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Abstract  

This study explores the economic consequences of incremental internet disclosure (IID) of 

190 French companies pertaining to SBF 250 Index during 2012. we tested from a theoretical 

framework if the IID impacts the share's liquidity and the cost of equity as the traditional 

voluntary disclosure (TVD). The results, obtained from a cross-sectional regression, show 

that the IID is a benefit because it reduces the information asymmetry, which in turn increases 

the liquidity of securities’ French firms. However, the IID has no impact on the cost of equity 

French firms. 

Keywords: Iincremental internet disclosure, liquidity, information asymmetry, cost of equity 

capital. 

 

 

 

 

 

 

 



International Journal of Accounting and Financial Reporting 

ISSN 2162-3082 

2015, Vol. 5, No. 1 

www.macrothink.org/ijafr 

 
340 

1.  Introduction 

The benefits of enhanced voluntary disclosure remain an ongoing debate among practitioners 

and researchers. According to economic theory and accounting thought, the commitment of 

firm to increase traditional voluntary disclosure(TVD), by annual reports, should reduce 

information asymmetry arising between potential sellers and buyers of firm’ securities. In this 

context, a greater level of TVD lowers transaction costs and increase demand for firm’s 

shares. Thus, the liquidity of shares increase and the cost of equity decrease (Copeland and 

Galai (1983), Kyle (1985)) 

Considering these benefits, firms attempt to use other developed types of disclosure such as 

Internet. Actually, most of the firms communicate their information on their websites (Ben 

Saâda et al 2010). By this channel, information can be accessed any time, everywhere at 

lower cost with dynamic presentation and multimedia (Wagenhofer (2003)).  

 Existing empirical research supports a positive association between TVD and liquidity of 

shares (Welker (1995), Leuz and Verrecchia (2000), Attig et al (2006)). However, empirical 

results studying the association between TVD and the cost of equity are mixed (Botosan 

1997), Botosan et al (2002)). One explanation is that measurement of either TVD and the cost 

of equity isn’t consensual. 

Fewer are researches which examine empirically the benefits of Internet Disclosure 

(Froidevaux (2004), Lai et al (2010)). Besides, the economic consequence, there is no 

research that studies the economic consequence of the incremental internet disclosure (IID) 

provided by corporate website. More explicitly, there is no study that examines if the 

supplement of information available on corporate website affects securities’ liquidity and the 

cost of equity of firm. 

In this study, we explore the economic impact of IID of French firm. Specifically, we test if 

the IID, as for TVD, increases securities’ liquidity and reduces the cost of equity. Using a 

sample of 190 French firms composing SBF 250 index that are listed  on Euronext  stock 

exchange during 2012, we find that IID increases shares’ liquidity but has no effect on the 

cost of equity after controlling various firm characteristics. 

The remainder of the paper is evolved as follows. We review prior research relating to the 

economic consequence of TVD and we develop our hypothesis in section 2. We show sample 

selection procedure in section 3. We present our model and explain procedures used to 

measure IID, shares’ liquidity and the cost of equity in section 4. We present our empirical 

results in section 5 followed by conclusion in final section. 

2.  Literature Review 

Several reasons push the firm to reduce information asymmetry between buyers and sellers of 

its shares on the market. The first reason is explained by the theory of market microstructure. 

In fact, thanks to an increased level of TVD, the cost of adverse selection, which is an 

important component of liquidity in a market order-driven, like the Euronext, is reduced. 

Therefore, the liquidity of securities increases. Empirically, several research studies argue 

that result.  Welker (1995) studied the relationship between disclosure policy and the 

liquidity of the shares of 427 companies in 28 sectors observed over a period from 1983 to 
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1990. The results of the simultaneous tests identify a significant negative relationship 

between the disclosure policy and the corresponding bid-ask spread.  

Leuz C. and R. Verrecchia (2000) studied, from a sample of 102 German companies 

belonging to the DAX 100 Index during 1998, the economic consequences of increased TVD. 

In fact, these firms tried to improve their disclosure policy by adopting the Generally 

Accounting Accepted Principles in the US (US GAAP) instead of the International 

Accounting Standards (ISA). The result of the research shows that a greater commitment to 

publish the information according to "US GAAP" reduces the information asymmetry 

(assessed by the bid -ask spread) and accelerates the trading volume of the securities. 

