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Does the quality of voluntary disclosure constrain earnings management in emerging 
economies? Evidence from Middle Eastern and North African Banks 

 

Abstract 

Purpose  

This study examines the influence of the quality of voluntary disclosure (QVD) on earnings 
management (EM) among a sample of commercial banks in the Middle East and North Africa 
(MENA) region.   

Design/methodology/approach  

Using a sample of 1,060 bank-year observations for the period 2006–2015, we developed a 
three-dimensional framework to measure the QVD, which considers the quantity, spread and 
usefulness of the information. Furthermore, this study examines the QVD-EM nexus 
employing an ordinary least squares (OLS) regression model. This technique is supplemented 
with conducting an instrumental variable (IV) regression model and a two-stage least squares 
(2 SLS) model to overcome the potential occurrence of endogeneity problems.  

Findings  

Our findings suggest that QVD is negatively attributed to EM in the context of MENA banks. 
The findings also confirm that the quality of financial reporting is enhanced by QVD 
dimensions that were considered in our framework, leading banks to less engagement in EM 
practices. In contrast, the influence of the quantity dimension (level) of the disclosed 
information has an insignificant impact on EM, while the spread and usefulness dimensions 
of voluntary disclosure (VD) are negatively and significantly associated with EM in the region. 

Originality/value  

Our study distinctively develops an innovative measurement for QVD using a new 
multidimensional model. We also bring new evidence on QVD complexity and its impact on 
EM practice from an under-researched developing context, namely the MENA region.  

Keywords Earnings Management, Discretionary Loan Loss Provisions, Quality of Voluntary 
Disclosure, the MENA region 

Paper Type Research  
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1. Introduction 

The recent financial crisis has shown the insufficiency of the information disclosed by financial 

firms and their high level of asymmetric information. For example, the bankruptcies of 

Lehman Brothers were due to poor financial reporting quality, which misled users, causing 

them to make inaccurate decisions (Jones and Finley, 2011). The failure of these firms has 

placed additional pressure on professional-standard 'setters' bodies and listed firms to raise 

the quality of disclosures (Beretta and Bozzolan, 2008). The information asymmetry between 

managers and owners may occur when managers opportunistically use earnings 

manipulations to maximize their interests, leading to poor financial reporting quality, which 

decreases shareholders’ confidence in the disclosed information (Cai, Li, and Tang, 2020; 

Bigus and Häfele, 2018). 

Previous EM studies (e.g., Alzoubi, 2016; Katmon and Al Farooque, 2017; Rezaee and Tuo, 

2019; Suteja, Gunardi and Mirawati, 2016) suggested that EM is classified into either 

opportunistic or informative behaviour. In opportunistic behaviour, managers mislead 

investors to protect their reputation and secure more remuneration. In contrast, from an 

informative perspective, managers might disclose more relevant information to the investors. 

Distinguishing between informative practice and opportunistic behaviour is not easy without 

considering managerial incentives to manipulate earnings figures.  

Although a considerable body of prior studies examined the impact of voluntary disclosure 

(VD) on EM (Katmon and Al Farooque, 2017; Rezaee and Tuo, 2019; Suteja et al., 2016), there 

is still an existing gap in the literature related to the measurement of VD. When examining 

the relationship between VD and EM, two VD measurement methods have been used. The 

first method used the level and quantity of the disclosed information to measure VD. 

However, this method neglects some important dimensions, such as the spread and 

usefulness of VD that distinguish the disclosed information. The second method uses 

subjective analyst disclosure quality rankings (Francis, Nanda and Olsson, 2008; Husted and 

De Sousa-Filho, 2018; Muttakin, Khan and Azim, 2015; Sun and Rath, 2010). Such indices may 

not be widely applicable for availability and transparency reasons (Chatterji et al., 2009).  

