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Abstract

This study investigates the impact of key financial disclosures, i.e., leverage,
liquidity, profitability, and investor management, on the short-term market
reaction and long-term value of firms listed on the National Stock Exchange
of India. Using panel data from 353 firms over a ten-year period (2014—
2024), the analysis employs fixed-effects regression models to assess
abnormal stock returns (one day post-disclosure) and future firm value
(Tobin’s Q). The findings reveal that liquidity and profitability are consistently
associated with positive market responses and enhanced firm valuation,
while leverage and P/E-based investor metrics exhibit mixed or negative
effects. Moreover, the study incorporates firm size as a moderating factor,
showing that disclosure effects vary significantly between small and large
firms. Notably, profitability and leverage have diminishing impact in larger
firms, while liquidity’s positive effect is amplified. These insights not only
confirm the relevance of signalling and agency theories in emerging markets
but also underscore the conditional nature of disclosure interpretation. The
study offers implications for corporate reporting strategies, investor analysis,
and regulatory policy design.
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Introduction

Background and Context

In an increasingly information-driven capital market,
corporate financial disclosures serve as a critical
interface between firms and investors. Investors
depend on timely and transparent financial reporting
to make informed decisions, and stock prices
often react sharply to new information disclosures
(Mesioye & Bakare, 2024). The relevance of

such disclosures is particularly significant in
emerging markets like India, where asymmetries
in information flow, regulatory environments,
and investor sophistication differ markedly from
developed economies (Martins & de Campos Barros,
2021). India’s corporate landscape has undergone
rapid transformation in recent years, with increased
institutional ownership, enhanced regulatory scrutiny
(e.g., SEBI's disclosure mandates), and growing
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participation by retail investors (ICLG, 2024). These
dynamics elevate the importance of understanding
how financial metrics disclosed in annual reports
such as leverage, liquidity, profitability, and investor
management, which influence both the immediate
market response and longer-term firm valuation.
Despite regulatory efforts to standardize disclosure
practices, the interpretation and impact of disclosed
financial ratios may vary depending on firm
characteristics, particularly size (Agyei-Mensah,
2015). Larger firms may benefit from market
credibility, while smaller firms face scepticism despite
strong financial performance (Schreck & Raithel,
2018). This paper, therefore, seeks to unpack the
dual-layered impact of financial disclosures on
short-term stock returns and long-term firm value,
while also investigating the moderating effect of
firm size, which is a dimension underexplored in
the Indian context.

Research Problem

In the dynamic capital markets in the contemporary
times, the investors rely significantly on financial
disclosures for decision-making. However, the
impact on value and stock returns, varies widely,
creating an uncertainty for stakeholders. The
inconsistency is prominent in case of the Indian
companies whereby the companies vary in terms
of structure, scale, and investor perception. Despite
the mandates in disclosure, it is unclear if all the
companies benefit equally from transparency.
While the larger companies might enjoy greater
visibility, the smaller companies might face increased
sensitivity to same information, thereby making
additional disclosures less impactful in nature. This
raises a practical issue regarding the ways in which
companies can tailor disclosure strategies in an
effective way. The study intends to address the real-
world challenge of optimizing disclosure practices by
examining the ways in which firm size shapes market
responses to financial information.

Aims and Objectives

This study aims to empirically investigate how
financial disclosures influence firm performance in
the Indian capital market. Specifically, it examines
the impact of leverage, liquidity, profitability, and
investor-related metrics on two dimensions: (1)
abnormal stock returns on the announcement date
and (2) future firm value measured by Tobin’s Q.

The following objectives guide the research:

+ To assess the effect of financial disclosures on
abnormal stock returns during announcement
periods.

*  To evaluate the influence of these disclosures
on future firm value (Tobin’s Q).

* To explore whether firm size moderates the
relationship between financial disclosures and
both market and valuation outcomes.

The study, by addressing these objectives,
contributes to a more granular understanding of
how financial metrics are interpreted by investors
in the Indian context, with implications for corporate
reporting, investor strategy, and policy design.

Research Gap

While prior studies have explored the effect of
financial disclosures on either stock returns or
firm value, few have examined both dimensions
simultaneously, particularly in the context of
emerging markets like India. Most existing literature
focuses on developed economies, where disclosure
standards, investor sophistication, and market
dynamics differ significantly. Moreover, there is
limited empirical evidence on how firm-specific
factors, especially firm size moderates the impact
of financial disclosures on market responses and
long-term valuation. This study addresses these
gaps by investigating how key financial disclosures,
i.e., leverage, liquidity, profitability, and investor
metrics affect both abnormal stock returns and
future firm value (Tobin’s Q) using Indian listed firms.
Importantly, it introduces firm size as a moderating
variable, allowing for a nuanced understanding of
investor behaviour across the firm-size spectrum. By
integrating event study methodology with panel data
regression, the study contributes to the literature on
financial communication, market efficiency, and firm
valuation in emerging markets. The findings offer
insights for investors, regulators, and corporate
managers aiming to enhance disclosure strategies
and investment decisions.