Study by S. Brown and S. Hillegeist (2005) have shown the existence of a negative 

relationship between the quality of TVD and the level of information asymmetry between 

investors. The sign of causality can be explained by the association between the quality of 

disclosure of private information and the frequency of arrival  of such information. The 

second explanation relates to economic theory, mainly the cost of equity. The existence of a 

negative relationship between the TVD and the cost of capital was explained by two 

justifications: the first shows that greater disclosure of private information increases the 

liquidity of the shares, reducing thus the cost of capital through a reduction in transaction 

costs or through an increase in demand for the company's shares (H. Demsetz (1982), T. 

Copeland and Galai D. (1983), Y. Amihud and H. Mendelson (1986) and Diamond D. R. 

Verrecchia (1991)). The second argues that greater disclosure reduces the estimation risk 

when investors evaluate the parameters of an assets’ returns (P. S. Handa and Linn (1993), 

J .Coles and U. Loewenstein (1995)). 

 Empirically, the results are mixed. C. Botosan (1997) shows a sample of 122 industrial US 

firms observed during 1990, an increase in the level of information provided via annual 

reports reduced the capital cost only for firms that are lowly followed by financial analysts. 

Botosan C. et al (2002) studied the relationship between the cost of capital and the level of 

voluntary financial reporting measured differently. The result of their studies is controversial. 

In fact, they show that voluntary communication via annual reports reduces the cost of capital. 

However, they find that the communication of quarterly reports increases the cost of capital, 

because this type of disclosure increases the volatility of securities prices. These studies have 

found no significant relationship between communication via the report of investors' 

relationship and the cost of capital.  

A.-J. Mr. Richardson and Welker (2001) examine the relation between financial and social 

disclosure and the cost of capital for Canadian companies. They find that there is a significant 

and negative association between financial reporting and the cost of capital of firms that are 

lowly followed by financial analysts. However, there is a significant positive association 

between social communication and the cost of capital.  

S. Kothari and J. Short (2003) examine the relationship between voluntary disclosure and the 

cost of capital estimated according to the three-factor model of Fama E. K. French (1997). 

The results show that only favorable disclosure reduces the cost of capital.  

E. Froidevaux (2004) investigates the impact of the information disclosed in "Investor 

Relations" section of institutional websites on the cost of equity. From a sample of 141 US 
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non-financial companies, he finds a significant and negative association between the level of 

Internet disclosure and the cost of equity. 

Lai and al (2010) study the impact of Internet financial reporting (IFR) on stock prices of 

Taiwanese firms during 2002. They find that firms disclosing their information on web sites 

have more fluctuation of their stock prices and have abnormal stock returns than firms 

without IFR practice. 

Hypothesis development: 

As outlined in prior review, existent research confirms that increased level of TVD is 

negatively associated with the cost of equity and positively related to shares’ liquidity. 

However, until now, there is no study that tests the effect of the supplement of information 

communicated by corporate websites on shares’ liquidity and the cost of equity. 

An increase in the quality and quantity of information provided two ways of reducing 

information asymmetry: the first shows that a greater disclosure of private information 

reduces information asymmetry, component of the bid-ask spread, and transaction costs. 

Consequently, informed investors lower the intensity of research activity that becomes costly. 

Uninformed investors raise the number of their order and take large position in a firm’s stock. 

Thus, the liquidity of securities increases. 

Thanks to attributes of the information provided by the corporate website, including 

punctuality, frequency of updates, interactivity and the ability to communicate as much 

information at a low cost, information asymmetry is reduced. Increased punctuality and the 

number of updates reduce the frequency with which some investors get private information. 

Therefore, the intensity of research activities conducted by informed investors becomes low, 

the number of orders issued by uninformed investors arises and the liquidity of securities 

increases. The discussion above supports our first hypothesis formulated as follow: 

H1: Increased level of incremental internet disclosure rises the liquidity of French firms’ 

securities. 

Theoretical studies (Amihud and Mendelson (1986), D. Diamond and R. Verrecchia (1991)) 

show that the negative relationship between the level of voluntary disclosure and the cost of 

equity comes from transaction costs. Firms with wider bid-ask spread have a high cost of 

equity because investors require compensation for putting up additional transaction costs. 