The motivations of this study are two-fold. Firstly, we go beyond previous studies that ignore 

the effect of spread and usefulness dimensions in measuring QVD (Alotaibi and Hussainey, 

2016; Alturki, 2014; Francis, Nanda and Olsson, 2008; Habbash, Hussainey, and Awad, 2016; 

Lobo and Zhou, 2001; Muttakin et al., 2015). Therefore, we contribute to the existing body of 
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literature by developing a comprehensive framework that considers three dimensions (i.e., 

quantity, spread and usefulness) to captures the QVD and examine the QVD-EM nexus. 

Secondly, to date, a study examining the impact of VD on EM in the banking sector is virtually 

non-existent. The extant literature of the influence of voluntary disclosure on earnings 

management provides inconsistent outcomes. For instance, Katmon and Al Farooque (2017) 

found that VD is negatively associated with EM. Conversely, Prior et al. (2008) have reported 

that VD is positively associated with EM. This paper, therefore, addresses this gap by 

examining the VD-EM nexus using a dataset that has been manually collected from 

commercial banks operating in the MENA region. This also brings a new perspective leading 

to a unique contribution to QVD and EM literature.  

This paper investigates the extent to which the QVD and EM are statistically and theoretically 

correlated. Theoretically, managers may voluntarily disclose high-quality voluntary 

information to mitigate information asymmetry further to signalling their superior 

performance to those interested in their information (Miller, 2002). Hypothetically, it is 

expected that managers who voluntarily release high-quality information are unlikely to 

engage in earnings manipulation. Since high information asymmetry is likely to result in EM 

practice, the QVD is assumed to mitigate the information gap between agent and principle. 

Thus, QVD is considered as a vital instrument to monitor executive’ opportunistic behaviour 

and constrain the incidence of EM practice (Bushman and Smith, 2001). Furthermore, the 

magnitude of EM is less likely to be correlated to the level of VD, which implies a 

compensatory relationship, meaning that firms with poor quality disclosures might attempt 

to gain legitimacy by disseminating more information voluntarily to compensate stakeholders 

for the inadequacy of the disclosed information (Rodríguez‐Ariza et al., 2017).  

In our study, we use a sample of 106 commercial banks listed in 17 MENA stock exchanges 

covering a ten year period. Our study employed loan loss provisions (LLP), which is widely 

used in the banking industry as the main tool for managing EM (Kwak et al., 2009; Leventis et 

al., 2012). The extent of LLP for each sample firm-year was estimated using Kanagaretnam et 

al. (2004) model. Our empirical findings suggested that banks that provide high QVD appeared 

to be less engaged in EM. Additionally, we found no evidence on the association between the 

quantity (level) of VD and EM in the MENA region.  

Our study makes the following contributions. First, prior VD-to-EM studies were confined to 

examining the relationship between the level of VD and EM (i.e., Katmon and Al Farooque, 
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2017; Rezaee and Tuo, 2019; Suteja et al., 2016). Our study, therefore, extends the body of 

previous literature by considering the collective effect of VD quality and quantity on the 

engagement in earnings manipulation in the banking sector. To achieve this objective, we 

develop a three-dimensional framework to measure the QVD. This framework takes into 

consideration the quantity, spread and usefulness of the information disclosed voluntarily, 

which is regarded as the most comprehensive proxy for disclosure quality. This allows for in-

depth descriptions of the patterns and the nature of the disclosed information.  

Second, while previous studies have documented that the information asymmetry levels 

among non-financial institutions are very high (Alotaibi and Hussainey, 2016; Mersni and 

Othman, 2016; Moumen et al., 2016), there is still an insufficient substantiation on the effect 

of VD on EM in the banking sector. Thus, we fill this gap by using data from commercial banks 

operating in 17 MENA countries. Also, our paper is, to the best of our knowledge, the first 

study to offer springboard of the relation between QVD and EM in the financial services 

sector. Third, we also extend the recent work of Alotaibi and Hussainey (2016), Mersni and 

Othman (2016), and Moumen et al. (2016) on earnings manipulation and voluntary disclosure 

by providing new evidence about the effect of QVD on EM in emerging economy context. Our 

findings are expected to assist regulators, policy-makers, market participants, and academics 

in appreciating the function and the importance of QVD dimensions in mitigating EM.  

