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ARTICLE INFO ABSTRACT

Keywords: Economic policy uncertainty stands as a formidable challenge in the realm of financial reporting,
Economic Uncertainty wielding a profound influence over the presentation of crucial financial information. Thus, it
Readability becomes imperative to incorporate the effects of this uncertainty into the models that explore the
Fog Index factors shaping the readability of financial reports. This research aims to illuminate the relationship
Monetary Policy between economic policy uncertainty and the readability of financial reporting among companies
Fiscal Policy. listed on the Tehran Stock Exchange over a decade, spanning from 2013 to 2022, by employing a

robust panel data regression approach. The findings reveal that uncertainty related to exchange
rates and inflation exerts a significant negative impact on the clarity of financial reports. In
contrast, fluctuations in economic growth and variations in the effective tax rate positively and
significantly enhance reporting readability. Interestingly, the study found no noteworthy connection
between interest rate uncertainty and the readability of financial reporting. These insights serve not
only to enlighten policymakers but also to inspire deeper commitment to making financial reports
more accessible and comprehensible to all stakeholders.

Introduction

Despite the growing awareness and understanding of financial statements among users, a significant issue remains: there is a strong reliance
on these reports for making investment decisions (Seyedin Borojeni & Panahian, 2016). Financial analysts express concerns about the
complexity of financial reporting systems when performing their reviews and making judgments. When the market does not adequately
respond to ambiguous, complex, or lengthy information in companies' annual reports, managers may be motivated to present their reports in
similarly convoluted ways during bad conditions.

One key factor that can improve the presentation of financial statements is their readability, as clear reports enhance users’ understanding of
management’s assertions (Vafaei Poor et al., 2022). A low level of readability in financial reporting poses a significant drawback for an
organization, as investors may struggle to find the necessary information amid the complexity and ambiguity of the reports. Consequently,
they might resort to seeking information from external sources or decide against investing altogether. In summary, investors tend to trust and
make decisions more easily when they encounter readable financial statements; in contrast, non-readable statements can diminish investors'
trust and confidence in their decision-making (Bai et al., 2019).

In recent years, economic shocks and fluctuations have led to a lack of discipline in government economic policies, increasing uncertainty in
these policies. Economic policy uncertainty refers to the difficulty of accurately predicting changes in government economic policies based
on various economic factors. The macroeconomic environment is crucial for companies, and frequent changes to economic policies create a
complex, unstable, and unpredictable operational landscape. Ultimately, these changes can influence the risk-taking behavior of companies
(Akhgar et al., 2021; Gulen & lon, 2016; Zhang et al., 2021). Research by Ghasemi et al. (2021) and Nagar et al. (2019) indicates that as
economic uncertainty increases, so does information asymmetry. Economic policy uncertainty tends to reduce stock price responses,
prompting managers to increase discretionary disclosure in response to this uncertainty (Nagar et al., 2019). Conversely, such uncertainty
might also lead managers to suppress information, as proprietary costs allow other market participants to exploit disclosed information for
their own advantage (Bova et al., 2015). Competitors may utilize this information to adjust their production strategies. For instance, research
by Tabatabai Nesab & Shah Moradi (2021) on the Iranian capital market has shown that economic policy uncertainty negatively influences
the quality of profit information.
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On the other hand, under conditions of uncertainty, disclosed information may benefit certain companies, and competitors may benefit from
this information for their own purposes (Bova et al., 2015). Many studies (for example, Baker et al., 2016; Julio & Yook, 2012; Bloom et al.,
2018) have shown that policy uncertainty has been shown to impact business cycles, capital inflows, and economic recoveries. At the firm
level, policy uncertainty shapes corporate investment decisions (Jens, 2017), mergers and acquisitions (Bonaime et al., 2018), cash holdings
(Julio & Yook, 2012), and whether to raise equity (Colak et al., 2017; Chen et al., 2018). Extant research implies that managers respond to
policy/political uncertainty, dampening firm investment and capital raising by more frequently issuing management guidance to improve
firm transparency (Nagar et al., 2019; Bonsall & Miller, 2017).

The main priorities of economic policymakers are achieving sustainable economic stability and making the economy resistant to the adverse
effects of positive and negative shocks. Given that such conditions can affect financial decisions and reporting quality (Akhgar et al., 2021),
it is important to examine the consequences of economic uncertainty on companies' financial reports. Therefore, it is necessary to include the
variable of economic policy uncertainty in models that examine the factors affecting financial reporting readability. We extend recent
research by using a set of comprehensive data from the Tehran Stock Exchange, including mandatory and voluntary disclosures, to analyze
how economic policy uncertainty shapes the readability of financial reporting text, i.e., uncertainty surrounding inflation rates, exchange
rates, government spending, and monetary and regulatory policies.