Increased levelof disclosure decreases the cost of adverse selection component of the bid-ask 

spread, and reduces the cost of equity. Consequently, the amount of information that is 

revealed by large transactions is reduced, therefore allowing a decrease in prices associated 

with these transactions. In this situation, investors can take large positions in firms’ stocks 

and increase the demand for firms’ shares. Their corresponding prices rise and the cost of 

equity decreases. Arguments provided by these studies remain consistent for the IID. In fact, 

due to the specific attributes of the IID, namely timeliness and frequency of updates, the risk 

of information asymmetry decreases by lowering disclosure of private information. Therefore, 

the transaction costs become low and the demand for shares’ firm rises reducing the cost of 

equity. We formulate our second hypothesis as follow: 

 H2:Increased level of incremental internet disclosure reduces the cost of equity of French 

firms. 
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3.  Sample selection and description 

The initial sample consists of all French firms composing the SBF 250 index. we excluded 

from 250 firms 60 for which we haven’t all the data on the bid-ask spread and the number of 

financial analysts. Ultimately, the final sample is consisted of 190 companies. 

We review the corporate websites of every French firm included in SBF 250 to collect our 

data. We select the index SBF 250 because it regroups firms with different size small, 

medium and large. We defend this choice because the majority of studies have focused only 

on large firm composing the index SBF 120 or CAC40 (Attig and al (2008)). 

The data on the bid-ask spread, the trading volume, and the volatility of returns are extracted 

from the "Data stream" system. The data relating to the number of followers analysts are 

from the database "Fact set" available at the Faculty of Economics and Management of 

Clermont-Ferrand. Data collection was based on a single year from 1er January to 31 

December 2012. This choice reflects the temporal stability that is inherent to the financial 

communication policy of the companies. 

4.  Empirical proxies and models 

4.1 Shares’ liquidity 

To measure shares’ liquidity, we use the bid-ask spread. This proxy reflects explicitly the 

information asymmetry. The bid-ask spread that we use is the average relative spread 

computed as absolute spread divided by the average of bid and ask from January to 

December 2012. 

 

 

 

We got monthly average bid and ask from Data stream system which gives data market of the 

Euro next stock exchange. The monthly average is measured as the mean relative spread 

calculated daily per firms.  

4.2 Cost of equity capital 

Many studies were used to estimate the cost of equity
1
. In this study, we use the accounting 

approach called the classical model of dividend growth (Botosan (1997), Botosan and al 

(2002)). In this model, the cost of equity capital of a firm (r) is a function of expected 

dividend ( 1TD ) divided by a market price of a firm s’ stock (P t ) and a constant rate of 

dividend‘s growth (g). the model is written in the following form:(r)=

g
P

D

t

t 1

, where 1tD
is 

the dividend paid in year t+ 1, the year 2008 given in the annual report of the firm, Pt is the 

average daily market  price of  a firm’s  stock during the year 2012 and calculated from 

data stram, and (g) is the rate of growth of dividend calculated during two previous years 

2011 and 2012. 

 
                                                        
1 For a detailed list of models used to approximate cost of capital, see Botosan et al(2002). 

2

.askbid

.ask-bid
spread  relative  average



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4.3 Incremental internet disclosure (IID) 

Few studies have used disclosure index to measure the level of communication on corporate 

website. In this study, we construct an internet disclosure index based on the work of Marston 

and polei (2004) and Xaio and al (2004). We follow the same procedure used by Botosan to 

calculate the items of disclosure index. The items composing the internet disclosure index is 

given in table 1.The internet disclosure index is composed of 69 items. It includes 42 items 

related to content and 27 items related to the form of presentation. Table 1 provides a detailed 

list of types of information as well as their weight in scores of Internet Disclosure (ID). 

 

Table 1. Description of the components of the scores of the ID 

Types of information Number of items 

Strategic information 13 

Other financial and non-financial information 15 

Information on Governance 14 

I. Total Website Content (I) 42 

II.Total website presentation (II) 27 

Information technology configuration 14 

Information about convenience and use of the website 13 

III.Total Score (I+II) 69 

The calculation of the internet disclosure index is as follows: We place Note 1 for each item 

posted on the company's website and a score of 0 other way (Botosan (1997)). Companies 

with an inaccessible site which is protected by a pass word or having a commercial website 

have respectively total zero content score. The calculated index takes the following form: IDj 

= 



n

i
ijx

1   , where: IDj is the index that measures the internet disclosure of a firm j, n is the 

theoretical score and xi j= 1 if item i is published by the company j.  Traditional disclosure 

(TD), which represents the communication of the information by annual report, is measured 

by Botosan’s index (1997).   It is computed as follow: TDj  =



n

i
ij

y
1 ,  where TDj is the 

index that measures the traditional disclosure of a firm j, n is the theoretical score and yij= 1 if 

item i is published on annual report of a company j.  

