu"c"ogcuwtg"qh"
eqorcpkguÔ"qrrqtvwpkvkgu"hqt"itqyvj"*Igdjctfv"et al., 2001). High values for this 

ratio indicate lower opportunities for growth and therefore a higher cost of equity. 

Botosan and Plumlee (2005), Cheng et al."*4228+"cpf"Jckn"cpf"Ngw¦"*4228+"Þpf"
evidence of this positive relationship.

Data 

Vjg"ucorng"wugf" vq" vguv" vjg"j{rqvjguku"eqortkugu"fcvc" htqo"pqp"Þpcpekcn"eqo/
rcpkgu"nkuvgf"qp"vjg"Ocftkf"Uvqem"Gzejcpig"htqo"4229"vq"422;0"Eqorcpkgu"hqt"
yjkej"vjgtg"ygtg"pq"rtqÞv"hqtgecuvu"ygtg"gnkokpcvgf"htqo"vjg"ucorng"cu"hqtgecuvu"
were needed to estimate the cost of equity. Companies for which there was no ac/
counting data were also eliminated.

Furthermore, variable cost of equity outliers were eliminated so that they would 

not distort the estimation results for the different models. This involved elimina/
ting observations with values outside the following values:

                           L
i
 = C3 – 1.5 × RIC             (10)

                L
s
 = C5 + 1.5 × RIC          (11)

L
i
 and L

s
 are the lower and upper limits that mark the presence of outliers, C3 and 

C5"ctg"vjg"Þtuv"swctvkng"cpf"vjg"vjktf"swctvkng."cpf"RIC is the interquartile range.

In the sample, 21 variable cost of equity outliers were detected and eliminated. The 

Þpcn"ucorng"eqpukuvgf"qh"456"qdugtxcvkqpu0"Vcdng"3"ujqyu"fgvcknu"qh"vjg"ucorng"ug/
lection process and the table 2 the distribution of the sample by economic sectors. 
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Table 1

Sample of companies in the study

    

2007 2008 2009 Total

Pqp"Þpcpekcn"eqorcpkgu"nkuvgf"qp"vjg"
Ocftkf"Uvqem"Gzejcpig 107 115 119 341

Companies eliminated due to the lack of 

rtqÞv"hqtgecuvu0 19 31 32 82

Companies eliminated due to the lack of 

accounting data
1 1 2 4

Outliers 5 10 8 21

Total sample 82 73 79 234

The data on risk disclosure levels was obtained from annual accounts and mana/
gement reports for the years 2007 to 2009. The 2007 General Accounting Plan 

establishes that the company report must provide qualitative and quantitative in/
hqtocvkqp"qp"vjg"fkhhgtgpv"v{rgu"qh"Þpcpekcn"tkumu"*etgfkv."nkswkfkv{."gzejcpig"tcvg."
kpvgtguv"tcvg"cpf"qvjgt"rtkeg"tkumu+"vq"yjkej"vjg"eqorcp{Ôu"Þpcpekcn"kpuvtwogpvu"ctg"
uwdlgev"vq0"Kp"pq"ecug"fqgu"vjg"rncp"ogpvkqp"vjg"qdnkicvkqp"vq"fkuenqug"pqp/Þpcpekcn"
risk information, leaving it to the companies to decide whether to present infor/
mation on other types of risks. To supplement the information on risks, Spanish 

legislation (Article 202 of the Spanish Corporations Act) establishes that compa/
nies with an obligation to produce consolidated information must present in the 

ocpcigogpv"tgrqtv"c"fguetkrvkqp"qh" vjg"ockp"tkumu" vjg{"ctg"gzrqugf"vq" vqigvjgt"
ykvj"qdlgevkxgu."ocpcigogpv"rqnke{"cpf"gzrquwtg"vq"Þpcpekcn"tkumu0"Vjwu."vjgug"
vyq"fqewogpvu."vjg"eqorcp{"cpf"ocpcigogpv"tgrqtvu."tgàgev"cnn"vjg"kphqtocvkqp"
on risks that companies disclose. 
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Table 2

Sample Composition by Economic Sectors

             

 N %

Petrol and Power 30 12.9 %

Basic materials, Industry and Construction 84 4809"'
Consumer Goods 89 4:08"'
Consumer Services 39 3807"'
Tgcn"Guvcvg 19 7.8 %

Technology and Telecommunications 17 7.5 %

Total 234 100 %

Vjtgg"v{rgu"qh"fcvc"ygtg"wugf"vq"ecnewncvg"vjg"equv"qh"gswkv{<"ujctg"rtkegu."rtqÞv"
forecasts per share and corporate variables. 