In Iran, a developing country experiencing significant fluctuations in economic variables and ongoing uncertainty in economic policy, the
private sector has shown limited willingness to engage in economic activities. Key factors contributing to this uncertainty include the
political structure, oil prices, and instability in economic policymaking. When fluctuations in economic variables impact profitability and
investment costs, leading to uncertainty about investment outcomes, risk-averse firms tend to reduce their investment levels. On the other
hand, risk-tolerant firms may pull back on irreversible investments (Heidari et al., 2022). While managers may hold the belief that economic
policy uncertainty will soon be resolved, investor concerns about a company's value can lead to the need for private information gathering by
investors and voluntary disclosures by managers. Enhancing transparency and certainty regarding the country's economic policies is essential
for improving investor decision-making and achieving expected profits. A lack of information and uncertainty surrounding economic policies
can increase transaction costs and investor risk. Consequently, the absence of transparency and uncertainty in economic policies has been
identified as a significant factor in recent market failures and negative investor reactions (Ghasemi et al., 2021).

A lack of information and uncertainty surrounding economic policies can increase transaction costs and investor risk. As a result, the absence
of transparency and uncertainty in economic policies has been identified as a significant factor contributing to recent market failures and
negative investor reactions (Ghasemi et al., 2021). Previous literature (such as Jiang & Liu, 2020; Akhgar et al., 2021; Qiu et al., 2023; Ozili,
2021) suggests that economic uncertainty complicates a company's business processes, leading to more complex annual reports and
ultimately decreasing their readability. Annual reports serve as a tool for companies to communicate their performance, but many are written
in complex language, making them difficult for the average reader to understand (Alcaide-Ruiza & Bravo-Urquiza, 2022).

Given the importance of this issue, it is essential to understand how economic policy uncertainty affects reporting readability. There is a
notable lack of research in Iran on the relationship between economic uncertainty and financial reporting readability. Additionally, the
readability of financial reports has gained attention due to its impact on public trust in accounting information. Therefore, the main research
question is whether economic uncertainty weakens the readability of financial reports.

The structure of this paper is as follows: the next section provides an overview of the theoretical framework and formulates the main
hypotheses. Section 3 describes the sample, the variables, and the methods used in the empirical analysis. Sections 4 and 5 present the main
results, followed by a discussion of these findings, conclusions, and suggestions.

Theoretical Framework and Hypothesis Development
Readability

Readability, as defined by Chall (1958), encompasses a variety of factors that influence a reader's interest, legibility, and ease of
understanding. Sun et al. (2014) describe readability as the level of difficulty associated with reading an article. Readable articles tend to
engage readers, and the reverse is also true. In addition to the use of text analysis methods in corporate finance, recent empirical studies have
utilized large sample data to explore the economic implications of readability in annual reports (Loughran & McDonald, 2016). Annual
reports serve as a primary means by which companies communicate with external stakeholders, making readability a crucial aspect. In recent
years, many scholars have investigated the potential factors that affect the readability of annual reports.

Economic Policy Uncertainty

Economic policy uncertainty refers to the unpredictability surrounding current and future economic policies, including monetary, fiscal, and
regulatory policies (Drobetz et al., 2018; Ng et al., 2020). This uncertainty primarily arises from questions about whether existing economic
policies will change in the near future and the potential impact of new economic policies on the private sector (Baker et al., 2016). There are
various sources of economic policy uncertainty. It can stem from factors such as inflation uncertainty, recessionary pressures, lending cuts,
rising unemployment rates, sudden currency devaluations, increasing fiscal deficits, changes in government, uncertain tax policies,
heightened political polarization, budget deficits, election outcomes leading to government changes, and trade wars (Hassett & Metcalf,
1999; Bordo et al., 2016; Talavera et al., 2012; Danisman et al., 2021; Ozili, 2021). In theory, economic policy uncertainty can impact firms'
production, financing, and investment decisions. Firms and other economic agents tend to adjust their strategies in response to high levels of
economic policy uncertainty. When faced with significant uncertainty, companies are likely to postpone investment decisions and limit cash
outflows as a precautionary measure. This occurs as managers become unsure whether regulatory, fiscal, or monetary policies will change in
the near future and whether such changes will put their firms at a competitive advantage or disadvantage (Ozili, 2021).
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In this study, fluctuations in exchange rates, interest rates, inflation rates, and growth rates are used as indicators of economic uncertainty. A
research theory matrix was developed by examining the variables used in previous studies, which is illustrated in Table 1.

Table 1. Research Theory Matrix
Variables Dimensions Measurements
Government expenditures (Mirzaei & Sheikh, 2019; Akhgar et al., 2021; Moradi et al., 2022; Ghasemi et al., 2021)

Tax revenues (Mirzaei & Sheikh, 2019; Akhgar et al., 2021; Nagar et al., 2019; Moradi et al., 2022; Ghasemi et al.,
2021)
Fiscal policy Oil revenues (Moradi et al., 2022)

Credit limit (Ghasemi et al., 2021)

Liquidity volume (Akhgar et al., 2021; Brogaard & Detzel, 2015)

Monetary polic
Economic v policy

uncertainty Interest rate changes (Alaei et al., 2019; Mahboubi et al., 2023; Nagar et al., 2019; Stein & Wang, 2016)