Novelty

This research contributes to the growing literature
on financial disclosure and firm performance by
offering a dual-perspective analysis, examining
both short-term market reaction and long-term firm
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value using a unified empirical model. Unlike prior
studies that tend to focus exclusively on either event-
driven stock responses or firm valuation measures,
this paper captures a more holistic picture of how
financial information impacts firms over time. A key
contribution is the incorporation of firm size as a
moderating variable, addressing the question of
whether investor responses to financial disclosures
differ between large and small firms. While some
global studies suggest size effects due to visibility
and analyst coverage, few have empirically tested
this dynamic within the Indian market context. This
paper fills that gap by employing interaction terms
between firm size and disclosure metrics in both
event-study and panel regression frameworks.
Another distinguishing feature of this study is its
focus on Indian listed companies, which operate
in an environment marked by regulatory evolution,
structural reform, and a mix of retail and institutional
investors. The unique characteristic of the Indian
market includes periodic financial scandals, family
ownership structures, and varying disclosure
quality, which offer a rich context for exploring the
implications of financial transparency. The results
are expected to provide actionable insights for
policymakers, investors, and corporate managers
operating in or engaging with emerging markets.

The paper follows a six-chapter style structure.
This introduction chapter is followed by a literature
review which indicates the elaborations on the
underlying theories and the past empirical evidence.
Furthermore, the third chapter explains the research
methodology and methods of the chapter, followed
by a description of the variables and the descriptive
statistics. The fourth chapter indicates the empirical
results, which includes correlation and panel data
regression analyses. The discussion chapter
provides the links of the findings with the theories
and the past evidence. Lastly, the conclusion chapter
summarizes the overall findings, indicates the
practical implications, and provides the prevalent
limitations and the scope for future research.

Literature Review & Hypothesis Development
Underlying Theories

Signalling theory, developed by Spence (1973) posits
that managers convey firm-specific information to the
market through voluntary and timely disclosures
to reduce information asymmetry (Azarberahman
etal., 2023). In contexts where investors lack perfect

information, such as emerging markets like India,
whereby the financial disclosures act as credible
signals of firm quality and performance. Positive
financial indicators (e.g., strong liquidity or high
profitability) can signal operational efficiency and
stability, prompting favourable investor reactions
and higher firm valuation (Blessing & Sakouvogui,
2023). Conversely, negative signals such as high
leverage may trigger adverse market responses.
The theory supports the idea that firms with superior
internal information have incentives to distinguish
themselves through transparent disclosures (Liu
et al., 2024). Empirical studies have validated this
theory in emerging markets, where market reactions
to disclosures are especially sensitive due to limited
external monitoring.

Agency theory explains the conflicts of interest
between firm managers (agents) and shareholders
(principals), especially when their goals diverge
(Gwala & Mashau, 2023). In this framework,
financial disclosures are tools to mitigate agency
problems by reducing information asymmetry and
enhancing transparency (Salehi et al., 2023). High
leverage, for instance, may increase agency costs
by incentivizing risk-shifting behaviour (Chen et
al., 2021), while strong profitability and liquidity
disclosures can demonstrate prudent management
(Mousa et al., 2022). Regular, accurate reporting
aligns managerial actions with shareholder interests
and fosters investor trust (Vickneswaran, 2025). This
is particularly important in India, where governance
structures often feature concentrated ownership
and family control. Studies such as Jan et al. (2021)
emphasize that improved disclosure practices can
function as governance mechanisms, disciplining
managerial behaviour and protecting minority
shareholders in emerging markets.

Financial Disclosures, Stock Returns and Firm
Value

Leverage

Leverage, typically measured by the debt-to-equity
ratio, reflects a firm’s reliance on borrowed capital
to finance its operations. From a market reaction
standpoint, high leverage is often perceived
negatively due to its association with financial risk
and potential default (Santos & Veronesi, 2022).
Event studies have shown that announcements
revealing higher-than-expected leverage ratios tend
to trigger adverse stock price reactions (Indrayono,
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2021). This is because investors may interpret high
debt levels as a sign of poor financial discipline or
increasing vulnerability to economic shocks (Zajontz,
2022). In the Indian context, where investors may
be particularly cautious about financial stability given
past corporate debt defaults, market sensitivity to
leverage announcements is amplified. However,
leverage can also be neutral or even positive if the
market perceives the debt as being used for value-
enhancing investments (Tron et al., 2025; Glova
& Panko, 2025). The actual direction of market
response depends heavily on the perceived strategic
intent and the firm’s historical credibility.

H1a: Financial leverage disclosures have a
negative effect on abnormal stock returns
around the announcement date.

In the long term, leverage influences firm value
through its effects on capital structure efficiency
and cost of capital (Kruk, 2021). While moderate
debt can enhance firm value via tax shields and
financial discipline, excessive leverage may lead to
higher bankruptcy risk, agency costs, and reduced
managerial flexibility (Michalkova et al., 2021).
Studies have also found a non-linear relationship
between leverage and Tobin’s Q (Orabi Awad &
Mohamed Ali, 2022), suggesting that both under-
leveraging and over-leveraging can depress
valuation. High leverage also signals potential
difficulties in raising additional funds, limiting
future growth opportunities (Akhtar et al., 2022).
Moreover, in markets like India, where creditor
rights enforcement can be inefficient, excessive
reliance on debt may further deteriorate firm value
due to prolonged financial distress scenarios
(Serrasqueiro et al., 2025). Thus, while leverage is
a critical component of capital structure, its impact
on firm value depends on achieving an optimal
balance relative to firm size, industry norms, and
macroeconomic stability.

H2a: Financial leverage disclosures have a
negative effect on firm value.