Ujctg" rtkegu"ygtg" qdvckpgf" htqo" vjg"Ocftkf"QhÞekcn" Uvqem"Gzejcpig"Dwnngvkp0"
Two trading dates were used to estimate the cost of equity: trading on the last 

yqtmkpi"fc{"qh"vjg"oqpvj"qh"Lwpg"cpf"vjg"fcvg"qh"vjg"cwfkv"tgrqtv0"Vtcfkpi"qp"vjg"
ncuv"yqtmkpi"fc{"qh"Lwpg"ku"vjg"fcvg"oquv"eqooqpn{"wugf"vq"fgvgtokpg"vjg"equv"qh"
gswkv{"*Gurkpquc"cpf"Vtqodgvvc."4229="Jckn."4224+0"Vjcv"fcvg"ycu"ejqugp"eqpuk/
fgtkpi"vjg"rgtkqfu"cxckncdng"vq"eqorcpkgu"nkuvgf"qp"vjg"uvqem"gzejcpig"vq"fgrqukv"
cpf" rwdnkuj" vjgkt" cppwcn" ceeqwpvu0"Vjwu" vjg" ujctg" rtkeg" eqpukfgtgf" tgàgevu" vjg"
information contained in the annual accounts for the previous year. On the date the 

cwfkv"tgrqtv"ku"ukipgf."vjg"cppwcn"ceeqwpvu"ctg"hqtowncvgf"cpf"ecppqv"dg"oqfkÞgf0"
Kp"vjku"tgictf."cnvjqwij"vjku"kphqtocvkqp"jcu"pqv"{gv"dggp"rwdnkujgf"kp"vjg"qhÞekcn"
registers, it is worth noting that the market does anticipate it.

RtqÞv" hqtgecuvu" cpf"ceeqwpvkpi"xctkcdngu"ygtg"qdvckpgf" htqo" vjg"Thomson One 

Banker database.

Results

Analysis of the data

Table 3 shows the main descriptive statistics for the set of variables used in the 

analysis for the sample of companies.

From the data shown in table 3 it is worth noting that there is little dispersion of 

Þiwtgu"qp"uk¦g"*LMC), and the standard deviation is 1.71, which represents around 
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46'"qh"vjg"cxgtcig0"Yjgtgcu"ngxgtcig"*LEV+"cpf"dqqm/vq/octmgv"*BTM) show high 

standard deviations, 1.38 and 0.59 (150% and 95% of the average) respectively. The/
refore, it is a fairly uniform sample in terms of company size, although there is a 

itgcvgt"fkhhgtgpvkcvkqp"dgvyggp"eqorcpkgu"kp"vgtou"qh"ngxgtcig"cpf"dqqm/vq/octmgv0"
In relation to risk disclosure, table 3 shows that 50% of the companies have a total 

tkum"kpfgz"*IRR) under 0.39, whereas only 25% have an (IRR) over 0.54; that is a 

nkvvng"qxgt"jcnh"vjg"eqorcpkgu"vjcv"fkuenqug"vjg"oquv0"Vjku"fcvc"tgàgevu"vjg"hcev"vjcv"
only a few companies present more information on risks.

