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Highlights
e  Contractionary monetary policy significantly increases corporate investment inefficiency
in the Tehran Stock Exchange.

e The inefficiency manifests primarily in the form of under-investment, reducing firms’
growth potential.

e Financial information comparability moderates the adverse impact of monetary tightening
on investment decisions.

e Firms with higher comparability experience weaker negative effects and maintain more
efficient investment levels.

e Enhancing comparability of financial reporting is a practical tool to mitigate
policy-induced inefficiencies.

e The study provides novel firm-level evidence from an emerging market context.

Abstract

The purpose of the research is to investi%?_te the effect of government’s monetary policies on
the companies” investment inefficiency. In this regard, the moderating role of comparability of
financial information, has been examined. The current research is categorized as an applied and
descriptive-correlational research. Thgci)opulatlon of the research includes listed companies in
Tehran Stock Exchange over the period of 2013-2021, after cor]5|der|ng1;_ﬂ1e criteria for selection,
102 companies with 918 observations are included to be investigated. The findings indicate that
since the estimated coefficient of contractionary monetary policy is 0.173 and significant at the
99%, there is a significant positive relationship between the variable and companies” investment
inefficiency, especially in the form of under-investment. Also, because of estimated coefficient for
the interactive effect of financial information comparability equals to -0.152, and significant at the
95%, it shows that the variable has a significant moderating effect on the relationship between
monetary policy and under-investment. In'this regard, it is seen that contractionary monetary policy
leads companies to under-investment. While the comparability of financial information can
weaken the effect of this monetary policy on companies’ under-investment. In other words, by
increasing the comparability of financial information, the effect of contractionary monetary policies
on the investment inefficiency tends to decrease. Therefore, both hypotheses of the _swd¥ strongly
have been confirmed. In the current research, investigating the effect of comparability of financial
information as a moderator of the effect of the govermment's contractionary monetary policy on
corporate investment can be considered as a novelty of the study.
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Introduction

Monetary policy is a main instrument through which governments and
central banks influence macroeconomic stability, liquidity, and inflation.
In emerging economies such as lIran, contractionary monetary policy
implemented through restrictions on credit supply, increases in interest
rates, and reductions in liquidity has profound consequences for corporate
financing and investment decisions. Tehran Stock Exchange (TSE), as the
largest capital market in Iran, provides a unique context for examining
these dynamics. Investment inefficiency, defined as deviations from
optimal investment levels, manifests in two forms: over-investment and
under-investment. While over-investment often occurs under expansionary
monetary conditions, contractionary policies tend to push firms toward
under-investment, leading them to abandon projects with positive net
present value. This inefficiency undermines firm performance and broader
economic growth.

The literature emphasizes the role of financial reporting quality in
mitigating inefficiencies. High-quality, comparable financial information
reduces information asymmetry, enhances monitoring, and lowers agency
costs. Comparability allows investors and creditors to evaluate firms
consistently, thereby improving access to external financing and enabling
managers to make more efficient investment decisions. Despite extensive
global research, limited evidence exists in the Iranian context regarding the
moderating role of financial information comparability.

This study addresses two research questions:

1. Does contractionary monetary policy increase investment
inefficiency among firms listed on the TSE?

2. Does financial information comparability moderate the
relationship between contractionary monetary policy and
investment inefficiency?

By answering these questions, the study contributes to both academic
literature and policy debates, offering insights for regulators, managers,
and investors in emerging markets.

Methodology

The research adopts an applied and descriptive-correlational design.
The population consists of all firms listed in Tehran Stock Exchange
between 2013 and 2021. After applying selection criteria, 102 firms with
918 firm-year observations were included.

e Research design: Quantitative panel data analysis with fixed

effects.
e Sample size: 102 firms, 918 observations.
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Variables:

0 Dependent variable: Investment inefficiency, measured by
deviations from expected investment levels.

0 Independent variable: Contractionary monetary policy, proxied
by macroeconomic indicators such as liquidity growth, interest
rate changes, and credit supply restrictions.

0 Moderating variable: Financial information comparability,
measured using accounting comparability indices derived from
firms’ financial statements.

Control variables: Firm size, leverage, profitability, and industry
characteristics.

Data sources: Secondary data from published financial statements
and macroeconomic indicators.

Ethical considerations: As the study relies on publicly available
secondary data, no human participants were directly involved.

The analytical approach ensures robustness by controlling for
firm-specific heterogeneity and industry effects. The design allows
replication and provides sufficient detail for evaluating the validity of the
findings.

Results
The empirical analysis confirms both hypotheses:

Effect of contractionary monetary policy: The estimated
coefficient is 0.173, significant at the 99% confidence level.
This indicates a strong positive relationship between monetary
tightening and investment inefficiency, particularly
under-investment. Firms facing restricted liquidity and higher
financing costs reduce capital expenditures below optimal
levels.

Moderating role of financial information comparability: The
interactive effect yields a coefficient of —0.152, significant at the
95% confidence level. This demonstrates that comparability
significantly weakens the adverse impact of contractionary
monetary policy. Firms with more comparable financial
information experience less under-investment, as transparency and
consistency facilitate better access to external financing and reduce
uncertainty in investment decisions.

These findings provide robust evidence that contractionary monetary
policy increases investment inefficiency, but financial information
comparability mitigates this effect.
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Discussion

The results highlight the dual role of monetary policy and financial
reporting quality in shaping corporate investment behavior. Contractionary
monetary policy, while necessary for macroeconomic stability, imposes
financing constraints that lead firms to abandon value-creating projects.
This under-investment reduces overall economic efficiency and growth
potential.

Financial information comparability emerges as a critical mitigating
factor. Comparable financial statements enable investors and creditors to
evaluate firms more reliably, thereby lowering information asymmetry and
agency costs. This improves firms’ ability to secure financing even under
restrictive monetary conditions.

The findings align with international studies (Biddle et al; 2009; Chen
etal; 2011; Yang et al; 2021) that emphasize the importance of accounting
quality in investment efficiency. However, the Iranian context adds
novelty, as the capital market is heavily influenced by political instability,
sanctions, and macroeconomic volatility. The study demonstrates that even
in such environments, improving financial information comparability can
enhance investment efficiency.

Limitations include reliance on secondary data and focus on listed
firms, which may not fully capture dynamics in private or smaller
enterprises. Future research could explore behavioral biases of managers,
governance structures, and cross-country comparisons.

Conclusions
This study provides empirical evidence from the Tehran Stock
Exchange on the interaction between contractionary monetary policy and
financial information comparability. The key conclusions are:
1. Contractionary monetary policy significantly increases investment
inefficiency in the form of under-investment.
2. Financial information comparability moderates this relationship,
reducing the negative impact of monetary tightening.
3. Enhancing comparability of financial information should be
prioritized by regulators, auditors, and firms to improve investment
efficiency, particularly during periods of monetary contraction.

Policy Implications:

e The Central Bank of Iran should consider the unintended
consequences of contractionary policies on corporate investment
and design complementary measures to support firms’ financing
capacity.
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e The Securities and Exchange Organization (SEO) should
strengthen accounting standards and enforcement mechanisms to
improve comparability across firms.

e Corporate managers should invest in transparent and comparable
financial reporting practices to mitigate financing constraints and
sustain investment efficiency.

Contribution and Novelty

The novelty of this research lies in examining the moderating role of
financial information comparability in the relationship between
contractionary monetary policy and investment inefficiency within the
Tehran Stock Exchange. While prior studies have focused on
macroeconomic outcomes of monetary policy, this study provides
firm-level evidence and highlights the importance of accounting
comparability as a strategic tool to counteract policy-induced
inefficiencies.
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