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Highlights
e Managers' qualitative disclosures significantly influence shareholder perception

management and investment decision-making.

e Abnormal managerial tone leads to abnormal trading volume by retail shareholders; however, it
does not significantly affect the abnormal trading volume of major shareholders.

o Retail shareholders possess less expertise and fewer resources to process managerial narrative
disclosures and are more likely to misinterpret the inconsistency of tone in these communications.

e Consequently, abnormal managerial disclosure tone facilitates a real wealth transfer from
small trader to major shareholders.

Abstract

Inthe present study, the effect of the unusual tone of managers' disclosure with the unusual
transactions of small shareholders is investigated. The relationship between the unusual tone
of managers' disclosure and the volume of unusual transactions of minor and major
shareholders indicates the information asymmetry between minor and major shareholders.
Research tests have been conducted on 162 companies admitted to the Iran Stock Exchange
during the years 2014 to 2023, and a total of 1,585 annual reports were reviewed by removing
outliers. For testing of models using the multiple regression method, taking into account the
fixed effects of year and industry. The results showed that the abnormal tone of managers has
a positive relationship with the volume of abnormal transactions of minor shareholders and
has no significant relationship with the volume of abnormal transactions of major
shareholders. From the findings of the research, it can be concluded that small shareholders
do not have the ability to process the biased tone of the managers, and with the unusual tone
of the managers, they make unfavorable transactions and are so called misled.
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Introduction

In the present study, the effect of the unusual tone of managers'
disclosure with the unusual transactions of small shareholders is
investigated. Investigating the reaction of small shareholders to the
disclosure tone of companies is important and necessary because it helps
us to understand the different effect of managers' disclosure tone on the
trading behavior of small and major shareholders and as a result their
wealth and redistribution of wealth in the society. The relationship between
the unusual tone of managers' disclosure and the volume of unusual
transactions of minor and major shareholders indicates the information
asymmetry between minor and major shareholders. This investigation
provides evidence that if the tone of managers' disclosures contradicts the
company's performance and situation—or in other words, is abnormally
positive—retail investors may fail to perceive the biased nature of the
reports and, by misprocessing these reports, may engage in unfavorable
transactions, leading to a decrease in their wealth. This finding could have
important implications for managerial communication, retail investor
trading, and market regulators and supervisors. Stock exchanges might not
take the bias in corporate disclosures seriously (either intentionally or
unintentionally) under the pretext of its voluntary nature. However, a
biased tone in managers' disclosures might be interpreted by retail
investors in a way that leads them to decide to buy shares. The increase in
net buying leads to price increases; but ultimately, with subsequent price
declines, retail investors incur losses and may exit the market.

Methods & Materials

Research tests have been conducted on 162 companies admitted to the
Iran Stock Exchange during the years 2014 to 2023, and a total of 1,585
annual reports were reviewed by removing outliers. The manager's
disclosure tone was measured from the annual reports of the Board of
Directors' activities to the General Assembly of Shareholders. The
managers' disclosure tone was measured using MaxQDA software version
11. This software was used to calculate the count and percentage of
positive and negative words in the reports. Other data were collected
through document mining from the Codal website. After calculating the
managers' tone, and following Hung et al. (2014), to identify the abnormal
tone, the disclosure tone was regressed against a set of variables covering
the company's risk and expected return. The model's residual was
considered the abnormal tone. To measure the abnormal trading volume,
an event window was first defined. Specifically, the day of the annual
reports' release, the day before, and the day after (-1, 0, +1) were
considered the event window. The abnormal net purchase volume by
shareholders was then calculated. First, during the 3-day event window,
stock sales were subtracted from stock purchases to arrive at the net stock
purchase. The average net purchase over the three event days was then
calculated. Using the same method, the average net purchase over the 30
trading days prior to the report release (-2 to -31) was calculated. Finally,
the abnormal net purchase volume was calculated by subtracting the
average net purchase over the past 30 trading days from the average net
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purchase over the 3-day event window. For testing of models using the
multiple regression method, taking into account the fixed effects of year
and industry.

Finding

The results showed that the abnormal tone of managers has a positive
relationship with the volume of abnormal transactions of minor
shareholders and has no significant relationship with the volume of
abnormal transactions of major shareholders. These findings show that the
difference in the processing of minor and major shareholders increases in
the tone of overly positive disclosure. The findings are consistent with the
expectation that pessimistic language is inherently more authoritative and
thus leads to a more homogeneous interpretation by stakeholders. It can be
concluded that small (real) shareholders have less expertise and possibility
in processing the manager's written disclosures and may misinterpret the
managers' biased tone in the disclosure, and hence the unusual tone of the
manager's disclosure leads to the transfer of real wealth from the small
shareholders. (real) to major (legal) shareholders.

Conclusion

The findings indicate that the difference in processing by retail and
major shareholders increases when faced with an overly positive disclosure
tone. The findings are consistent with the expectation that pessimistic
language is inherently more credible and thus leads to a more
homogeneous interpretation by shareholders. It can be concluded that retail
(individual) shareholders have less expertise and capacity to process the
manager's written disclosures and may misinterpret the managers' biased
tone in the disclosure. Consequently, the manager's abnormal disclosure
tone leads to a transfer of real wealth from retail (individual) shareholders
to major (institutional) shareholders. Considering the research findings and
other theoretical and empirical evidence discussed in the present article, it
can be expected that it is easier and less risky for companies to hide poor
performance by embellishing non-financial information rather than
manipulating financial information. Therefore, managers might use a
biased tone in their explanatory reports, to the extent that their disclosure
tone becomes inconsistent with the company's actual performance and
current situation. This inconsistency or contradiction in managers'
disclosure tone can have detrimental consequences for the capital market.
According to the findings of the present study, the abnormal tone of
managers' disclosures leads to information asymmetry between retail and
major shareholders. This information asymmetry results in abnormal
returns, price volatility, mispricing, a decrease in the information content,
reduced stock market efficiency, and ultimately, a loss of shareholder trust
in the capital market. From the findings of the research, it can be concluded
that small shareholders do not have the ability to process the biased tone
of the managers, and with the unusual tone of the managers, they make
unfavorable transactions and are so called misled. The results of this
research can contribute to knowledge and provide academic value in the
following ways: First, it develops behavioral finance literature. By
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examining how managers' tone influences investor decisions, this study
enhances the understanding of the impact of psychology and non-verbal
cues (such as speech tone) on investor decision-making. It also supports
the expansion of research in the fields of behavioral economics and
microfinance, focusing on the link between the sentiments conveyed by
managers and market reactions. Second, it identifies market impact
mechanisms. The analysis investigates whether managers' abnormal tone
(e.g., conveying anxiety, overconfidence, or ambiguity) triggers emotional
responses among retail shareholders. It further studies the effect of this
phenomenon on abnormal trading volume and price volatility. Third, it
enhances market prediction models. It facilitates the use of Natural
Language Processing (NLP) and Artificial Intelligence (Al) to analyze
managers' tone and predict the behavior of retail investors. This
contribution can also aid models designed to predict financial fraud or
information distortion by companies. Based on the results of the research
and considering that the stock exchanges may not take the bias of the
companies' disclosures seriously (either intentionally or unintentionally)
under the pretext of its voluntary nature; Examining, revising and
improving non-quantitative information disclosure standards in financial
reporting will significantly contribute to the stability and reduction of stock
market fluctuations and increase the shareholder protection index.
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