Cpcn{uku"qh"vjg"fcvc"hqt"vjg"Þpcpekcn"*IRFR+"cpf"pqp"Þpcpekcn"*IRNFR) risk in/
fgzgu"ujqyp"kp"vcdng"5."ujqyu"vjcv"qpn{"47'"qh"eqorcpkgu"jcxg"cp"*IRFR) below 

2077."yjkej"kpfkecvgu"vjcv"oquv"eqorcpkgu"rtgugpv"kphqtocvkqp"qp"vjgkt"Þpcpekcn"
tkumu0"Kp"tgictf"vq"pqp/Þpcpekcn"tkum"fkuenquwtg"(IRNFR), few companies present 

kphqtocvkqp"qp"pqp/Þpcpekcn"tkumu"kp"vjgkt"cppwcn"ceeqwpvu<"97'"qh"vjg"eqorcpkgu"
jcxg"cp"kpfgz"*IRNFR) below 0.34. It should be emphasised that all companies in 

vjg"ucorng"fkuenqug"uqog"kphqtocvkqp"*Okpkowo"IRR = 0.07).

Table 3

 Statistical descriptive

 

Variables Minimum
1rd 

Quartile
Median Average

3rd 

Quartile
Maximum

Standard

Deviation

NOE 508; 5.58 8094 80:; 7.94 33078 1.71

NGX 0.01 0.15 0.45 0.92 1.03 10.37 1.38

DVO 0.00 2048 0.48 2084 0.84 7048 0.59

IRR 0.07 0.30 0.39 0.43 0.54 1.00 0.17

IRFR 0.00 0.55 2089 208: 0.83 1.00 0.20

KTPHT 0.00 0.00 0.13 0.22 0.34 1.00 0.22

r
j

0.03 0.09 0.11 0.11 0.13 0.21 0.03

r
a

0.03 0.08 0.11 0.11 0.13 0.19 0.03

Finally, as table 3 shows, the average cost of equity is 11% with a standard devia/
tion of 3%.

Pqvgu<
LMC is the logarithm of market capitalisation LEV is the total debt ratio per market capitalisation. 

BTM" ku" vjg"dqqm/vq/octmgv"tcvkq0"IRR" ku" vjg"tkum"fkuenquwtg" kpfgz"kp"tgncvkxg" vgtou"ecnewncvgf"
according to (7). IRFR"ku"vjg"Þpcpekcn"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"
to (8). IRNFR"ku"vjg"pqp/Þpcpekcn"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"
(9). r

j
 is the estimation of the cost of equity calculated with model (3) using the closing price for 

ujctgu"cv"vjg"gpf"qh"Lwpg0" r
a
 is the estimation of the cost of equity calculated using model (3) and 

the closing price of shares on the date of issue of the audit report.
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Having shown the main descriptive statistics for the data, as an initial step in esti/
ocvkpi"vjg"oqfgnu."vjg"eqttgncvkqpu"dgvyggp"vjg"fgrgpfgpv"cpf"gzrncpcvqt{"xctkc/
bles for these models were analysed with a dual objective:

̋" Þtuvn{."vq"fgvgtokpg"kp"vjg"itqwr"qh"rqvgpvkcnn{"gzrncpcvqt{"xctkcdngu."vjqug"
that are correlated with the estimated costs of capital through model (3) 

wukpi"vjg"ujctg"rtkeg"kp"Lwpg"cpf"qp"vjg"fcvg"qh"vjg"cwfkv"tgrqtv=
̋" cpf"ugeqpfn{."vq"fgvgev"eqttgncvkqpu"dgvyggp"gzqigpqwu"xctkcdngu"vjcv"ecp"

lwuvkh{"gzenwfkpi"uqog"qh"vjgo"htqo"vjg"oqfgn0

Cu"vcdng"6"ujqyu."qh"vjg"tkum"fkuenquwtg"kpfgzgu."qpn{"vjg"Þpcpekcn"tkum"kpfgz"(IRFR) and 

vqvcn"tkum"kpfgz"*IRR+"jcxg"c"uvcvkuvkecnn{"ukipkÞecpv"eqttgncvkqp"eqghÞekgpv"ykvj"vjg"equv"
qh"gswkv{."vjg"qvjgt"tkum"fkuenquwtg"kpfgzgu"jcxg"pq"ukipkÞecpv"eqttgncvkqp0"Vjku"ukipkÞecpv"
eqttgncvkqp"ku"rqukvkxg."yjkej"ku"eqpvtct{"vq"vjg"tguwnvu"gzrgevgf"htqo"vjg"rtqrqugf"j{rq/
thesis: greater risk disclosure will reduce the cost of equity.