 

The rest of the paper is organised as follows: Section two develops the theoretical framework 

and literature review, while Section three describes the research method used. Next, in the 

finding section, the main results, additional analysis, and robustness tests are outlined. The 

final section presents the main discussion, implications, and limitations. 

 

2. Literature Review and Hypotheses Development 

Prior literature considered EM as a form of agency cost since directors engage in opportunistic 

behaviours by providing inaccurate information that does not reflect the firm’s economic 

reality (e.g., Kwak et al., 2009; Leventis et al., 2012; Othman and Mersni, 2014). The issue of 

information asymmetry allows managers to manipulate earnings to gain personal benefits 

since their compensation might directly depend on the reported results. It might also increase 

job security at shareholder's expense  (Alzoubi, 2016; Chong et al., 2012; Darjezi, 2016). In the 

banking industry, considerable discussion and criticism concluded that earnings manipulation 
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and executive compensation are some of the main reasons for their financial crisis from 2007 

to 2008 (Alhadab and Al-Own, 2019). 

In contrast, VD transcends mandatory disclosure requirements and represents management’s 

free choices to provide relevant information in their annual report to enable users to make 

informed decisions (Meek, Roberts, and Gray, 1995, p. 555). Two perspectives have been 

suggested by previous research to describe the impact of QVD on EM, namely, opportunistic 

and long-term perspectives. The long-term perspective enables firms to reduce information 

asymmetry and improve financial decisions in capital markets by signalling high-quality 

information (Uyar, Kilic, and Bayyurt, 2013). Given the proposition of a positive correlation 

between EM and information asymmetry, signalling theory assumes that information 

asymmetry is mitigated by disclosing high-quality information voluntarily (Harun et al., 2020). 

Managers may avoid the issue of asymmetric information through voluntarily signalling 

credible and relevant (high-quality) information to the market (Watts and Zimmerman 1978). 

In this regard, loan loss provision (LLP) is utilised by bank’ managers as a signalling approach 

to convey a signal of conservatism and confidence about their financial strength (Ahmed et 

al., 1999). Gray (2004), for example, reported that managers of highly performed and 

financially stable firms have a desire to distinguish themselves from poorly performed firms 

by extending (signals) high- quality information voluntarily to communicate successfully. 

The legitimacy theory, on the other hand, argues that firms disguise their opportunistic 

behaviour through disclosing information voluntarily (Li et al., 2012; Parvin et al., 2020). Li, 

Mangena, & Pike (2012) argued that managers might voluntarily reveal information to shade 

their opportunistic behaviour and to protect themselves against any possible reaction from 

stockholders. The view of legitimacy theory proposes that “individual actions are substantially 

related to their self-interest, and respectively individuals may rise their wealth by engaging in 

EM practices” (Jensen & Meckling, 1976). Consequently, this perspective suggests a 

substitutive association between EM and QVD, in the sense that VD is used as a legitimate 

mechanism to compensate for poor financial reporting quality (Francis et al., 2008; Martínez-

Ferrero et al., 2015).   

Prior studies examined the effect of VD on EM, although their results have been proven to be 

inconsistent. For example, Rezaee and Tuo (2019), Katmon and Al Farooque (2017) and 

Alzoubi (2016) found that VD is negatively associated with EM. Conversely, Kasznik (1999), 
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Patten and Trompeter (2003), Prior et al. (2008) have reported contradictory evidence, as 

they found that VD is positively correlated with EM.  

Specifically, Rezaee and Tuo (2019), investigated the effect of the quality and quantity of 

governance,social and environmental disclosure on earnings management in the context of 

culture and corporate ethical value. It was found that the quantity (level) of sustainability 

disclosure in the USA non-financial firms is negatively correlated with earnings manipulations. 

