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Does cost of capital decrease with greater 
information transparency?

Ching-Yi Yeh

Abstract
This paper investigates the relationship between corporate transparency and capital 

cost of the firm. The samples used in this paper were 260 publicly traded and 107 OTC 
companies in Taiwan between 2003 and 2005. The level of the firm’s information 
transparency is based on the results of information disclosure and evaluation system which 
is implemented by TSEC. Empirical results indicate that “less transparency” is associated 
with a higher cost of capital. For firms with “more transparency”, however, we find no 
evidence that capital cost will decrease. Contrary to early literatures, we find that firms 
which disclose more information voluntarily have higher cost of equity capital. This is 
likely a result of the evaluation system’s focus on disclosure items rather than information 
quality. Accordingly, the enhanced disclosures would add to share price volatility thereby 
increasing risk and leading to a higher cost of equity capital.

 

Keywords: information transparency, cost of equity capital, cost of debt capital, voluntary
disclosure, corporate governance.



19

1998

(

)

(Amihud and Mendelson(1986), Diamond 

and Verrecchia(1991) Lang and Lundholm

(1996) Botosan(1997) Sengupta(1998)

(2008))

Berton(1994)



20

(FAF)

(S&P)

(2002)

(2006)

(content analysis)

1

0 (

(2002) (1999) )

919 981 1032

99%



1

21

92 3

(

)

(TEJ)

92 1 1 94 12 31

:

B

93 30

1

21

72 30



22

103 62

64

15

1

1 2

(EPS) (ROE)

(ROA)

ROE ROA

( 2)



23

)1(
)()()(

)()(
)(

987

65

4332211

����������i

E

BetaDebtEPS
ROEratioPE

SizeDDDR

�
���

��
����

�
��

���
����

ER CAPM

1D 2D 3D

1D

Size ratioPE

ROE EPS
Debt Beta

�

)2()(
)()()(

)()(

7

654

32110

��������i

E

Beta
DebtEPSROE

ratioPESizeDR

��
���
����

��
���
����

1D

1D



24

)3()()(
)()_(

)(

87

65

4332211

�i

D

ratioPEEPS
DebtratioQuick

TimesDDDR

���
��
����

��
���

����

DR 321 D,D,D

Times
ratioQuick _

)4(
)()(

)()_(
)(

6

54

32110

��������

i

D

ratioPEEPS
DebtratioQuick

TimesDR

��
��

����

��
��

����

1D

1D

1

(1) 

(CAPM)

CAPM

))(()( fmifE RRERRE ��� �

(Rf) 92 94

( i� ) 92

94

( )( mRE ) 92 94

(2)

92 94

( ÷

)×(1-25%)

(1)

(2)

( Size )

( ratioPE _ ) ( ROE )

( EPS ) ( Debt )

( Beta )



25

( Times )

( ratioQuick _ )

92

94

(Variance inflation factors VIF)

VIF 10

VIF

� � � � 12
1VIF RKk

�
�

Berton(1994)

Berton



26



27

[1] (2002)

[2] (1999)

[3] (2002)

[4] (2006)

42 1-22

[5] (2008)

61

67-108
[6] Amihud,Y.,and H.Mendelson. (1986). 

Asset pricing and the bid-ask spread.
Journal of Financial Economics, 17, 
223-249.

[7] Botosan, C. A., (1997). Disclosure 
level and the cost of equity capital. 
The Accounting Review, 72, 323-349.

[8] Berton, L., (1994). Companies 
pressure accounting panel to modify 
demands for more data. Wall Street 
Journa , 16, A2.

[9] Diamond, D., and R. Verrecchia. 

(1991). Disclosure, liquidity and the 
cost of equity capital. The journal of 
Finance, 1325-1360.

[10] Lang, M.,and R.Lundholm. (1993).
Cross-sectional determinants of 
analyst ratings of corporate 
disclosures. Journal of Accounting 
Research, 31, 246-271.

[11] Sengupta, P., (1998). Corporate 
disclosure quality and the cost of debt. 
The Accounting Review, 73,459-47



28

2.52 2.60 10.21 -4.51 21
2.33 1.48 25.96 -7.66 72
0.75 0.48 9.47 -6.91 103
2.48 2.14 10.21 -2.12 64

10.68 12.97 29.91 -34.09 21
11.09 10.21 55.18 -63.70 72
4.39 3.96 34.44 -64.51 103

13.22 13.21 52.00 -22.84 64

7.34 8.60 22.80 -18.00 21
7.87 6.14 45.65 -27.44 72
3.85 3.02 37.16 -25.44 103
8.47 7.70 43.22 -6.64 64

46.00 29.16 258.23 3.21 21
15.50 3.66 52.05 0.65 72
2.93 2.09 20.50 0.42 103

20.80 3.40 52.05 0.33 64

35.60 39.35 52.70 8.51 21
39.05 38.20 82.70 5.98 72
38.80 39.23 83.32 2.50 103
38.62 39.00 82.70 1.55 64

1.12 1.12 1.50 0.32 21
0.84 0.85 1.43 0.11 72
0.60 0.80 1.39 0.00 103
0.82 0.86 1.46 0.00 64



29

1.34 1.08 11.76 -5.83 30
0.78 0.60 12.58 -6.02 62
1.08 1.04 6.29 -3.97 15

6.32 8.06 50.36 -91.31 30
6.06 6.18 33.36 -49.45 62
6.11 6.90 34.40 -46.00 15

4.98 5.01 27.87 -54.30 30
3.77 3.06 24.84 -28.51 62
4.79 4.25 23.95 -15.51 15

29.52 7.82 625.78 2.02 30
9.63 7.13 30.88 2.45 62
8.36 1.83 22.00 3.00 15

39.05 38.95 73.43 5.20 30
42.06 41.88 82.21 7.59 62
34.90 37.44 74.00 1.86 15

0.81 0.71 1.76 0.25 30
0.61 0.53 1.50 0.09 62
0.67 0.69 1.16 0.16 15



30

t P VIF

0.091*** 5.238 0.000

0.080*** 4.995 0.000

0.090*** 6.559 0.000

1.721* 1.881 0.060 1.028

0.000 0.436 0.662 1.009

0.000 1.172 0.241 2.777

-0.006*** -2.737 0.006 2.766

0.000 0.002 0.997 1.085

0.129*** 12.034 0.000 1.009

R2 0.909

F 333.8

288



31

 

t P VIF

0.179*** 6.557 0.000

0.098*** 5.750 0.000

0.000 0.000 1.000 1.073

0.000 -0.404 0.686 0.981

0.000 -0.158 0.874 2.877

-0.010** -2.111 0.035 2.932

0.000 -1.204 0.229 0.499

0.052** 2.365 0.018 0.680

R2 0.1075

F 6.745

335



32

 

t P VIF

0.007*** 3.960 0.000

0.010*** 6.173 0.000

0.009*** 6.230 0.000

0.000 0.260 0.764 1.288

-0.001*** -3.927 0.000 1.323

0.000 2.468 0.014 1.321

-0.007*** -4.102 0.000 1.274

0.000 1.486 0.138 1.000

R2 0.7196

F 94.592

288



33

t P VIF

0.006*** 5.639 0.000

0.000 0.269 0.787

-0.001* -1.903 0.057 1.047

0.000 -0.688 0.491 1.207

0.001*** 4.490 0.000 1.110

0.00 1.439 0.150 0.993

-0.005*** -3.430 0.000 -1.231

R2 0.1424

F 10.246

335



34