Vjg"dqqm/vq/octmgv"xctkcdng"*BTM), degree of leverage (LEV) and company size (LMC) 

jcxg"uvcvkuvkecnn{"ukipkÞecpv"eqttgncvkqp"eqghÞekgpvu"kp"mggrkpi"ykvj"rtkqt"uvwfkgu0
Table 4

"UrgctocpÔu"eqttgncvkqp"eqghÞekgpvu"dgvyggp"vjg"equv"qh"gswkv{."fkuenquwtg"kpfgzgu"
and company characteristics

       

 r
j

r
a

IRFR IRNFR IRR BTM LEV LMC

r
j

1

r
a

0.788*** 1

IRFR 20348, 0.254*** 1

IRNFR 20258 0.082 0.158** 1

IRR 0.098 0.210*** 208:8,,, 0.782*** 1

BTM 0.550*** 0.588*** 2028; 0.098 20328 1

LEV 0.404*** 0.483*** 0.241*** 0.048 0.229*** 0.431*** 1

LMC /20422,,, /203;4,, 0.325*** 0.115* 20487,,, /20635,,, 0.022 1

      

Pqvgu<
LMC is the logarithm of market capitalisation LEV is the total debt ratio per market capitalisation. 

BTM"ku"vjg"dqqm/vq/octmgv"tcvkq0"IRR"ku"vjg"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ce/
cording to (7). IRFR"ku"vjg"Þpcpekcn"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"
(8). IRNFR"ku"vjg"pqp/Þpcpekcn"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"*;+0"r

j
 

is the estimation of the cost of equity calculated with model (3) using the closing price of shares at 

vjg"gpf"qh"Lwpg0 r
a
 is the estimated cost of equity calculated using model (3) and the closing price 

of shares on the date of issue of the audit report.

*,+"UkipkÞecpv"cv32'"*,,+"UkipkÞecpv"cv"7'="*,,,+"UkipkÞecpv"cv"3'
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Results relativized

Table 5 shows the results of the ordinary least squares estimation of the model.

Table 5

 Regressions of capital cost on risk disclosure and risk factor index

r
it
= + 3IRR

it
+ 4LMC

it
+

3
LEV

it
+

4
BTM

it
+

it

    

                      

Dependent variable r
j

r
a

Constant
203286
*320:68+

0.0909

(9.395)

IRR
0.0033

*20488+
0.0215

(1.778)*

LMC
/202234
*/20;2;+

/20223:
*/3059;+

LEV
0.0027

(1.737)*

0.0028

(1.923)*

BTM
0.0158

(3.947)***

0.0308

*70:68+,,,
R4 Adjusted

F Statistic

0.13

*;0897+,,,
0.32

(21.95)***

Pqvgu<
LMC is the logarithm of market capitalisation LEV is the total debt 

ratio per market capitalisation. BTM"ku"vjg"dqqm/vq/octmgv"tcvkq0"IRR 

ku"vjg"tkum"fkuenquwtg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"
(7). r

j
 is the estimation of the cost of equity calculated with model (3) 

wukpi"vjg"enqukpi"rtkeg"hqt"ujctgu"cv"vjg"gpf"qh"Lwpg0"r
a
 is the estima/

tion of the cost of equity calculated using model (3) and the closing 

price of shares on the date of issue of the audit report.

*,+"UkipkÞecpv"cv32'"*,,+"UkipkÞecpv"cv"7'="*,,,+"UkipkÞecpv"cv"3'

Cu"ecp"dg"uggp"kp"vcdng"7."vjg"tguwnvu"ujqy"c"ygcm"cpf"rqukvkxg"tgncvkqpujkr"*eqghÞ/
ekgpv<"202437"ukipkÞecpv"cv"32'+"dgvyggp"vjg"fgitgg"qh"tkum"fkuenquwtg"*IRR) and 

the cost of equity (r
a
) when the audit date is taken as the reference for calculation. 