Liquidity

Liquidity, often proxied by the cash ratio or current
ratio, indicates a firm’s ability to meet its short-term
obligations. From an investor’s perspective, higher
liquidity is generally viewed positively, especially
during uncertain periods, as it reduces the probability

of default or operational disruption (Zhao et al.,
2024). Event studies, including those show that stock
prices tend to respond favourably to liquidity-related
disclosures, especially in crisis contexts where
financial resilience is valued (Al Janabi, 2024). In
the Indian market, where investors are particularly
sensitive to solvency issues due to past corporate
collapses (e.g., IL&FS, DHFL), firms with stronger
liquidity positions tend to generate positive abnormal
returns upon disclosure (Asri, 2024). However, the
market response may be tempered if excessive
liquidity is interpreted as inefficient cash hoarding,
suggesting a lack of investment opportunities.
Therefore, while liquidity generally improves stock
reactions (Anoop, 2024), its effect depends on
investors’ perceptions of whether the retained cash
is strategically deployed.

H1b: Financial liquidity disclosures have a
positive effect on abnormal stock returns
around the announcement date.

Liquidity also plays a crucial role in determining a
firm’s long-term value. Adequate liquidity ensures
the firm can sustain operations, invest in strategic
opportunities, and withstand macroeconomic
shocks (Ndruru, 2025). A strong liquidity position
can enhance credit ratings and reduce the cost
of capital, both of which are favourable for future
valuation (Chouaibi et al., 2022). In volatile financial
environment, where access to capital can be
inconsistent, firms with stable liquidity are more
likely to be rewarded with a higher Tobin’s Q (Ahmad
et al., 2023). However, there is a caveat, stating
that very high liquidity levels may reflect managerial
conservatism or missed growth opportunities,
leading to reduced efficiency and a lower valuation
over time (Akbar et al., 2021). Recent empirical
work has shown that firms with optimal, rather
than excessive liquidity outperform in terms of
value creation (Ambadapudi & Matai, 2024). Thus,
liquidity’s impact on firm value is contingent on
striking a balance between safety and strategic
deployment of resources.

H2b: Financial liquidity disclosures have a
positive effect on firm value.

Profitability
Profitability, commonly measured using Return
on Equity (ROE) or Net Profit Margin, signals



SINGH & KHATUA, Journal of Business Strategy Finance and Management, 48
Vol. 07(1), 44-60 (2025)

operational success and managerial efficiency.
Strong profitability disclosures typically elicit
positive stock market reactions, as they suggest
value creation and sustainable earnings (Zhang
et al., 2022). Event studies have shown that firms
announcing higher-than-expected profits experience
significant abnormal returns around disclosure dates
(Li & Hou, 2024). In the Indian context, where retail
investor sentiment plays a large role in market
movements, profitable firms often experience
amplified price reactions (Bhattacharya, 2022).
However, investors may also scrutinize the quality of
earnings, i.e., one-off gains or unsustainable margins
can dampen enthusiasm (Zeidan, 2025). Moreover,
firms that report consistent profits but fail to meet
aggressive analyst forecasts may see muted or
even negative stock responses (Cong et al., 2024).
Thus, profitability does matter for stock returns, but
the reaction is conditioned by expectations, earnings
quality, and perceived future potential.

H1c: Financial profitability disclosures have
a positive effect on abnormal stock returns
around the announcement date.

Over the long term, profitability is a key determinant
of firm value, as it drives retained earnings, capital
reinvestment, and growth capacity. Firms that
consistently generate high ROE or profit margins are
generally awarded higher Tobin’s Q ratios, reflecting
market confidence in their ability to generate future
economic value (Mysaka & Derun, 2021). In India,
profitability is especially valued given the frequent
volatility in earnings caused by regulatory shifts and
macroeconomic instability. Moreover, sustained
profitability enhances bargaining power with creditors
and investors, improving access to capital at lower
costs (Aflatooni et al., 2022). However, not all
profitability is value-creating, and therefore, the firms
must balance margins with growth, reinvestment,
and strategic risk-taking (Ishaq et al., 2021). Some
high-profit firms are penalized for underinvestment
or excessive dividend payouts. Recent studies on
emerging countries also caution against assuming a
linear relationship, as profitability’s marginal effect on
valuation may decline for large, mature firms (Dickler
etal., 2022). Therefore, context and consistency are
key to profitability’s value impact.

H2c: Financial profitability disclosures have a
positive effect on firm value.

Investor Management

Investor management disclosures, proxied by the
price-to-earnings (P/E) ratio, reflect how the market
values a firm’s earnings. A high P/E ratio may signal
investor optimism and expectations of future growth,
potentially driving short-term stock price appreciation
(Park, 2021). Event studies in emerging markets,
have shown that announcements accompanied
by higher P/E multiples often lead to immediate
positive stock returns, especially when aligned
with upward earnings revisions (Stephans, 2021).
However, high P/E ratios may also raise red flags
about overvaluation (Sidiq et al., 2024), particularly if
earnings growth is not supported by fundamentals. In
such cases, the market may respond with scepticism
or price corrections. Conversely, a low P/E ratio may
indicate undervaluation, attracting value investors if,
accompanied by strong financial disclosures (Munir
etal., 2024). Therefore, while investor management
metrics influence stock returns, theirimpact is filtered
through investor sentiment, prevailing market trends,
and broader economic expectations.

H1d: Investor management disclosures have
a positive effect on abnormal stock returns
around the announcement date.

Over the long term, the P/E ratio can influence firm
value by shaping external perceptions of growth,
risk, and earnings quality. A consistently high P/E
ratio may contribute to a higher Tobin’s Q, reflecting
investor confidence in the firm’s future cash flows
(Mysaka & Derun, 2021). However, in the absence
of corresponding earnings growth or strategic
expansion, an inflated P/E can signal speculative
overvaluation (de Alencar Vilela, 2024), which
eventually depresses firm value when expectations
are not met. In emerging economies, firms with
elevated P/E ratios are often under greater scrutiny,
particularly from institutional investors, as capital
markets become more sophisticated (Yahaya, 2025).
On the other hand, firms with stable or improving
P/E ratios, backed by robust earnings performance
are likely to achieve stronger valuations over time
(Sam, 2025). The impact on Tobin’s Q thus depends
on whether the market perceives the P/E multiple
as justified. Investor management, as signalled by
the P/E ratio, must therefore align with earnings
trajectory and strategic positioning to enhance firm
value.
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H2d: Investor management disclosures have a
positive effect on firm value.