They also found that the quality of sustainability disclosure strengthens the negative 

association between the sustainability level of disclosure and earnings management. In the 

UK context, however, Katmon and Al Farooque (2017), examined the influence of internal 

corporate governance on the quality of disclosed information and earnings manipulations 

using three different indices to capture the quality of disclosure. These indices are Forward-

Looking Score, Investor Relation Magazine Award and the analyst forecast accuracy. They 

conclude that all three proxies of disclosure quality have significantly and negatively 

influenced corporate engagement in earnings management, whereas corporate governance 

mechanisms seem to have an insignificant influence on earnings manipulations in the UK 

setting. In the Middle Eastern countries, Alzoubi (2016) investigates the relationship between 

internal corporate governance mechanism and earnings management practices among 62 

companies listed on the Amman Stock Exchange. The study’s findings reveal that managerial 

ownership, external blockholder, institutional ownership, foreign ownership and family 

ownership have an inverse relationship with EM.  

Also, Alzoubi (2016), has investigated the impact of the quality of disclosure on earnings 

manipulation among non-financial companies registered in the Jordanian Stack Exchange 

using the disclosure index of Beattie et al. (2004). The study points out that the quantity of 

disclosure (level) can restrain earnings manipulation, which in turn expected to improve the 

quality of annual reports in the Jordanian context. 

On the contrary, Prior et al. (2008) and Patten and Trompeter (2003), tested the association 

between earnings manipulation and corporate social responsibility (CSR) and environmental 

disclosure among non-financial firms over 26 different developed countries. These studies 

utilised a disclosure index to capture the level of disclosed information and found a positive 

relationship between earnings manipulation and corporate disclosure, which in turn 

negatively impact the companies’ financial performance.  From a managerial perspective,  this 
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empirical evidence suggests that VD seemed to be employed by managers as a method to 

reduce firm’s exposure, political and social pressures (Patten and Trompeter, 2003); thus, 

managers might attempt to opportunistically disclose more information voluntarily to cover 

any misconduct such as earnings manipulation (Ullah et al., 2019). In the same manner, a 

study conducted by Kasznik (1999) aims to investigate the effect of information disclosed 

voluntarily on EM among 366 US-listed companies during the period 1987 – 1991. The study’s 

finding reveals that voluntary disclosure is positively and significantly affected EM practices. 

This result suggests that directors who are overstated earnings are very likely to shift 

announced earnings aiming to meet their anticipation. Similarly, several studies have 

investigated the relationship between the quantity of CSR and earnings manipulation on non-

financial sectors (Muttakin et al., 2015; Prior et al., 2008; Patten and Trompeter, 2003). Their 

findings show that the level of CSR and EM practices are positively and significantly related.  

These studies confirm that managers who tend to publish high level of CSR are motived to 

practice EM.  

Prior studies appeared to have a number of limitations. First, the majority of previous VD-to-

EM studies were limited to examining the effect of the level of information provided 

voluntarily on EM practices without considering the spread and usefulness of the information 

disclosed. In this regard, Beretta & Bozzolan (2008) state that the level of VD is not the only 

approach of measuring the quality of disclosed information as considering other matters such 

as the type and variety of the disclosed items became a more dominant proxy for the quality 

of VD. In addition, Botosan (2004) asserted that the notion of QVD should be consistent with 

the conceptual framework of IFRS. This will find an acknowledged explanation of disclosure 

quality, in turn, could increase the quality of disclosed information and then enhancing 

decisions making processes (IFRS 2010). Second, a previous study focusing on examining the 

QVD-EM nexus in the banking sector is virtually non-existent. Third, the vast majority of QVD-

to-EM studies have been devoted to investigating the context of developed economies (e.g., 

Francis, Nanda and Olsson, 2008; Husted and De Sousa-Filho, 2018; Lobo and Zhou, 2001) 

with a little attention has been paid to bringing up contextual insights from developing 

economies settings. Our study contributes to the ongoing debate on the possible effects of 

QVD on EM in several ways. First, we extend the body of existing literature by developing a 

multidimensional framework to measure the quality of VD. Second, we add to the literature 
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by considering the impact of the quality along with the quantity of VD on EM. Third, our study 

addresses the dearth in prior studies by examining the QVD-EM nexus in the banking sector. 