Vjku"tgncvkqpujkr"ku"qrrqukvg"vq"vjcv"gzrgevgf0"Vjcv"ku."kv"eqwnf"dg"kpvgtrtgvgf"vjcv"
the market penalises companies that disclose more information on risks so that 

itgcvgt" fkuenquwtg" ngcfu" vq" c" jkijgt" equv" qh" gswkv{0" Hwtvjgtoqtg." vjg" eqghÞekgpv"
ujqyu"pq"uvcvkuvkecn"ukipkÞecpeg"cv"cnn"yjgp"kv"ku"tgncvgf"vq"vjg"equv"qh"gswkv{"*r

j
) 
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ecnewncvgf"ykvj"fcvc"htqo"Lwpg0"C"rquukdng"gzrncpcvkqp"hqt"vjgug"tguwnvu"ku"vjcv"vjg"
kphqtocvkqp"ku"fkuenqugf"ygnn"dghqtg"vjg"gpf"qh"Lwpg"cpf"vjgtghqtg"rtkegu"jcxg"cntg/
cf{"rtgxkqwun{"tgàgevgf"tkum"fkuenquwtg0

The variable size (LMC+"ku"pqv"uvcvkuvkecnn{"ukipkÞecpv"kp"gkvjgt"qh"vjg"vyq"oqfgnu0"
Vjgug"tguwnvu"eqpvtcfkev"vjg"Þpfkpiu"qh"rtgxkqwu"uvwfkgu"d{"Jckn"*4224+."Gurkpquc"
and Trombetta (2007) and Botosan and Plumlee (2005) which show a statistically 

ukipkÞecpv"pgicvkxg"cuuqekcvkqp0"Vjgug"tguwnvu"oc{"dg"fwg"vq"vjg"hcev"vjcv"oquv"qh"
the companies in the sample are similar in size. 

Vjg"qvjgt"vyq"xctkcdngu"vjcv"tgàgev"tkum"hcevqtu."*LEV) and (DVO+. show statistica/
nn{"ukipkÞecpv"rqukvkxg"tgncvkqpujkru"kp"dqvj"oqfgnu"cu"gzrgevgf<"c"jkijgt"ngxgn"qh"
ngxgtcig"*NGX+"ku"rgtegkxgf"d{"kpxguvqtu"cu"c"jkijgt"ngxgn"qh"tkum"cpf"vjwu."kpxgu/
tors demand a higher cost of equity; increases in book-to-market (BTM) indicate 

lower prospects of growth and so investors demand a higher cost of equity to invest 

in such companies.

Kp"xkgy"qh" vjg" hcev" vjcv" vjg" tkum"fkuenquwtg" kpfgz" *IRR) includes information on 

Þpcpekcn"cpf"pqp/Þpcpekcn"tkumu."vjg"ghhgev"qp"vjg"equv"qh"gswkv{"qh"Þpcpekcn"tkum"
disclosure (IRFR+" cpf" pqp/Þpcpekcn" tkum" fkuenquwtg" *IRNFR) have been studied 

ugrctcvgn{0"Vcdng"8"ujqyu"vjg"tguwnvu0"Kv"ecp"dg"uggp"vjcv"hqt"dqvj"oqfgnu"vjg"xc/
riable (IRNFR+"ku"pqv"uvcvkuvkecnn{"ukipkÞecpv."vjcv"ku."pqp/Þpcpekcn"tkum"fkuenquwtg"
(IRNFR+"ku"pqv"tgncvgf"vq"vjg"equv"qh"gswkv{0"Jqygxgt."vjg"Þpcpekcn"tkum"fkuenquwtg"
variable (IRFR+"ku"rqukvkxg"ykvj"c"jkij"uvcvkuvkecn"ukipkÞecpeg"hqt"vjg"oqfgn"vjcv"
estimates the cost of equity using the date of the audit report as reference. Thus 

vjg"octmgv"dgjcxgu"kp"c"yc{"vjcv"eqpvtcfkevu"vjg"j{rqvjguku<"Pqv"qpn{"fqgu"itgcvgt"
Þpcpekcn" tkum"fkuenquwtg"pqv" tgfweg" vjg"equv"qh"gswkv{" *cu"rqukvgf" kp" vjg" vjgqt{+"
dwv"vjg"octmgv"rgtegkxgu"kv"cu"c"tkum"hcevqt"ykvj"c"pgicvkxg"kpàwgpeg"qp"vjg"equv"qh"
equity. 
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Table 6