Real interest rate on bank deposits (Amiri & Pirdadeh Biranvand, 2020; Moradi et al., 2022; Brogaard & Detzel,
2015)

Liquidity volume, interest rate (Derakhshan Mehr et al., 2022; Mirzaei & Sheikh, 2019; Moradi et al., 2022)

Output gap (Alaei et al., 2019)

Inflation rate (Stein & Wang, 2016; Derakhshan Mehr et al., 2022; Heidari et al., 2022; Alaei et al., 2019)

Economic growth rate (Derakhshan Mehr et al., 2022)

GDP per capita (Mahboubi et al., 2023)

Exchange rate and foreign trade (Ghasemi et al., 2021)

Unofficial exchange rate (Akhgar et al., 2021)

Currency policy Foreign investment (Mahboubi et al., 2023)

Oil price (Amiri & Pirdadeh Biranvand, 2020)

Exchange rate changes (Derakhshan Mehr et al., 2022; Amiri & Pirdadeh Biranvand, 2020; Alaei et al., 2019;
Tabatabai Nasab & Shah Moradi, 2021)
Exchange rate margin (Mirzaei & Sheikh, 2019)

Difference between official and free exchange rates (Moradi et al., 2022)
(Source: Research Theoretical Foundations)

Hypothesis Development

There are several reasons to believe that political uncertainty may decrease the readability of financial statements (e.g., Qiu et al., 2023; Jiang
& Liu, 2020; Julio & Yook, 2012; Colak et al., 2017). During periods of political uncertainty, corporations are uncertain about who the new
government leaders will be. Different leaders may have varying ideologies or policy preferences, which means corporations might wait until
the political landscape stabilizes before making significant business decisions to enhance the efficiency of those actions. Investment
efficiency is positively associated with the quality of financial reporting (Biddle et al., 2009). When political uncertainty is high, investment
efficiency tends to be low, which may lead to a decrease in the readability of financial statements. If managers do not disclose information
about firm investment decisions and operations amid economic policy uncertainty, investors are likely to respond negatively to the firm’s
situation. Increased economic policy uncertainty can exacerbate information asymmetry among investors, resulting in lower stock liquidity
and diminished firm value (Nagar et al., 2019). A lower level of financial statement readability may not only be a natural consequence of
operational uncertainty due to political factors, but also the result of active reporting management by corporations. Since financial statements
provide useful information about current and future performance to external parties, decreasing readability can help companies obscure
important information (Li, 2008). Consequently, in an environment of political uncertainty, companies may intentionally make financial
statements less clear to avoid adverse political repercussions. In particular, Chen et al. (2018) found that corporations use discretionary
accruals to lower reported earnings as a way to minimize political costs. Additionally, companies are often found to hold less cash during
times of political uncertainty (Xu et al., 2016). Because firms that engage in earnings management have a greater incentive to obfuscate
information (e.g., Ajina et al., 2016; Lo et al., 2017), it is likely that they will actively engage in practices that reduce financial statement
readability in response to political pressure. Overall, it is reasonable to expect that political uncertainty is negatively associated with the
readability of financial statements.

The readability of financial statements also has important implications for the effective communication of valuation-relevant information
between firms and the market (Loughran & McDonald, 2016). For example, files that exhibit poor readability represent a manifestation of
structural complexity and poor information quality, and vice versa. Under the strategic-information-revelation view, to fully disclose the
complex situation, managers will likely have to rely on lengthy and complicated words to explain the difficulties they face. In other words,
while the length increases in their text, the disclosure may become less readable as a result.

Meanwhile, political uncertainty can also lead to an increase in information asymmetry between investors and corporates (e.g., Nagar et al.,
2019) and investor anxiety (Goodell et al., 2020). Since it will be difficult for investors to predict future cash flows and assess the future
prospects of corporates, investors’ beliefs will become more dispersed when political uncertainty is higher (Choi, 2019). With highly
dispersed beliefs, information becomes particularly useful for decision making, and investors may thus demand more information from
corporates. So, it is likely that corporates will increase financial statement readability to convey more useful information to investors to
reduce information asymmetry with the goal to boost investor confidence (Loh & Stulz, 2018). Furthermore, prior studies suggest that more
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readable financial statements are associated with both lower cost of debt (Bonsall & Miller, 2017) and lower cost of equity (Rjiba et al.,
2021), which can be particularly valuable when information asymmetry is high.

The above arguments suggest that the relation between economic policy uncertainty and disclosure readability is ambiguous. In outlining
their plans under economic policy uncertainty, managers may encounter heightened pressure, given that the policy uncertainty brings
considerable unforeseen risk relating to their decisions. It follows that this naturally induces managers to use an uncertain and negative tone
in the textual filings. In contrast, policy uncertainty may also provide countervailing incentives that motivate managers to intentionally or
strategically disclose positive news. If expected policy outcomes are unfavorable for the firm, greater stock price volatility and decreased
liquidity, and investors’ reaction to an earnings announcement may culminate in a stock price crash (Pastor & Veronesi, 2010; Baker et al.,
2016; Nagar et al., 2019). Managers may be hesitant to issue ‘‘bad news’’ guidance (e.g., Beyer et al., 2010) and may have counter-
incentives to disclose the bad news vaguely to boost market confidence.