Finally, our research paper brings up new empirical evidence on the QVD-EM link from an 

under-research context, namely the MENA region, yet of a major economic and political 

importance to the global economy.  

Managers of institutions operate in the MENA region implement social accountability 

approach, which is associated with anti-manipulative behaviour, enhance the transparency 

of the disclosed information. Social accountability is considered as the institutionalised 

mechanism of control, which impacts both firm and individuals’ attitudes (Lassoued, Attia, & 

Sassi, 2018). Similarly, Brusca et al. (2016) indicated that directors of firms should disclose 

valuable information to be accountable to the society and enhancing their reputation in 

response to any potential outside stress performed by regulatory bodies. Since the full 

disclosure is linked to social accountability, society has the right to receive high-quality 

information regarding the company's operations. In the same manner, Haniffa and Hudaib 

(2002), conclude that high-quality disclosure could assist directors in performing their 

accountability to society and helping stakeholders to take an accurate decision.        

Signalling theory argues that directors are motivated to reveal extensive information since 

accounting information is considered to be a signal to the capital market (Spence, 1973).  

Furthermore, signalling theory assumes that managers in the banking sector are very likely to 

used loan loss provision (LLP) as a signal instrument to transfer bank’s particular information 

to stakeholders, and therefore, send positive signals to stakeholders regarding their financial 

strength (Ahmed et al., 1999; Darjezi 2016). Based on the signalling theory, bank managers 

are tended to raise LLP to signal valuable information regarding their upcoming earnings, 

consequently, enhancing shareholders' confidence about the bank’s earnings (Ahmed and 

Courtis 1999). Banks with a low level of performance are expected to be involved in EM 

practices through decreasing LLP to increase the bank’s earnings. This approach could 

minimize the opportunity of being reviewed by regulatory agencies aiming to maximums 

management compensation. In this regard, Alhadab and Al-Own (2019) conducted a study 

that aims at examining the impact of equity incentives on earnings management using loan 

loss provisions (LLP) among 39 European banks. Their results show that managers of European 

banks widely use income-increasing earnings management by discretionary loan loss 
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provisions, and that is partly motivated by the compensations of manager’s. The acceptably 

explanation of this argument is that managers are willing to send a signal that includes false 

information related to decreased or increased LLP to meet their expectations (Ashraf et al., 

2014).   

Besides, signalling theory suggests that accurate, complete, and reliable VD decreases 

information asymmetry between internal and external users (Katmon and Al Farooque, 2017). 

Since managers could reduce the asymmetric information by releasing high-quality 

information to the market (Miller, 2002; Watts and Zimmerman, 1990), it is expected that 

companies which provide QVD are less likely to be involved in earnings manipulation. 

Consequently, based on the results of previous studies that indicate a possibility of a negative 

association between QVD and EM (e.g., Rezaee and Tuo 2019; Katmon and Al Farooque 2017; 

and Alzoubi 2016; Lobo and Zhou 2001) and in the light of several of theoretical arguments 

primarily stemmed from Legitimacy theory and signalling theory, this study proposes the 

following hypothesis.  

H1: Ceteris paribus, there is a statistically significant and negative relationship 
between the QVD and EM practices in the context of MENA banks. 
 