Moderating Role of Size

Firm size plays a critical moderating role in how
investors interpret financial disclosures, influencing
both immediate market responses and long-
term valuation. Larger firms, typically with more
visibility, established reputations, and better analyst
coverage, benefit from lower information asymmetry
compared to smaller firms (Hao & Li, 2021). In
contrast, small and mid-sized enterprises (SMEs)
often struggle with credibility and limited disclosure
reach (Gernsheimer et al., 2024), making investor
interpretation of their financial reports more volatile
and reactive. This difference in investor trust and
transparency significantly alters the market and
valuation effects of disclosed metrics (Platt, 2022),
such as leverage, liquidity, profitability, and investor-
focused indicators.

For instance, the adverse impact of high leverage
is generally more pronounced for smaller firms, as
investors perceive them to have limited access to
refinancing and a higher risk of distress. In contrast,
large firms can often sustain higher debt loads
due to diversified operations and stronger banking
relationships (Khan et al., 2021). Recent studies
show that leverage disclosures lead to sharper stock
price declines for small-cap Indian firms (Gurani,
2023), while large firms experience a muted or
neutral response. On the valuation front, excessive
leverage still erodes Tobin’s Q across all sizes, but
the moderation by firm size is evident in how quickly
and deeply investor confidence is shaken.

Similarly, liquidity disclosures tend to be more
favourably received for large firms, where cash
reserves are often interpreted as strategic
buffers or investment flexibility. In smaller firms,
however, excess liquidity can raise concerns about
underinvestment or inefficient capital deployment
(Akhtar, 2025). Research by suggests that for
SMEs, high liquidity ratios do not translate to
higher market value unless paired with clear
reinvestment strategies (Sardo et al., 2022). Thus,
firm size moderates the perceived usefulness and
implications of liquidity metrics.

Profitability disclosures are also subject to size-
related interpretation. In small firms, strong ROE

or margin figures may signal rapid growth or
operational turnaround (Odhoj et al., 2024), often
resulting in immediate stock appreciation. For large
firms, however, such profitability may be “priced
in” or expected, leading to more subdued market
reactions. Over time, profitability tends to enhance
Tobin’s Q for firms of all sizes, but the magnitude
is often greater for small and mid-cap firms where
investor surprise plays a larger role in valuation
shifts.

When it comes to investor-focused metrics such
as the price-to-earnings (P/E) ratio, firm size again
influences interpretation. High P/E ratios in large
firms are often justified by brand strength or market
leadership (Chan, 2023). Conversely, the same
multiple in a small firm may be questioned unless
backed by a compelling growth narrative (Ben-David
& Chinco, 2024). Empirical evidence from recent
Indian studies suggests that market tolerance for
valuation premiums is significantly higher in large
firms, partly due to greater institutional ownership
and analyst endorsement.

H3a: Firm size moderates the relationship
between financial disclosures and abnormal
stock returns, such that the effects are
stronger for smaller firms.

Overall, firm size shapes how financial disclosures
are contextualized and responded to by the market.
It acts as a filter through which investors assess
credibility, sustainability, and strategic intent. By
incorporating firm size as a moderator, this study
adds a crucial layer of insight into the heterogeneous
effects of financial transparency across the corporate
spectrum in India.

H3b: Firm size moderates the relationship
between financial disclosures and firm value,
such that the effects are stronger for smaller

firms.

Conceptual Framework
The following is the conceptual framework developed
for the study:

Materials and Methods

Data and Sample

This study uses a panel dataset comprising 353
non-financial firms listed on the National Stock
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Exchange (NSE) of India over the period 2014
to 2024. Firm-level financial data were collected
from the ProwesslQ database maintained by the
Centre for Monitoring Indian Economy (CMIE),
which offers detailed audited financial statements
and corporate fundamentals. Stock price data and
daily market returns were sourced from Yahoo
Finance, which provides reliable market data
required for calculating abnormal returns. The
sample selection excluded financial firms due
to their structurally different balance sheets and
regulatory requirements. As per Ellili (2023), since
the financial companies have a fundamentally
different and regulated capital structures, there
could be a distortion of the comparative analysis
with the non-financial firms. It could also lead to

heterogeneity which might undermine the findings’
reliability across general corporate disclosures.
Only firms with consistent annual disclosures for
the selected financial variables and trading data
were retained, resulting in an unbalanced panel.
The 10-year timeframe 2014—-2023 for explanatory
variables and 2015-2024 for Tobin’s Q allows for
both cross-sectional and longitudinal analysis of
disclosure impact. The Indian context was chosen for
its evolving regulatory environment, heterogeneity
in firm size, and increasing investor reliance on
financial disclosures, making it a compelling case
for assessing how disclosure content and firm
size influence both short-term and long-term firm
performance.