In sum, a low level of financial statement readability can be viewed as a double-edged sword under political uncertainty, as it may help
reduce political cost, but it may also increase financing cost at the same time. Given the countervailing effects of readability, we formulate
our hypotheses in the form below:

H1: Exchange rate changes affect the financial statements' readability.

H2: Inflation rate changes affect the financial statements' readability.

H3: Interest rate changes affect the financial statements' readability.

H4: Effective tax rate changes affect the financial statements' readability.

H5: Economic growth changes affect the financial statements' readability.

Experimental Background

This section provides an overview of the literature examining how economic events and factors impact the readability of financial
statements. The aim is to gain insights into how economic policy uncertainty (EPU) might influence financial reporting.

Qian et al. (2025) found that increased EPU leads to greater information transparency in the following year. They identified asymmetric
effects of EPU on information production: firms tend to respond to high EPU by increasing the intensity of their disclosures and adopting a
more optimistic tone; however, the coverage by analysts and media significantly decreases. Li and Yang (2024) explored the relationship
between readability and negative earnings surprises. They discovered that less clear reports can predict unexpected negative earnings, and
this relationship remains significant even when considering deviations greater than 50%. Qiu et al. (2023) observed that the readability of
financial statements declines in periods of heightened political uncertainty. The negative relationship between political uncertainty and
financial statement readability is particularly pronounced for companies with lower capital market concerns, no political connections, and
under weaker external reporting scrutiny. Ramazan Ahmadi et al. (2022) emphasized that the auditor's style and the readability of financial
reporting—measured by the Fog index and text length index—significantly and positively affect stock price awareness. Jiang & Liu (2020)
investigated how political and economic uncertainty influenced textual disclosures in the United States from 1996 to 2015. They found that
uncertainty led firms to provide more disclosures, although these were less readable. The tone of uncertainty and negativity in these
disclosures has increased. Firms with strong external monitoring experience a reduced negative impact on readability. Ozili (2021) shows
that economic policy uncertainty leads to less new information being transmitted to firms, motivating managers to influence accounting
figures to achieve their desired financial reporting outcomes. Del Gaudio et al. (2020) found that the annual reports of venture capital (VC)-
backed IPOs are much more readable compared to those of their peers. This suggests that VCs enhance clarity in financial reporting to
improve market reactions and create value, which also benefits their reputation. In contrast, the Sarbanes-Oxley Act compels firms to
produce longer 10-K reports, which aligns with the reform's goal (Title IV) to improve financial disclosures. However, this results in a
negative impact on readability. Akhgar et al. (2021) concluded that economic policy uncertainty positively affects earnings management.
Malaquias and Janior (2021) demonstrated that a positive tone in managers' reporting does not necessarily lead to reduced future stock return
volatility. Ghasemi et al. (2021) argued that economic policy uncertainty significantly influences investor information asymmetry and
voluntary disclosures. Tabatabai Nesab and Shah Moradi (2021) discovered that currency crises adversely affect the relationship between
earnings quality and returns. Nagar et al. (2019) explored the impact of economic policy uncertainty on investor information asymmetry and
voluntary disclosure, revealing that such uncertainty is linked to increased bid-ask spreads and diminished stock price responses to earnings
surprises. In response, managers tend to increase their voluntary disclosures, but these disclosures only partially mitigate the increase in bid-
ask spreads. Jiang & Liu (2020) examined the nonlinear effects of economic policy uncertainty shocks on credit scale in China using a
Smooth Transition VAR (STVAR) model. They found that economic growth during prosperous periods is more susceptible to these shocks,
resulting in significant declines. Specifically, the adverse impact of economic policy uncertainty shocks on the credit scale is more
pronounced during expansions than during recessions.

Based on the findings, it can be inferred that as the challenges associated with a company's business processes, taxes, and monetary and fiscal
policies increase, the complexity of the annual report also escalates, resulting in a decreased level of readability. Although the primary
purpose of an annual report is to provide a clear overview of the company's annual performance, many reports utilize complex language that
can be difficult to comprehend.

The innovation of this research lies in the practical model presented for improving the readability of financial reporting in Iran's capital
market. This study aims to achieve three significant objectives. First, it enhances our understanding of the impact of economic policy
uncertainty on the readability of financial reports. Second, the study identifies representatives for each type of monetary policy (interest rates,
inflation rates, and gross domestic product), fiscal policy (effective tax rates), and foreign exchange policy (exchange rates), examining the
impact of each on the readability of financial reporting separately. Finally, it expands the theoretical literature on financial reporting
readability and contributes to domestic research on additional factors that influence this readability.
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Data and Empirical Methods
Sample and Sampling Technique

To examine how economic policy uncertainty affects the readability of companies' financial reporting, a large sample of publicly traded
companies listed on the Tehran Stock Exchange during the period 2013-2022 is selected and analyzed. To standardize the data, we exclude
the following companies from the sample:

1) Their fiscal year does not end on March 20. 2) Banks, financial institutions, and financial investments. 3) Companies that changed their
fiscal year during the research period. 4) Companies for which the required information was not available during the research period. The
final sample consists of 1290 year-firm observations related to the 129 companies in the period 2013 to 2022.