The score of incremental internet disclosure (IID) is the additional information provided by 

the websites of the French companies. It is calculated as follows:  

∆(IID) =IDj –TDj With ∆(IID) is the difference between the score of financial communication 

through the Internet and the score of traditional financial communications, IDj is the Internet 

disclosure index, TDj is the traditional communication by annual report. The list of items 
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forming the index of ID and the index of TD is provided by the following tables: 

 

Table 2. List of items composing the Internet disclosure index 

 Items Score

s 

Comment 

I. Items Content   

 

A. Strategic information 

1. Presentation of the company's goals 

2. Presentation of the overall strategy of the company 

3. Discussion of the actions taken in the current year that 

     achieve the objectives 

4. Discussion on actions to consider in future years 

5. Presentation of a timetable to achieve the objectives 

6. Discussion of the level of competition on the market 

7. Discussion of the effect of the level of competition on the 

current results 

8. Discussion of the effect of the level of competition on future 

results 

9. General description of the company's activities 

10. Identification of the main products of the business 

11. Description of the specific characteristics of the company's 

products 

12. Identification of the company's major markets 

13. Description of the main characteristics associated with 

these markets 

B. Other financial and non-financial information 

 

1. Stock price history 

 

2. Share price performance in relation to the index 

  stock market 

3. Prices of common stocks 

4. Summary of key ratios over a period of five years at least  

 

 

 

 

 

5.Summary of financial data over 5 years at least 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

Charter last month or last year 

 

at least three financial ratios 

like ROA, ROE, Net profit…. 

Eg balance sheet data as 

capital property, sales, net 

assets 

 

Accepted if it is digital, 

analyzed by at least two 

criteria, such as asset turnover. 

Same as (6) 

 

 

 

 

 

Annual meetings of the quarter 

following results etc. 
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6. Communication segmented by product line 

 

 

 

7. Communication segmented by region 

 

8. Shareholding Structure 

 

 

9.Financial Calendar 

 

10. Intermediate state 

11. Environmental Report or special page 

 

 

 

12. Report on the employees or the social security or health 

 

13. Commercial Sponsorship 

 

 

14. Involvement in a non-profit community 

 

 

 

 

15. Current Press Statement 

 

 

C. Governance information 

1. Notice of meetings and agenda of the annual meetings 

shareholders 

2. Voting results of the Annual General Meeting (AGM) 

 

3. Discourse of the President of the executive board 

4. Business Articles 

5. Ethical Code 

6. CV of the Management Board  

 

7. Evaluations of analysts 

 

No package if it is a general 

remark on the environment, 

special strategies must be 

specified 

 

Ex sport or event 

 

Support cultural project, local 

organization, specific 

foundations etc. 

 

Last recent statement of at 

least 1 month and is updated 

through internal or external 

links 

 

 

Manuscript, video or sound 

file 

 

 

Purchasing, holding, sale, and 

the name of the institutions of 

recent analyzes, at least 

3 months and at least 2 

different opinions. 

Quantitative estimates 

 

 

 

Individualized and subdivided, 

fixed or varied according to 

the performance of the firm 

 

Same as (9) 

Accepted if they are on a 

separate page of the annual 

report 

 

Same as (11) 

Ex mandates of the 

Supervisory Board 
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8. Analyst Estimates 

 

 

 

 

9. Remuneration of the Management Board 

 

 

 

 

 

10. Remuneration of the Supervisory Board 

 

 

 

 

 

11. Information on previous positions held by the leader 

 

 

 

12. Information on stock option programs 

13. Additional activities of members of the Board 

management 

 

14. Press Documentation and analyst conference 

II. Presentation items 

A. Technology configuration 

1. Download time of website <10 seconds  

2. Alternative text available 

3. Internal link in the Annual Report 

4. Financial data in Excel format 

5. Annual Report in PDF format 

6. Annual report in html format 

7. Graphic images 

8. Flashes 

9. Sound files 

Video, audio file or PDF file 

 

 

 

 

 

 

Ex balance sheet with notes 

 