[ smzE |
FINANCIAL DISCLOSURES STOCK RETURNS
1) Leverage
7) Liquidity ‘<
3) Profitability
4) Investor Management VALUE

Fig.1: Conceptual Framework
(Source: Created by author)

Variables and Proxies

The dependent variables are as follows:

¢ Abnormal Stock Return (RETURN) is
calculated as the percentage change in
closing stock price on the trading day following
the disclosure, adjusted for Nifty 50 market
return. This measure captures investors’
immediate reaction to financial announcements,
isolating the effect of disclosed information. It
reflects how quickly and efficiently the market
incorporates new data into prices (Plastun et al.,
2021), making it ideal for short-window event
studies in emerging markets like India.

e Value (TOBINS Q) is calculated as the ratio of a
firm’s market value (market capitalization + total
liabilities) to total assets. It serves as a proxy for
long-term firm value and market expectations
of future profitability (Jonnius & Marsudi, 2021).
Tobin’s Q for year t+1 is regressed on financial

data from year t to establish a forward-looking
relationship and reduce simultaneity bias. A
higher Tobin’s Q suggests stronger market
valuation relative to asset base.

Furthermore, the explanatory variables are as
follows:

¢ Leverage (Leverage) is measured by the Debt-
to-Equity ratio and reflects the extent of a firm’s
reliance on debt financing (Odhiambo et al.,
2025). High leverage may increase financial risk
and reduce firm value due to higher bankruptcy
probability and agency costs. In the context of
Tobin’s Q, excessive debt may constrain future
investment flexibility, lowering market valuation.
Conversely, optimal leverage may enhance
value through tax advantages if appropriately
managed.
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e Profitability (Profitability) is measured
by Return on Equity (ROE), indicating a
firm’s efficiency in generating returns on
shareholders’ equity. It is a key determinant of
firm value and investor confidence (Desmon
et al., 2022). High ROE signals operational
effectiveness and earnings sustainability, both
positively correlated with Tobin’s Q. Profitability
contributes to higher market valuation by
enhancing retained earnings and supporting
long-term reinvestment strategies.

e Liquidity (Liquidity) is proxied by the Cash
Ratio, defined as cash and equivalents divided
by current liabilities. It reflects a firm’s ability
to meet short-term obligations (Lalithchandra
& Rajendhiran, 2021). High liquidity typically
enhances investor confidence and protects firm
value during volatility. In the Tobin’s Q model,
liquidity contributes to firm value by ensuring
operational resilience and the capacity to exploit
growth opportunities without immediate external
financing.

¢ Investor management (Investor) is proxied by
the Price-to-Earnings (P/E) ratio, representing
how the market values the firm’s earnings. A
higher P/E reflects growth expectations, while
a lower P/E may indicate undervaluation or
risk (Sam, 2025). In relation to Tobin’s Q, the
P/E ratio helps capture market sentiment and
earnings-based valuation premiums. However,
inflated P/E without strong fundamentals may
signal speculative pricing and eventually reduce
firm value.

Additionally, Firm Size (Size) is considered as the
moderator. It is measured as the natural logarithm
of total assets, capturing the scale and visibility of
a firm (Felzensztein et al., 2022). Size moderates
the relationship between financial disclosures
and Tobin’s Q by influencing how disclosures are
interpreted. Larger firms often benefit from greater
market credibility and analyst coverage, which
can amplify or dampen the valuation effects of
financial metrics. The moderating effect tests for
heterogeneity in disclosure valuation across firm
sizes.

Lastly, the following are the control variables:

e Firm Age (AGE) is measured as the
natural logarithm of the number of years
since incorporation. Older firms may benefit
from greater reputational capital, operational
experience, and investor trust (Chakraborty
et al., 2023), potentially affecting both stock
returns and firm value.

¢ Firm Growth (Growth) is proxied by the annual
percentage change in revenue. Firms with
high revenue growth are often perceived as
dynamic and forward-looking (Goh et al., 2022),
influencing market perception and valuation
positively.

e Year Effects (COVID) is the binary variable:
0 for fiscal years before 2020 and 1 for 2020
and beyond. This captures structural breaks
due to the COVID-19 pandemic’s impact on
firm performance, investor sentiment, and
disclosure quality.

¢ Industry Effects groups the companies
by industry based on NSE classification.
Categorical coding controls for industry-specific
dynamics, competition intensity, and sectoral
growth patterns, which can influence both
market response and firm valuation.

Category Effects is Based on SEBI’s classification of
companies into High, Medium, and Low disclosure
categories. This accounts for inherent differences
in disclosure quality and regulatory expectations,
helping control for baseline variation in transparency
across firms.

Econometric Models and Techniques

This study employs a panel data approach using
fixed-effects regression models to assess the impact
of financial disclosures on firm performance. Fixed
effects are chosen to control for unobserved, time-
invariant firm-specific heterogeneity that could bias
the results, such as managerial quality or firm culture
(Amir et al., 2016). Four models are estimated:
(1) the effect of financial disclosures on next-day
abnormal stock returns, (2) the effect on future
firm value (Tobin’s Q), (3) the moderating effect of
firm size on the disclosure—return relationship, and
(4) the moderating effect on the disclosure—value
relationship.
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Benchmark Models (1 and 2)

Returnit=a+ 3_1 (LEVERAGE:it)+ $_2 (LIQUIDITYit)
+ B_3 (PROFITABILITYit)+B_4 (INVESTORIt)
+B_5 (GROWTHit)+B_6 (AGEit)+p_7 (YEARIt)
+B_8 (INDUSTRYit)+B_9 (CATEGORYit)+Eit

Valueit=a+ B_1 (LEVERAGEIt)+ B_2 (LIQUIDITYit)+
B_3 (PROFITABILITYit)+B_4 (INVESTORIt)+B_5
(GROWTHIt)+B_6 (AGEit)+B_7 (YEARIit)+B_8
(INDUSTRYit)+B_9 (CATEGORYit)+Eit