Tgitguukqpu"qh"vjg"equv"qh"gswkv{"qp"Þpcpekcn"cpf"pqp/Þpcpekcn"tkum"cpf"tkum"hcevqt"
disclosure

         

                

Dependent variable: r
j

r
a

Constant
0.1025

(9.932)***

0.0839

(8.292)***

IRFR
0.0127

*30383+
0.0291

(2.758)***

IRNFR
/202262
*/20665+

0.0025

(0.302)

LMC
/202237
*/30342+

/202245
*/30978+,

LEV
202248
*30895+,

0.0028

(1.953)*

BTM
0.0154

(3.855)***

0.0297***

*70884+
R4 Adjusted

F Statistic

0.13

(8.04)***

0.33

(18.84)***

Pqvgu<
LMC is the logarithm of market capitalisation LEV is the total debt ratio per market 

capitalisation. BTM"ku"vjg"dqqm/vq/octmgv"tcvkq0"IRFR"ku"vjg"Þpcpekcn"tkum"fkuenquw/
tg"kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"*:+0"IRFR"ku"vjg"pqp/Þpcpekcn"tkum"
kpfgz"kp"tgncvkxg"vgtou"ecnewncvgf"ceeqtfkpi"vq"*;+0"r

j
 is the estimation of the cost 

of equity calculated with model (3) using the closing price for shares at the end of 

Lwpg0"r
a
 is the estimation of the cost of equity calculated using model (3) and the 

closing price of shares on the date of issue of the audit report 

*,+"UkipkÞecpv"cv32'"*,,+"UkipkÞecpv"cv"7'="*,,,+"UkipkÞecpv"cv"3'

Vjku"tgncvkqpujkr"dgvyggp"vjg"equv"qh"gswkv{"cpf"Þpcpekcn"tkum"fkuenquwtg"ujqyu"
that markets associate a greater volume of information with a need to justify higher 

ngxgnu"qh"tkum0"Vjgug"tguwnvu"ctg"eqpukuvgpv"ykvj"vjqug"tgrqtvgf"d{"Mtcxgv"cpf"Owunw"
(2013).

Kp"qwt"uvwf{."Þpcpekcn"tkum"fkuenquwtg"jcu"dggp"uwooctkugf"kp"cp"kpfgz"dcugf"qp"
Þxg"uvcigu0"Hqwt"qh"vjgo"*G3."G4."G5"cpf"G7+"tgàgev"fkhhgtgpv"swcnkvcvkxg"curgevu"
qh"vjg"fkuenquwtg"yjgtgcu"vjg"Þhvj"*G6+"tghgtu"vq"swcpvkÞecvkqp"qh"vjg"tkumu0"Octmgvu"
can perceive qualitative and quantitative information in different ways and so the 

ukip"qh"vjg"tgitguukqp"eqghÞekgpv"hqt"vjg"xctkcdng"KTHT"kp"vjg"oqfgn"ujqyp"kp"vcdng"
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8"oc{"dg"fgvgtokpgf"d{"vjku"vyqhqnf"curgev"qh"vjg"kphqtocvkqp"kv"eqpvckpu0"Vq"fg/
termine whether there is a differential effect between the two types of information 

model (10) was estimated. This model was only estimated for the cost of equity 

wukpi"vjg"cwfkv"tgrqtv"cu"vjg"tghgtgpeg"fcvg."fwg"vq"vjg"hcev"vjcv"hqt"Lwpg"pq"uvcvku/
vkecnn{"ukipkÞecpv"tgncvkqpujkr"dgvyggp"vjg"tkum"fkuenquwtg"kpfgzgu"cpf"vjg"equv"qh"
equity was found.

                              (10)

where:

 r
a
 is the implicit cost of equity for i-nth in period t.