 

 

 

 

On the main page or on section 

investor relations 

 

 

 

Mention technical support 

 

 

 

more advanced than F3, the 

menu opens when the mouse 

pointer moves on the title 

 

 

 

eg to request the annual report 

on paper 

to give news to 

investors 

eg for the balance sheet 

 

1click events is coded 1, more 

than one is coded 0 

 

Same as (11) 
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10. E-mail Video file for investor relations 

11. Phone number for Investor Relations 

12. Postal address to Investor Relations 

 

13. English version of the homepage 

 

14. Frequently Asked Questions 

B. Suitability and use of the website 

1. Support Site 

2. Table of content, site map 

 

3. Menu "close" 

 

4. Menu "open" 

 

 

5. Internal Search engine 

6. "Previous" Button "Next" to navigate sequentially 

7. Direct Email Link to Investor Relations 

 

 

 

8. Online Information Service for 

investor relations 

 

9. Mailing list 

 

10. Documents ready to be printed 

 

11. Number of clicks to have information for 

investors 

 

12. Number of clicks for press statements or new 

13. Existence of audited annual report 
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Table 3.  List of items composing the TD index constructed by Botosan 1997 

I. Background information: Score  

1. Statement of corporate goals or objectives 

2. Barriers to entries are discussed 

3. Competitive environment 

4. General description of the environment 

5. Principal products 

6. Principal markets 

 

II. Ten -or five- year summary of historical results  

1. Returns on assets or sufficient information to compute return on assets      

( ie, net income, tax rate, etc) 

2. Net profit margin or sufficient information to compute net profit margin 

3. Assets turn over or sufficient information to compute assets turn over 

4. Return on equity or sufficient information to compute return on equity 

5. Summary of sales and net income for more recent eight quarters 

 

III. key Non –Financial Statistics:  

1. Number of employees 

2.  Average compensation for employees 

3. Order backlog 

4. Percentage of sales in product designed in the last five years 

5. Market share 

6. Unit sold 

7. Unit selling price 

8. Growth in units sold 

 

IV. Projected information:  

1. Forecasted market share 

2.  Cash flow forecast 

3. Capital expenditures and or R&D expenditure forecast 

4. Profit forecast 

5. Sales forecast 

 

V. Management discussion and analysis:  
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1. Change in sales 

2. Change in operating income 

3. Change in cost of goods sold 

5. Change in gross profit 

6. Change in selling and administrative expenses 

7. Change in interest expense or interest income 

 

8. Change in inventory 

9. Change in accounts receivable 

10. Change in capital expenditure or R&D 

11. Change in market Share 

4.4. Control variables 

 

 

4.4 measurements of control variables  

4.4.1 Volatility of returns: We measured volatility by the standard deviation of daily 

dividend adjusted returns of the firm between 1/1/2012 to 31/12/2012. 

4.4.2Trading volume: We measured the trading volume by the median daily turnover ratio, ie, 

values of all securities traded at Euronext exchange divided by the market capitalization, 

between 1/1/2012 to 31/12/2012.  All data of price and volume are obtained from 

DataStream system. 

4.4.3 Behavior of financial analysts: We selected the number of analysts following a 

company as a measure of the behavior of financial analysts. 

4.4.4 Leverage:  we measured leverage by total debt divided by the total Assets of firm j at 

time t. 

4.4.5 Size: We measured size by the logarithmic value of the total assets of the company. 

4.5 Regression models 

4.5.1 Reliability Assessment of IID 

To assess the reliability of the components of the total score of the IID, we used the Cronbach 

alpha coefficient LJ (1951). The Cronbach alpha coefficient obtained is equal to 0.8846. 

Therefore, items constituting the financial communication score are consistent. 

4.5.2 Regression model and estimation method 

We use two regression models. In The first, we test if IID affects shares’ liquidity.  In the 

second model, we test if IID impacts the cost of equity. In the two models, we include the 

control variables noted above.   Regression models are written as follows: 

Zi= β0 + β1 IID j +β2 ID j +β3TD j +β4VOLj +β 5 TVj +β 6 NAFjt+ β 7 LEVj + β 8 SIZEj + ηjt 

Legend 1: For a firm j, we have: Z :The average relative spread in the Equation 1.In Equation 

2, Z is the cost of equity. IIDj is the incremental internet disclosure, IDj is the internet 

disclosure, TDj ist he traditional disclosure, Volj is the standard deviation of daily dividend 

adjusted returns between 1/1/2012 to 31/12/2012, TVJ is the median daily turnover ratio, ie, 
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values of all securities traded at Euro next exchange divided by the market capitalization, 

between 1/1/2012 to 31/12/2012. NAFj: Number of financial analysts following a firm, 

Leveragej is measured by total debt divided by total assets, Sizej: is the logarithm of the total 

asset, β is a constant and ηjt is a residual error term. 