Moderated Models (3 and 4)

Returnit=a+ 3_1 (LEVERAGE:it)+ $_2 (LIQUIDITYit)
+ B_3 (PROFITABILITYit)+B_4 (INVESTORIt)
+ B_5 (LEVERAGEIt X SIZEit )+ B_6 (LIQUIDITYit
X SIZEit)+ B_7 (PROFITABILITYit X SIZEit)
+B_8 (INVESTORIt X SIZEit)+B_9 (GROWTHit)
+B_10 (AGEIit)+B_11 (YEARIt)+B_12
(INDUSTRYit)+B_13 (CATEGORYit)+Eit

Valueit=a+ B_1 (LEVERAGEIt)+ B_2 (LIQUIDITYit)+
B_3 (PROFITABILITYit)+B_4 (INVESTORIt)+B_5
(LEVERAGEIt X SIZEit )+ B_6 (LIQUIDITYit X
SIZEit)+ B_7 (PROFITABILITYit X SIZEit)+p_8
(INVESTORIt X SIZEit)+_9 (GROWTHit)+B_10
(AGEit)+B_11 (YEARIt)+B_12 (INDUSTRYit)+B_13
(CATEGORYit)+Eit

Interaction terms between firm size and each
financial disclosure variable are included in Models
3 and 4 to capture moderation. All models include
year, industry, and disclosure category fixed effects
to control for macroeconomic trends, sector-specific
factors, and regulatory disclosure regimes.

Descriptives

The descriptive statistics reveal considerable
variation across the key variables. Tobin’s Q has
a high standard deviation (255.14), indicating wide
dispersion in firm valuation, likely due to industry
and size differences. Leverage ranges from -111.08
to 387.34, suggesting some firms may report
negative equity or extreme debt levels. Liquidity
and profitability also show significant skewness, with
negative profitability values pointing to loss-making
firms. The mean return (0.14) confirms moderate
next-day market reactions to disclosures. Investor
management (P/E ratio) exhibits extreme variation
(range: -61.89 to 601.75), highlighting diverse
investor expectations. Firm size (log assets) is more
normally distributed, with values between 9.54 and
30.50, supporting its use as a moderator. Overall,
the data show meaningful variation across Indian
firms, justifying further analysis.

Table 1: Descriptive Statistics

Variable Obs Mean Std. Dev. Min Max
TobinsQ 3530 17.26 255.14 0.98 74.60
Leverage 3530 1.51 9.32 -111.08 387.34
Liquidity 3530 0.10 0.28 0.01 9.82
Profitability 3530 0.12 1.1 -52.38 11.48
Investor Management 3530 5.51 24.97 -61.89 601.75
Return 3530 0.14 0.23 0.00 0.90
Log_Size 3530 24 .97 1.66 9.54 30.50

Results

Correlation Analysis

The correlation matrix reveals generally low pairwise
correlations, suggesting minimal multicollinearity
among variables. Notably, profitability and leverage
exhibit a moderately strong negative correlation
(-0.5115), consistent with pecking order theory,
where profitable firms rely less on debt (Yakubu
et al., 2021). Return is positively correlated with
investor management (0.2531) and control variables

(0.4154), indicating that investor perceptions and
firm-specific characteristics play a role in market
reaction. Other correlations are weak, including
Tobin’s Q with leverage (0.0017) and liquidity
(-0.0152), implying that firm value is influenced by
more complex interactions rather than bivariate
relationships. The modest values across the matrix
support the inclusion of all variables in the regression
models without significant multicollinearity concerns.
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Panel Data Regression

Benchmark Models

Model 1 estimates the direct impact of financial
disclosures on Tobin’s Q, a forward-looking measure
of firm value. The results reveal that liquidity
and profitability are positively and significantly
associated with Tobin’s Q, while leverage and
investor management (proxied by the P/E ratio)
exhibit negative effects. Specifically, the positive
coefficient on liquidity suggests that firms with higher
cash ratios are viewed favourably by the market,
likely due to their enhanced financial flexibility and
reduced risk of insolvency. Profitability, measured
via return on equity, also positively influences
firm value, reflecting the market’s appreciation
for sustained earnings performance and efficient

capital use. Conversely, the negative relationship
between leverage and Tobin’s Q underscores the
market’s penalization of excessive debt. In the Indian
context, where investor sensitivity to financial risk
is pronounced, this finding aligns with expectations
that high debt undermines perceived firm stability.
Surprisingly, investor management has a negative
effect on firm value. This could imply that a high
P/E ratio, without clear earnings justification, may
raise concerns about overvaluation. The model’s
R? of approximately 24.05% indicates a reasonable
explanatory power for firm-level panel data. Overall,
the results support the notion that not all disclosures
are equally rewarded in the market, and that investor
interpretation of financial metrics is selective and
context dependent.