Data Collection

Data about financial reporting readability (readability index) were hand-collected by examining the financial reporting of 129 companies
published on the Kodal.ir and TSETMC.com databases. Economic data extracted from the Iran Central Bank website and the Statistical
Center of Iran database.

Statistical Techniques

The multivariate regression analysis technique was employed to calculate the coefficients of the variables being studied. To test the
formulated hypotheses, we utilized a fixed-effects panel data estimation model for the regression analysis. In this model, the readability of
management reports, which serves as the dependent variable, is analyzed in relation to explanatory and control variables. Additionally, the
Hausman test was conducted to determine the most suitable estimation method—either fixed effects or random effects.

Research Model
We employ the following regression model to examine the influence of political uncertainty on financial reporting readability:

Readability; = Bo + PLEPU; ¢ + BaSize; +BsROA; ¢ + PyLeviy + PsMTB; ¢ + PsInstOwn; o + B;Age; + + PgIND; ¢ + BoAQ; ¢ + Prolntang; ¢
+B11VOLROA,; + ¢

Dependent variable

The main dependent variable in this study is readability, which is measured using the Fog Index. This index has been widely employed in
recent research within the management and finance literature (Ajina et al., 2016; Lo et al., 2017). The Fog Index evaluates the linguistic
complexity of a text by considering the average sentence length and the proportion of complex words—defined as those containing three or
more syllables—per sentence. The index is calculated using the following formula:

Fog Index = 0.4 «(average words per sentence + percentage of "complex words")

Assuming that the text is well-written and logical, research generally considers that the Fog Index captures text complexity (Ajina et al.,
2016), and the higher the value, the lower the readability. The index establishes several different categories for the analysis of the readability
levels, and to make them comparable with other readability indices the recent literature (Li, 2008) suggests the interpretation of the index
scores as follows: Fog values higher than 18 mean that the text is very difficult to read; scores between 14 and 18 imply that the text is
difficult to read; between 12 and 14 would be ideal; between 10 and 12 acceptable; and between 8 and 10 childish.

Independent variable

The primary independent variable in this study is economic political uncertainty (EPU). To measure EPU, the following variables have been
utilized:

1. Exchange Rate Uncertainty (Exch): This is measured as the standard deviation of the exchange rate over the past five years, serving as a
proxy for exchange policy.

2. Inflation Rate Uncertainty (Infl): This variable represents monetary policy and is measured as the standard deviation of inflation rates over
the past five years.

3. Interest Rate Uncertainty (Inte): Chosen as another monetary policy proxy, this is measured as the standard deviation of interest rates over
the past five years.

4. Economic Growth Rate (GDP): Also serving as a monetary policy proxy, this variable is measured as the standard deviation of the gross
domestic product over the past five years.

5. Effective Tax Rate (Etax): This fiscal policy proxy is measured as the tax expense divided by the net profit before tax.

Note: The statistics for the variables above (excluding the effective tax rate) are presented in constant prices based on the base year of 1997.
They were collected from the Central Bank of the Islamic Republic of Iran and the Statistical Center of Iran as annual time series data
covering the period from 2013 to 2023.
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Control variables

Following prior studies (e.g., Li, 2008; Loughran & McDonald, 2016; Lo et al., 2017), we incorporate several control variables that may
influence the readability of financial statements. To account for the size effect, we include "Size," which is measured as the natural logarithm
of total assets. We also use "Lev," defined as the ratio of total liabilities to total assets at the end of the fiscal year, to control for the potential
impact of leverage on management's discretion in financial reporting. Additionally, we include "ROA" to account for firm-specific
performance. To address the potential influence of firm growth on readability, we include the market-to-book equity ratio (MTB), as growing
firms may have greater discretion over accrual management, which could negatively affect the readability of financial statements.
Furthermore, we consider corporate governance factors by incorporating the following variables: “InBoard", which is measured as the ratio
of independent directors on the board, and "InsOwn", representing investors who hold more than 5% of the company's shares. Other control
variables include "Firm Age", measured as the natural logarithm of the number of years since the initial public offering (IPO), the “Intangible
Assets Ratio", which is the ratio of intangible assets to total assets, and "Profitability Volatility", measured as the five-year standard deviation
of asset returns. Detailed definitions of all variables can be found in Table 2.