5.  Results 

5.1Descriptive analysis of variables 

Table 4 shows the characteristics as mean and standard deviation of the dependent variables 

and independent variables as well. 

Table 4. Descriptive statistics of variables 

Variables Mean Standard 

deviation 

Bid-askspread .0058 .0086 

R .0529 .0800 

IID 7.455 11.949 

ID 35.295 13.069 

TD 28.135 11.798 

TV .005 .014 

VOL .01681 .00629 

NAF 9 6 

LEV .7653 1.0263 

SIZE 11.2216 2.5269 

 

Table 4 shows that the sample of French companies forming the SBF250 index have on 

average a very narrow bid- ask spread (0.005). We deduce that French firms have on average 

high liquidity of their securities. The cost of equity is low on average. Level of internet 

disclosure and traditional communication are quite high on average. The extend of 

incremental internet communication is low on average. 

From Table 4, we find that, on average, French firms are followed enough by financial 

analysts, and have high volatility of returns and high trading volume as well. French firms are 

on average levered and large. 

We conduct the test nonparametric of spearman s’ correlation. We find that the bid ask spread 

is significantly and negatively correlated with IID, ID and TD. However, it seems that the IID 

is not correlated with the cost of equity although it confirms the predicted sign (negative). 

5.2 Regression results 

Table 5 presents regression results according to Double Ordinary Least Square method 

(DOLS). This method is used because the incremental communication score (IID) is 

correlated with ID. Therefore, we cannot include in the same model the IID and ID when we 

use the method of ordinary least square (OLS). The DOLS method is used to correct this 

problem. 

Table 5. Results of tests of hypotheses of equations (1) and (2) by the method of 
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double-ordinary least square "DOLS Robust" 

 Equation (1) Equation (2) 

R   

Bid-askspread  (-1.77)* 

IID (-1.86)* (-0.77) 

TD (-0.258)** (-0.33) 

TV (11.11)*** (0.29) 

VOL (-9.98)*** (-1.90)** 

NAF (-3.58)*** (-2.41)** 

LEV (-0.85) (-0.52) 

SIZE (-1.26) (1.000) 

Observations 190 190 

R-squared adj 0.857 0.091 
***

correlation significant at 0.01,
 **

correlation significant at 0.05, 
*
correlation significant at 0.1 

Legend 2: For a firm j, we have the average relative bid-ask spread in the Equation 1 and in 

Equation2, the cost of equity (r) as dependant variables. IIDj is the incremental intern 

disclosure, IDj is the internet disclosure, TDj is the traditional disclosure, Volj is the standard 

deviation of daily dividend adjusted returns between 1/1/2012 to 31/12/2012, TVJ is the 

median daily turnover ratio, ie, values of all securities traded at Euronext exchange divided 

by the market capitalization, between 1/1/2012 to 31/12/2012. NAFj: is the number of 

followers financial analysts, Leverage is measured by total debt divided by total assets, SIZEj: 

is the logarithm of the total asset, βis constant andηjt is a residual error term. 

From this table, we see that an increased level of IID is negatively and significantly (at level 

of 10%) associated with liquidity. This increase narrows the spectrum of information 

asymmetry between informed investors and those uninformed. Therefore, shares ’liquidity 

increases. This first result corroborates those of the following work (M. Welker (1995), C. 

Leuz and R.Verrecchia (2001), S. Brown et al (2005)). From Table 5, we denote that 

traditional disclosure (disseminated by annual reports) is associated negatively and 

significantly (at a level of 5%) with shares’ liquidity.  This result confirms previous finding 

of the following work (M. Welker (1995), A. and K. Hutton Palepu (1999), C. Leuz and 

R.Verrecchia (2000), N. Attig et al (2006)).  

