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An Analysis of the Relationship Between “Budgetary Financial
Transparency” and “Cost of Financing” in Municipalities

Abstract

Budgetary financial transparency is considered one of the fundamental components of financial
governance in local public institutions, particularly municipalities. Given that municipalities rely
on external financial resources to implement construction projects, provide public services, and
meet urban development needs, the level of transparency in budgetary reporting can significantly
influence risk perception, the trust of financial providers, and ultimately, the cost of financing.
This study aims to analyze the relationship between budgetary financial transparency and the
cost of financing in municipalities. It is based on the premise that increasing the level of
transparency—by reducing information asymmetry, strengthening accountability, and improving
financial credibility—will lead to a reduction in borrowing costs and resource acquisition
expenses. Within this framework, the theoretical foundations of the research rest on agency
theory, information economics, and signaling theory, where financial transparency is examined
as a determinant factor in reducing ambiguity and increasing the predictability of municipal
financial performance. Furthermore, the mechanisms through which transparency operates,
including the improvement of public oversight, the enhancement of credit ratings, the reduction
of perceived risk, and the facilitation of access to financial markets, are addressed. The
theoretical and empirical findings of this research indicate that greater transparency, when
accompanied by appropriate institutional mechanisms and technologies, can pave the way for
reducing the cost of financing and enhancing the financial efficiency of municipalities. Finally,
the study emphasizes the necessity of institutionalizing budgetary transparency, developing
information systems, and strengthening independent oversight.

Keywords: Budgetary Financial Transparency, Financing, Municipalities, Cost of Financing
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