D
it
 is a dichotomous variable that takes the value 1 when company i-nth discloses 

swcpvkvcvkxg"kphqtocvkqp"qp"Þpcpekcn"tkumu"fwtkpi"rgtkqf"t and 0 when it does not 

disclose.

LMC
it
 is the logarithm for market capitalisation of company i-nth in period t.

LEV
it
 is the leverage ratio, measured as total debt over market capitalisation.

BTM
 
ku"vjg"dqqm/vq/octmgv"tcvkq0

Vjg"fkejqvqoqwu"xctkcdng"tgàgevu"vjg"ghhgev"qh"swcpvkvcvkxg"Þpcpekcn"tkum"fkuenq/
sure as against qualitative information. Table 7 shows the results of the estimated 

tgitguukqp"oqfgn0"Cu"vjg"vcdng"ujqyu."vjg"eqghÞekgpv"qh"vjg"fkejqvqoqwu"xctkcdng"
(D+"ku"uvcvkuvkecnn{"ukipkÞecpv"cpf"rqukvkxg0"Vjku"kpfkecvgu"vjcv"kpxguvqtu"rgtegkxg"
vjg"hcev"qh"swcpvkh{kpi"Þpcpekcn"tkumu"cu"c"tkum"hcevqt"ykvj"c"pgicvkxg"korcev"qp"vjg"
cost of equity for the company (penalising it).

The result from this last estimated model reinforces the idea that markets associate 

greater disclosure with the need for the company to justify higher levels of risk: 

vjg"octmgv"kpvgtrtgvu"vjg"swcpvkÞecvkqp"qh"tkumu"pgicvkxgn{."rgpcnkukpi"vjg"equv"qh"
equity in companies that engage in this practice; it seems therefore, that the market 

kpvgtrtgvu"vjcv"eqorcpkgu"vjcv"qhhgt"swcpvkvcvkxg"kphqtocvkqp"ctg"gzrqugf"vq"jkijgt"
levels of risk.
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Table 7

"Korcev"qh"swcpvkvcvkxg"Þpcpekcn"tkum"fkuenquwtg"qp"vjg"equv"qh"gswkv{

     

         

Dependent variable: r
a

Constant
0.0889

(9.145)***

D
0.0084

(2.024)**

LMC
/202234
*/30243+

LEV
0.0028

(1.937)*

BTM
0.0324

*80553+,,,
R4 Adjusted

F Statistic

0.32

(22.28)***

Pqvgu<
D is a dichotomous variable that takes value 1 when the company provides 

swcpvkvcvkxg"kphqtocvkqp"qp"Þpcpekcn"tkumu"cpf"¦gtq"yjgp"kv"fqgu"pqv. LMC 

is the logarithm of market capitalisation LEV is the total debt ratio per mar/
ket capitalisation. BTM"ku"vjg"dqqm/vq/octmgv"tcvkq0"r

a
 is the estimation of 

the cost of equity calculated using model (3) and the closing price of shares 

on the date of issue of the audit report

*,+"UkipkÞecpv"cv32'"*,,+"UkipkÞecpv"cv"7'="*,,,+"UkipkÞecpv"cv"3'

Conclusions

There is an important body of theoretical and empirical studies in the literature 

that study the relationship between the disclosure of accounting information and 

the cost of equity. However, despite the fact that for several years now, profession/
al accounting bodies and various authors have emphasised risk disclosure, few 

uvwfkgu"jcxg"urgekÞecnn{"cpcn{ugf"vjg"tgncvkqpujkr"dgvyggp"vjku"v{rg"qh"fkuenquwtg"
and the cost of equity. Furthermore, most studies approach the problem from a 

theoretical perspective.

The present study has analysed the relationship between risk disclosure and the 

cost of equity from an empirical perspective. For that purpose a regression model 

has been estimated where the dependent variable is the cost of equity and the set 

qh"gzrncpcvqt{"xctkcdngu"eqpukuvu"qh"vjg"kpfkecvqtu"qh"vjg"fgitgg"qh"tkum"fkuenquwtg"
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and a set of corporate variables that represent risk, leverage, potential growth and 

company size.