Table 2. Definition of Variables

Variables Definition

Dependent Variable

Readability Gunning Fog Index
Explanatory Variables
Exch Standard deviation of the last 5 years on the exchange rate
Infl Standard deviation of the last 5 years on the inflation rate
Inte Standard deviation of the last 5 years on interest rate
GDP Standard deviation of the last 5 years on GDP rate
Etax Standard deviation of the last 5 years on the effective tax rate

Control Variables

Size Logarithm of the total assets
Lev Ratio of total debt to assets
RoA Return on assets
MTB Market-to-book equity ratio
InBoard Percentage of non-executive board members
InsOwn Percentage of institutional investors
Firm Age Natural logarithm of the number of years since IPO
Int Assets Ratio Intangible assets ratio to total assets
ProfVol Five-year standard deviation on asset returns

Empirical Results

Descriptive Statistics

Table 3 presents the key descriptive statistics for our variables. Regarding the primary measure of readability for financial restatements, the
average Fog Index value is -15.966. This indicates that financial reports are quite challenging to read due to their high complexity. This
finding is consistent with the results of other studies examining the readability of financial restatements in different countries (Ajina et al.,
2016).

Table 3. Descriptive Statistics

Variable Number Meam S.D. MIN MAX
Readebility VYa. -Vo877 AR SYVAA BR324
Inflation YYa. ARZ TNY —4/000 ¥ VXA
Inter VYa. 0¥y VANZ4 VAT a4
EXCH Y4 ALK FaY X (Va4
GDP YYaL YYe ¥eE YN (AN
Etax YYaL YF VA . ALY
Size VY4 VF/ATY V/0A4 VALY Y1/8%0
ROA YYaL VAT YA VAT LY FY
Lev Y4 LJFY JYVE o4 V/AYE
Market-to-Book VY4, Y/¥AS Y/FFA FY VE/FY
InsOwn Y. FAY ALY el AT
Firm Age AN Y/7¥4 Yoy Y 07¥ ¥XPY
InBoard Y4 ¥iak! AKRS oY \
Int Assets Ratio AR v ¥ ey e edad
ProfVol AARK VA D2 DZRRS ¢ Vidk4
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Hypothesis Testing

Before testing the hypotheses, the Chow and Hausman tests were conducted to determine the appropriate type of data and regression model.
The outcomes of the Hausman and Chow tests at a 5% significance level supported the use of the random effects panel method. Additionally,
the results from the heteroscedasticity test indicated that all models were significant (at p-value<0.05), highlighting the presence of variance
heterogeneity in the disturbance terms. This issue was addressed in the final estimation of the research model by applying the Generalized
Least Squares (GLS) method. Furthermore, the results of the Wooldridge test revealed a significance level of less than 5%, indicating the
existence of serial autocorrelation in all models.

Model 1. Effect of Exchange Rate Changes on Financial Statements Readability

Table 4. First Model Test
Read;, = By + piEXCH;, + B,Size; +BsROA;. + ByLevi, + BsMTB;, + BsInstOwn,, + B, Age;. + PsIND; + BoAQi. + ProIntang;,
+ B, VOLROA,, + &

Variables Coefficients SD Z- statistic p-value Colinear
EXCH ] NERET JR NN ey \, Yo
Size Y e Y, 6 AR VY
ROA e e Ve +,Yed Y4
Lev e A Y0 GIYA 1,0y
MTB et o (BE LYY 1,¥A

InstOwn Vyeeea 0 EREY ey +,941 VA
Age CeeeA et RN o vo y,.0
IND ey ey EA «,1Y4 V08
Intang S YY ave ~0,9A VL YYe V,er

VOLROA IR oY _.,0v Gy V0

Constant. -y ey Ao e

R-squared CPARRR]

Table 4 illustrates the impact of exchange rate fluctuations on the readability of financial statements. The data indicate a significant negative
relationship between exchange rate changes and the readability of these statements (at p-value<0.05). This finding suggests that fluctuations
in exchange rates adversely affect the clarity of financial statements. Additionally, the control variable of firm size shows a positive and
significant relationship with the dependent variable (at p-value<0.05). In contrast, the variable of company age has a negative coefficient (at
p-value<0.05), indicating that it inversely affects the readability of the financial statement.

Model 2. Effect of Inflation Rate Changes on Financial Statements Readability

Table 5. Second Model Test
Read;, = B, + B1Inflation;, + B,Size;,+B3ROA;, + B4Lev;, + BsMTB,;, + BsInstOwn;, + B;Age;, + BgIND;, + ByAQ;. + BroIntang;,

+B11VOLROA;, + &

VARIABLES Coefficients sD Z- statistic p-value Colinear
INFLA VAR el RVAR! oYY AVARY
SIZE IR YAav e (WEPY
ROA IR AVAR VAR A\V234
LEV ey IRy Y% ey VY
MTB IR ey Yiad EF V/FY

INSTOWN RYZERY VoY ANY Yoy VAN
AGE YRR VZXEAS YV YA VY
IND e IRES Y/¥A ALY V¥

INTANG YA [VRRR4 VY VY \VZAs

VOLROA IR ey A Y44l AR

CONSTANT. YRR ey RVikd e -

R-SQUARED YR

Table 5 presents the impact of changes in the inflation rate on the readability of financial statements. The data indicate a statistically
significant negative relationship between inflation rate changes and the readability of financial statements (at p-value<0.05). This suggests
that fluctuations in inflation rates adversely affect the readability of these documents. In contrast, the control variables return on assets
(ROA) and leverage (LEV) show positive coefficients (at p-value<0.05), indicating a direct and significant relationship with the dependent
variable. However, the control variable for firm age has a negative coefficient (at p-value<0.05), which means it negatively influences the
readability of the financial statements.