Table 2: Correlation Analysis

TobinsQ Leverage Liquidity Profitability Investor Management Return

TobinsQ 1.0000

Leverage 0.0017 1.0000

Liquidity -0.0152  -0.0284 1.0000

Profitability -0.0055  -0.5115  -0.0017 1.0000

Investor Management -0.0069 0.0006 -0.0067 0.0083 1.0000

Return -0.0293 0.0319 0.0067 -0.0021 0.2531 1.0000
Sustainability 0.0588 0.0196 0.0218 0.0018 -0.0399 -0.0655
Control 0.0678 0.0427 0.0333 0.0065 0.0744 0.4154

Model 2 examines how financial disclosures
influence short-term market reactions, proxied by
the 1-day abnormal return following disclosure.
All four financial indicators—leverage, liquidity,
profitability, and investor management—are
statistically significant. Liquidity and profitability
have the strongest positive coefficients, suggesting
that investors respond favourably to firms with
high short-term solvency and strong earnings
performance. This indicates that such disclosures
immediately enhance investor confidence and trigger
price adjustments. Interestingly, leverage exerts a
negative effect, albeit smaller than in the Tobin’s Q
model. This suggests that even in the short term,
market participants discount high debt levels due
to perceived financial risk. Conversely, investor
management (P/E ratio) is positively associated with
return, implying that investors initially interpret high
valuation multiples as growth signals. This short-

term optimism, however, contrasts with its negative
association with Tobin’s Q in Model 1, pointing to
a divergence between speculative sentiment and
fundamental valuation. The R? of 20.85% suggests
that financial disclosures explain a meaningful
portion of the stock price movement (Table 3).
In summary, while the market reacts quickly to
disclosed metrics, the direction and strength of these
reactions differ from those influencing long-term
firm value, indicating that timing and context shape
investor behaviour.

Hypotheses H1a through H1d and H2a through H2d
are partially supported. For stock returns (H1 series),
all four variables are significant with expected signs,
confirming the hypotheses. For firm value (H2
series), liquidity and profitability support H2b and
H2c, while H2a and H2d (leverage and investor
management) are supported with negative effects.
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Table 3: Results of the Benchmark/Direct Models

Model 1 (Tobins Q)

Model 2 (Return)

R-squared 0.2405** 0.2085**
Financial Disclosures
Leverage -9.9139** -0.0048**
Liquidity 13.4839** 1.3515**
Profitability 55.6175** 0.6681**
Investor -0.2443** 0.0025**
Controls
Growth -0.0055 -0.0058
Age 10.0757 9.4208
Category-effects Included Included
Time-effects Included Included
Industry-effects Included Included

Note: (*), (**), (***) indicate significance at 10%, 5% and 1%, respectively.

Table 4: Results of the Moderated Models

Model 1 (Tobins Q)

Model 2 (Return)

R-squared

Financial Disclosures
Leverage
Liquidity
Profitability
Investor

Financial Disclosures (Moderated)
Leverage X Size
Liquidity X Size
Profitability X Size
Investor X Size

Controls
Growth
Age
Category-effects
Time-effects
Industry-effects

0.3021** 0.2613**
-9.9139** -0.0048**
13.4839** 1.3515%**
55.6175** 0.6681**
-0.2443** 0.0025**
-0.3947* 0.0001*
0.5785** 0.0595**
-2.2382** -0.0262

0.0120* 0.0001

-0.0055 -0.0058

10.0757 9.4208
Included Included
Included Included
Included Included

Moderated Models

Model 3 extends the moderation framework to
firm value (Tobin’s Q), testing whether firm size
influences the long-term valuation effects of
financial disclosures. The results reveal mixed but
theoretically consistent patterns. The interaction
between liquidity and size remains positive, indicating
that large firms are rewarded more in the long run

for maintaining liquidity buffers. This suggests that
institutional investors interpret such financial health
signals more credibly in well-established firms.
Meanwhile, the interaction between profitability and
size is significantly negative, reinforcing the finding
that profitability disclosures lose valuation impact
in larger firms—possibly due to high expectations
and limited growth potential. Notably, the leverage
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x size interaction is negative, suggesting that larger
firms are penalized more harshly by the market
for excessive debt. This contradicts common
assumptions that big firms can better absorb
leverage and may reflect investor concern over
inefficient capital structuring in high-profile firms.
The investor management x size interaction is
weakly positive, indicating that large firms with high
P/E ratios may still retain investor trust, though the
effect is modest. Model 3's R? improves to 0.3021
(Table 4), supporting the relevance of moderation in
explaining firm value. Overall, size conditions how
financial metrics are valued, especially in the long-
term perspective.

Model 4 introduces interaction terms between
firm size and each financial disclosure to assess
whether firm size moderates the relationship
between financial disclosures and abnormal stock
returns. The interaction between liquidity and size
is positive and statistically significant, indicating that
larger firms benefit more from liquidity disclosures
in the eyes of investors. This may reflect stronger
trust in the financial prudence of large firms, whose
cash reserves are interpreted as strategic assets
rather than inefficiencies. Similarly, the interaction
between investor management and size is slightly
positive, implying that P/E ratios in larger firms
are perceived more optimistically, possibly due
to institutional backing and analyst coverage. In
contrast, the interaction between profitability and
size is negative, suggesting diminishing marginal
stock return responses to profitability disclosures
in large firms. This may be because profitability is
already expected in large, mature firms, and thus has
limited signalling value. Interestingly, the interaction
between leverage and size is marginally positive,
implying that the market penalizes leverage more
in smaller firms. These findings reinforce the idea
that disclosure effects are not uniform but depend on
the structural characteristics of the firm. The model’s
R? of 0.2613 remains strong, and the inclusion of
moderators adds important nuance to how investors
perceive disclosure signals across firm sizes.

Hypotheses H3a and H3b are supported. Firm size
significantly moderates the relationship between
financial disclosures and both stock returns and
Tobin’s Q. The direction of moderation varies by
metric: liquidity and investor management effects

strengthen with size, while leverage and profitability
show diminishing or negative effects. These results
underscore the need to account for firm-specific
context, particularly size, when interpreting the
market impact of financial information.