Vjg" ucorng" ku"ocfg"wr"qh" pqp"Þpcpekcn" eqorcpkgu" nkuvgf"qp" vjg"Ocftkf"Uvqem"
Gzejcpig"htqo"4229"vq"422;0""Kp"cffkvkqp."tkum"fkuenquwtg"kp"vjg"ucorng"jcu"dggp"
summarised using ad hoc"kpfgzgu"vjcv"tgàgev"vjg"fkhhgtgpv"curgevu"qh"gcej"tkum"vjcv"
companies provide information on. The cost of equity for each company was esti/
mated using the residual income model (RIV). 

The results show that the cost of equity is related to corporate aspects such as the 

potential for growth (book-to-market) and leverage. However, in the case of size, 

pq"uvcvkuvkecnn{"ukipkÞecpv"tgncvkqpujkr"ycu"hqwpf."rtqdcdn{"fwg"vq"vjg"ncem"qh"fkhhg/
rentiation in relation to this magnitude among companies in the sample.

Furthermore, evidence has been found for a relationship (albeit a weak one) be/
vyggp"vjg"equv"qh"gswkv{"cpf"vjg"coqwpv"qh"tkum"fkuenquwtg<"pq"uvcvkuvkecnn{"ukipkÞ/
ecpv"tgncvkqpujkr"ycu"fgvgevgf"dgvyggp"pqp/Þpcpekcn"tkum"fkuenquwtg"cpf"vjg"equv"
qh"gswkv{="dwv"c"uvcvkuvkecnn{"ukipkÞecpv"tgncvkqpujkr"ycu"fgvgevgf"dgvyggp"vjg"equv"
qh"gswkv{"cpf"Þpcpekcn"tkum"fkuenquwtg0"Vjku"tgncvkqpujkr"ku"qpn{"ukipkÞecpv"yjgp"
the date of the audit report is taken as reference for the disclosure. The non sig/
pkÞecpeg"qh"vjg"tgncvkqpujkr"yjgp"c"ncvgt"fcvg"ku"vcmgp"cu"tghgtgpeg"*vjg"oqpvj"qh"
Lwpg+"oc{"dg"fwg"vq"vjg"hcev"vjcv"vjg"kphqtocvkqp"ycu"fkuenqugf"dghqtg"vjcv"fcvg"
and prices include the risk disclosure and another type of information that might 

distort its effect.

Kv"ku"yqtvj"pqvkpi"vjcv"vjg"ukip"kp"vjg"fgvgevgf"ukipkÞecpv"tgncvkqpujkr"ku"eqpvtct{"
vq"vjcv"gzrgevgf"kp"vjg"vjgqt{<"Þpcpekcn"tkum"fkuenquwtg"ku"rqukvkxgn{"tgncvgf"vq"vjg"
cost of equity (that is, greater disclosure means higher cost of equity). In addition, 

a relationship with similar characteristics has been detected between the cost of 

gswkv{"cpf"swcpvkvcvkxg"fkuenquwtgu"qh"Þpcpekcn"tkumu="vjcv"ku."vjg"tguwnvu"uwiiguv"vjcv"
markets associate higher risk disclosure or quantitative disclosure with a need for 

the company to justify higher levels of risk.

Vjg"qwveqogu"qh"vjku"rcrgt"owuv"dg"Þiwtgf"qwv"cvvgpfkpi"vq"vjg"hqnnqykpi"tgoctmu<"
we have used the model proposed by Gebhardt et al. (2001), to estimate the cost of 

gswkv{0"Yg"jcxg"wugf"vjg"cpcn{uvuÔ"hqtgecuvu"qh"hwvwtg"rtqÞvu"kp"vjku"oqfgn."cpf"yg"
jcxg"crrnkgf"kv"qp"c"ucorng"qh"Urcpkuj"pqp/Þpcpekcn"Þtou0"Hqt"hwvwtg"tgugctej."kv"
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eqwnf"dg"kpvgtguvkpi"vq"gzvgpf"vjg"cpcn{uku"yg"jcxg"fqpg"vq"qvjgt"eqwpvtkgu0"D{"vjku"
way, a possible relationship between cost of equity and different degrees of risk 

disclosure (which depends on national law) could be detected.
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