Model 3. Effect of Interest Rate Changes on Financial Statements Readability
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Table 6. Third Model Test
Read,, = Bo + B1Inter,, + B,Size; +B3ROA;, + B,Lev,, + BsMTB;, + BsInstOwn;, + B,Age;, + BgIND;, + B9AQ;, + ByoIntang,,
+ B1.VOLROA,, + ¢

VARIABLES Coefficients sD Z-statistic p-value Colinear
Inter S\00F VAT YA CIANY Y
SIZE YA aFe ANy YEY AR
ROA - /AVY YOA -Y/F¥ VZAR AVARd
LEV Y1424 YA JYY et VY
MTB IRE4 vaYY VAR «/YYA AVAR}

INSTOWN ATY ARZ Widd NYVE A
AGE S/ XY VAR VAR /ARy Y/ 0
IND VAN ARV Yidd /044 /o7

INTANG MY o /¥4y AN YVY \VIAS

VOLROA \YVE AV \/8v VAL \VAks

CONSTANT. B CAFF SVO/NA e

R-SQUARED IYYVA

Table 6 presents the impact of interest rate changes on the readability of financial statements. The results indicate that the significance level
of the interest rate variable exceeds 5%. Consequently, changes in interest rates do not influence the readability of financial statements. In
contrast, the control variables of ROA (Return on Assets) and LEV (Leverage) exhibit negative coefficients (at p-value<0.05), indicating that
they have a significant adverse relationship with the dependent variable.

Model 4. Effect of Effective Tax Rate Changes on Financial Statements Readability

Table 7. Fourth Model Test
Read;; = By + prETax; + B,Size; +PsROA;  + ByLevi, + PsMTB; + BeInstOwn; + B;Age; + BgIND; + BoAQ; + BroIntang; .
+ 1, VOLROA; + ¢

Variables Coefficients SD Z-statistic p-value Colinear
Etax S,aYE Loy Y, egt 1,04
Size Y .,aTo Yo ¢ Y [R¥?
ROA 0 OYEs Y,rv e Y€
Lev LAAY .Yre YV s ,VY
MTB S, Y ey -0 +,AVA AL

Instown Lu R AY YV LY vy VA
Age SOVYA .04 S GEVA \,e0
IND GVAY VAN 94 LYY V08
Intang SV, AR o,AEE LYY 2% v

VOLROA -0 v,Ad0 Y,y LYY VY.

Constant. V¢,V40 AT ARTE Y e -

R-squared 5YYN

Table 7 shows the impact of changes in the effective tax rate on the readability of financial statements. The table indicates a significant
negative relationship between changes in the effective tax rate and the readability of financial statements (at p-value<0.05). This suggests
that changes in the effective tax rate adversely affect the readability of financial statements. Additionally, the control variables, Return on
Assets (ROA) and Leverage (LEV), have positive coefficients (at p-value<0.05), indicating a direct and significant relationship with the
dependent variable.

Model 5. Effect of GDP Rate Changes on Financial Statements Readability

Table 8. Fifth Model Test
Read; = By + P1GDPy¢ + B,Size;+BsROA; + BsLevi + BsMTB; + BsInstOwn;, + B;Age;, + PgIND; ¢ + BoAQ;, + ByoIntang;,
+ B1,VOLROA, + £

Variables Coefficients SD Z-statistic p-value Colinear
GDP R V08 oYY ey VYA
Size T NSty Y0 Lavo VY
ROA ),YaY OYe YA e Y, oA
Lev ©AVe VAV £,1A s VY
MTB ALY Yy o, AY 8.0 y,¥a

InstOwn -, Yoy oYYV -, Yo v, g08 YA
Age RN VY RV ©YVA V.0
IND VT GVAE a1 LYYV Va8
Intang J),EYY VoA IRT ©AAY Vv

VOLROA +,ra £, .,0v +,091 VA

Constant. VE,A9Y A Y1,VY e
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R-squared L YYAL

Table 8 illustrates the impact of changes in GDP rates on the readability of financial statements. The data indicate a significant negative
relationship between GDP rate changes and the readability of financial statements (at p-value<0.05). This suggests that fluctuations in GDP
rates adversely affect how easily financial statements can be understood. Additionally, the control variables of Return on Assets (ROA) and
Leverage (LEV) exhibit positive coefficients (at p-value<0.05). This implies that both ROA and LEV have a direct and significant
relationship with the readability of the financial statement.