Discussion

This study explored the impact of key financial
disclosures—leverage, liquidity, profitability, and
investor management—on short-term stock returns
and long-term firm value (Tobin’s Q) in the context
of Indian listed companies. Using fixed-effects
panel regression models, the results revealed
consistent patterns: liquidity and profitability
positively influenced both stock returns and firm
value, while leverage and investor management had
mixed or negative effects (Table 3). The inclusion
of firm size as a moderating factor further clarified
these relationships, showing that the magnitude
and direction of disclosure impact differ across
small and large firms (Table 4). These findings
broadly align with prior literature. For instance, the
positive influence of liquidity is consistent with past
studies which emphasized the role of solvency in
enhancing investor confidence in emerging markets
(Ndruru, 2025; Chouaibi et al., 2022). Similarly, the
strong positive effect of profitability echoes the past
evidence where profitability served as a reliable
indicator of long-term value creation (Mysaka &
Derun, 2021). The negative relationship between
leverage and performance supports earlier findings,
indicating that excessive debt introduces financial
distress costs (Akhtar et al., 2022), especially
in less diversified firms. However, the results
diverge from traditional assumptions regarding
the P/E ratio. While investor management (P/E)
positively influenced stock returns in the short term,
it negatively affected firm value. This suggests
speculative overvaluation or unjustified optimism
(Stephans, 2021), particularly in smaller firms, which
eventually corrects in long-term valuation (de Alencar
Vilela, 2024). This nuanced finding challenges the
assumption that P/E ratios are uniformly value-
enhancing. Furthermore, the moderation analysis
provided fresh insights. Profitability and leverage
had a diminishing effect on performance in larger
firms, contradicting expectations that scale always
enhances disclosure impact. On the other hand,
liquidity’s effect strengthened with size, confirming
that financial strength in large firms is perceived
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more credibly. These findings contribute to the
growing literature by highlighting the heterogeneous
effects of disclosures and reinforcing the importance
of contextual variables such as firm size in emerging
market environments like India.

Conclusion

Summary

The findings offer robust support for signalling
theory. Liquidity and profitability served as effective
signals of financial strength, prompting favourable
reactions in both stock prices and firm value. These
disclosures reduce uncertainty and reinforce investor
trust, especially in a market like India, where formal
analyst coverage is limited for smaller firms. The fact
that these signals were more powerful for large firms
suggests that credibility enhances the signalling
effect—consistent the theory. However, the negative
impact of leverage and P/E on firm value shows that
not all signals are interpreted positively, reinforcing
the notion that signalling effectiveness depends on
context and perception. Hence, the study supports
signalling theory but extends it by showing its
conditional nature.

Agency theory posits that financial disclosures
help align managerial actions with shareholder
interests by reducing information asymmetry. This
study supports that view, particularly through the
positive role of liquidity and profitability disclosures
in enhancing firm performance. These metrics likely
reassure investors that management is acting in
the firm’s long-term interest. The negative impact
of leverage on both returns and value reinforces
concerns over agency costs of debt, as high
leverage may incentivize risk-shifting or signal weak
governance. Interestingly, the moderation findings
show that agency problems may intensify in larger
firms, where complexity and dispersed ownership
dilute oversight. Thus, while the core tenets of
agency theory are affirmed, the evidence suggests
that agency costs and disclosure efficacy are not
uniformly distributed, varying significantly with firm
characteristics like size.

Practical Implications

The study presents several implications for corporate
managers, investors, and regulators. First, firms
should recognize that not all financial disclosures
are interpreted equally; liquidity and profitability

carry stronger positive signals, especially for larger
firms. Managers should strategically highlight these
metrics in investor communications, especially when
targeting institutional investors. Second, leverage
remains a red flag across firm sizes, suggesting
that firms should aim for optimal capital structures
and communicate debt usage transparently. Third,
the findings imply that firms cannot rely on valuation
multiples like P/E alone to boost investor sentiment,
particularly in the absence of strong earnings. For
investors, the results stress the importance of
interpreting disclosures through the lens of firm size
and context. Regulators and policymakers can also
use these insights to enhance disclosure frameworks
by encouraging standardized, size-sensitive
reporting formats that reduce ambiguity and improve
market interpretation of firm performance.

Limitations and Future Scope

Despite its robust methodology, the study has
several limitations. First, the analysis is limited to
listed firms on the NSE, which may exclude important
dynamics in smaller, unlisted or SME segments
where disclosure practices and investor reactions
could differ. Second, while firm size is considered
as a moderator, other firm characteristics—such
as ownership structure, institutional shareholding,
or governance quality—may also shape the
interpretation of financial disclosures but were
not included in this study. Third, the use of annual
report release dates may not perfectly capture
when information was first absorbed by the market,
potentially affecting the precision of abnormal return
calculations. Moreover, the Tobins Q as a proxy for
market value might not capture the complete idea
of firm valuation while there could also be omitted
variable bias, possibly due to elimination of factors
which could influence the relationship between
disclosures and market outcomes.

Future research could address these limitations
by expanding the sample to include other stock
exchanges (e.g., BSE), incorporating additional
moderators, or using high-frequency intraday
data for more accurate event analysis. Sectoral
analysis may also yield deeper insights, as investor
interpretation of leverage or profitability could vary
by industry. Additionally, qualitative analysis of
disclosure tone and language—beyond numeric
ratios—could offer richer understanding of signalling
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dynamics in corporate communications. The future
researchers could use other proxies for valuation
such as Market-Book value, to capture nuanced
aspects. Additionally, to address the omitted
variable bias, the future researchers could use more
control variables such as board characteristics,
ownership structure, and R&D intensity which are
key determinants of disclosures. Finally, replicating
this study in other emerging economies would allow
for cross-market comparison, helping identify which
effects are country-specific and which are more
generalizable.
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