Regarding the control variables, we see from Table 5 that the coverage of financial analysts 

and trading volume are negatively and significantly (to a level of 1%) associated with the 

relative bid-ask spread. Financial analysts are considered as information providers who 

communicate to their customers the additional information that is not disseminated by the 

company. Consequently, by their communication, they reduce the information asymmetry and 

increase shares’ liquidity. Moreover, a high trading volume of securities exchanged increases 

the immediacy and the depth, which are two very important dimensions of liquidity. As for 

volatility, we notice that it is positively and very significantly associated with the relative 

bid-ask spread. Thus, high volatility reflects a significant risk of securities. In such a situation, 
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investors are reducing their orders. Therefore, the non-execution of the latter leads to a 

reduction in liquidity. Unlike market variables, variables related to leverage and size are not 

associated significantly with the relative bid-ask spread. 

Regarding the second equation, we show that IID is not significantly related to the cost of 

equity while it confirms the expected sign (negative). We conclude that the additional 

information provided by the Internet has no effect on the cost of equity. This result can be 

explained by two difficulties: the first relates to the empirical measurement of the disclosure 

variable. Indeed, there is no a single list for the computation of the communication index. 

Therefore, every study uses its list to calculate score of voluntary disclosure. Hence, the 

index used in this article to calculate the IID is the work of the authors. The second relates to 

the measurement of the cost of equity. There are studies that have estimated the cost of equity 

indirectly through its component information asymmetry. This component is measured 

differently by the bid-ask spread, the trading volume, the dispersion of analysts' forecasts or 

price volatility (Mr. Welker (1995), A. and K. Hutton Palepu (1999), C. Leuz and R. 

Verrecchia (2000)). These studies have validated the finding that a high voluntary 

communication reduces information asymmetry. Other studies have estimated the cost of 

equity by different models that in turn raise the problem of quantitative estimation of the cost 

of equity. Some studies measured the cost of equity using an ex-post estimate as the CAPM. 

They have not empirically validated the association between voluntary disclosure and the cost 

of equity (K.French E. Fama (1997). Other studies have measured the cost of equity using an 

ex-ante estimate as models dividend growth of cash flows (Botosan C. (1997), C. Botosan 

and M.Plumlee (2000), E. Froidevaux (2004)). These studies have found mixed results as 

presented above in the literature review. Concerning traditional disclosure, we note that it has 

no significant impact on the cost of equity. We conclude that the additional information 

provided by the Internet and the voluntary communication have no influence on the cost of 

equity. 

 Table 5 shows that the cost of equity is significantly (at level of 10%) and negatively 

associated with the relative bid-ask spread. This cost is also significantly related (at level of 

5%) and negatively to price volatility and to the number of financial analysts following 

French companies. We conclude that high shares’ liquidity, low volatility and significant 

following of financial analysts reduce the information asymmetry in the capital market, 

enabling French companies to have a low cost of equity. 

6.  Conclusion 

 In This study, we explore the economic impact of the incremental internet disclosure (IID). 

Specifically, we test the impact of IID on shares’ liquidity of French companies and on their 

cost of equity. From the theory of the microstructure, we assumed first, that an increase in the 

level of IID has a positive effect on the securities’’ liquidity. In fact, incremental financial 

communications via the Internet reduces information asymmetry between informed investors 

and those uninformed and therefore allows an increase in liquidity. Secondly, we have 

assumed that increasing the level of IID reduces the information asymmetry, which in turn 

decreases the cost of equity of French companies. 

Our results confirm the negative impact of incremental financial communication on shares’ 



International Journal of Accounting and Financial Reporting 

ISSN 2162-3082 

2015, Vol. 5, No. 1 

www.macrothink.org/ijafr 

 
354 

liquidity. More specifically, we found that increasing the level of IID, lowers information 

asymmetry by reducing the bid ask spread. Consequently, it allows an increase in liquidity.  

We don’t confirm in this study that the IID is significantly and negatively associated with the 

cost of equity of French firms. In fact, the additional information provided by corporate 

websites of French firms does not reduce their cost of equity. This conclusion is not 

surprising since the results from the majority of studies have not definitively approved the 

significant negative impact of voluntary financial reporting on the cost of equity. These 

results are explained by the variety of estimates used to measure both the score of voluntary 

financial disclosure and the cost of equity. Corroborating the results of previous studies, we 

find that the liquidity of securities and the cost of equity of French firms are dependent on a 

significant coverage of financial analysts and a low volatility of returns. 
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