Conclusion & Recommendation

In recent years, economic shocks and fluctuations have led to inconsistencies in government economic policies, resulting in increased
uncertainty surrounding these policies. Research indicates that economic policy uncertainty impacts the quality of financial reporting and
influences investment decisions. Consequently, this uncertainty can make financial reports more difficult to understand, affecting investment
choices and the overall transparency of the financial environment.

The primary objective of this study is to examine the effect of economic policy uncertainty on the readability of financial reporting in
companies listed on the Tehran Stock Exchange over a 10-year period, from 2013 to 2022, by utilizing a panel data regression approach.

Research indicates that both inflation and exchange rate uncertainty negatively affect the readability of financial reports. This finding
suggests that businesses operating in volatile currency environments may struggle to accurately assess their financial performance compared
to others. Fluctuating exchange rates introduce risk and unpredictability, which can obscure a company's true economic performance. As a
result, stakeholders may find it challenging to make informed decisions based on financial reports, potentially impacting investment and
operational strategies. Specifically, the results show that uncertainty related to inflation diminishes the effectiveness of financial reports,
making them harder to understand. When inflation rises, the cost of detecting misinformation also increases due to the decline in individuals'
real wealth. Therefore, economic agents in high-inflation countries should allocate more resources toward creating accurate inflation
forecasts. In this scenario, managers may have an incentive to make financial statements more difficult to understand. The research further
suggests that the negative impact of inflation can be mitigated by providing more readable financial reports.

The findings indicate that uncertainty regarding GDP negatively impacts readability. Severe fluctuations in economic growth significantly
affect financial markets. One consequence of an economic growth crisis within the capital market is a notable increase in company debt
levels. As a result, company managers may have incentives to conceal or obscure information. This suggests that during periods of GDP
uncertainty, companies might mislead shareholders about their actual economic performance by providing unclear reports.

The results indicate that readability is negatively impacted by changes in the effective tax rate. This implies that how a company manages its
taxes—and the resulting effective tax rate—can affect the clarity of its financial reports. The extent of this impact may also differ based on
the accounting standards used to calculate the effective tax rate. Since the effective tax rate serves as a criterion for measuring tax avoidance,
managers who utilize tax avoidance strategies may be motivated to present information in a vague and complex manner. This could lead to
inconsistencies in tax strategies following the audit of financial statements. Moreover, the effective tax rate, due to its effect on net income,
can drive corporate managers to obscure financial reporting. These findings align with previous research, including studies by Jiang & Liu
(2020), Qiu et al. (2023), Nagar et al. (2019), and Ozili (2021). Specifically, Jiang & Liu (2020) and Qiu et al. (2023) noted that economic
uncertainty leads to an increase in disclosures by firms, but these disclosures are often less readable. Furthermore, Qian et al. (2025) found
that heightened economic policy uncertainty is associated with increased information disclosure in the following year. Nagar et al. (2019)
also reported that managers tend to respond to uncertainty by increasing their voluntary disclosures, although this can reduce readability.
Additionally, Ozili (2021) discovered that high economic policy uncertainty results in fewer new insights for firms, which can encourage
managers to manipulate accounting figures to achieve desired financial reporting outcomes.

We also found that changes in interest rates do not impact the readability of financial statements. The primary factor driving an increase in
real interest rates is the heightened risk associated with price uncertainty and fluctuations in exchange rates. When investors face greater
uncertainty regarding expected returns on investments, risk-averse individuals demand higher interest rates to compensate for this increased
risk.

It appears that some managers may intentionally make financial statements difficult to read and understand in order to lower investors'
expectations and deter them from withdrawing their investments. However, this study found no significant relationship between changes in
interest rates and the readability of financial statements.

This research reveals significant findings regarding economic uncertainty in Iran. Economic uncertainties—such as fluctuations in exchange
rates, inflation, tax rates, and GDP—have a considerable impact on the readability of financial reporting. This indicates that policy
uncertainty has risen in recent years, potentially harming macroeconomic performance in Iran's capital market. Such factors can introduce
volatility, making it challenging to predict future performance. To mitigate these risks, it is recommended that managers adopt effective
management strategies, which include implementing strong risk management practices, diversifying operations to minimize exposure to
specific economic variables, and ensuring transparent and accurate disclosures in financial reports. Additionally, companies should conduct
sensitivity analyses to evaluate the potential impact of different economic scenarios on their financial statements. This approach enables
stakeholders to better understand the risks and make informed decisions. Addressing these uncertainties necessitates proactive measures and
clear communication to maintain the readability of reports.

Overall, this paper illustrates how the macroeconomic environment can influence corporate accounting and disclosure behaviors. It is
suggested that future research explore the effects of economic policy uncertainty on investment decisions. Furthermore, it should examine
the importance of understanding how economic uncertainty affects the readability of financial reporting and its implications for investment
and market behavior. The findings indicate that further investigation is needed to analyze the specific mechanisms and broader effects of
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economic uncertainty. To effectively assess the causal role of uncertainty in Iran's macroeconomic performance, a robust identification
strategy must be developed.
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