3. Data and methodology 

The dataset used in our study was collected from banks listed in MENA stock exchanges and 

covered ten years period spans from 2006 to 2015 to ensure a consistent and adequate 

number of observations. The study started in 2006 due to the adoption of Basel II in 2005 

across banks operate in MENA countries (Elamer et al., 2020). The selection of commercial 

banks in MENA countries is of a significance stemming from their considerable financial 

influence in the context of an emerging economy at large (Bourgain et al., 2012). For example, 

according to their credit levels and banking assets, MENA countries have been ranked second 

in terms of banking sector development (Ben Rejeb Attia et al., 2019). Similarly, banks operate 

in the MENA region have embraced Basel ii regulations that attempt to enhance the 

transparency and credibility of disclosed information Likewise, a series of reforms have been 

embraced by policy-makers in the majority of MENA countries to build a solid, institutional 

and legal framework which in turn attracts external fund and boost investors’ rights 

protection (Buallay et al., 2020). More specifically, enhancing the supervision, regulation and 
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increasing transparency of banks are considered as a sample of the reforms that banks should 

undertake through imposing provisions for the information disclosed and implementing high-

quality corporate governance mechanism that is in line with the international standards 

(Elfeituri, 2018). In light of these characteristics, the banking system across MENA countries 

is heavily required by the adopted liberalization policies to improve the quality of reported 

financial and non-financial information in corporate annual reports (Kamla, 2007). 

Our data have been carefully collected from annual reports, the Orbis Bank Focus database, 

and the OSIRIS database to avoid any data unavailability and inconsistencies. The whole 

population of 149 listed commercial banks in MENA countries is used as the initial sample 

size. To ensure the generalisation of the study findings, we excluded those banks 

characterised with incomplete data, government banks, cooperative banks, Islamic banks as 

they have different regulatory requirements compared to commercial banks. We also filtered 

the sample by covering the period of Pre- and post-banking crisis and the adoption of Basel II 

in 2005 across banks operate in MENA countries (Elamer et al., 2020). Thus, after applying the 

adopted sampling criteria, the final sample of our study is ended up with 106 commercial 

banks selected from 17 MENA countries with a total number of 1,060 bank-year observations. 

Table I presents the banks’ specifications by country. 

INSERT TABLE (I) 

3.1 Measurement of EM 

Following the prior literature (e.g., Abdelsalam and El-Komi, 2016; Othman and Mersni, 2014; 

Elleuch and Taktak, 2015), we measured EM based on loan loss provision using Kanagaretnam 

et al. (2004) model. This model is a sector-specific approach and considered as the most 

reliable and robust approach in the banking industry that enables us to distinguish between 

non-discretionary and discretionary accruals (Abdelsalam et al., 2016). Unlike other EM 

models, Kanagaretnam et al.  (2004) model utilise LLP that represents the largest portion of 

accruals in the banking industry (Lobo & Zhou, 2001) and plays a major role in the manager's 

decision to manipulate earnings (Beaver & Engel, 1996). 

Our study employed the following cross-sectional equation in the estimation of the 

discretionary part of LLPs: 

LL-Psit = β0 + β1 NP-Lit-1+ β2 ∆ NP-Lit+ β3 ∆ T-Lit+ εit            (A) 
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This model consists of a non-discretionary component of loan loss provision (ND_LLP)1. The 

ND_LLP can't be directly achieved. However, it is obtained via the changes in the bank 

business condition. Following Kanagaretnam et al. (2004) and Kwak et al. (2009), we 

estimated ND_LLP through enclosing several variables that reveal the level of loan loss 

portfolios such as non-performing loans, total loans, and changes in non-performing loans. 

Therefore, ND_LLP is estimated by utilising the equation (A) and evaluation gained via its 

predicted (β0 β1 β2 β3) coefficients (see equation B). The discretionary loan loss provision 

(D_LLP) relies on the predicted LLP estimation error obtained through the residual of equation 

(A). The final estimation process stage is to calculate the D_LLP through the difference 

between the estimated ND_LLP and D_LLP (See equation C).  In line with previous studies (i.e., 

Abdelsalam and El-Komi, 2016; Grougiou et al., 2014; Jackson., 2018), we used D_LLP as a 

proxy of earnings management as it is directly linked to managers decisions in manipulating 

earnings through underestimating or over-estimating LLP. 

ND_LLPit = β0ˆ+ β1ˆ NP-Lit -1 + β2ˆ ∆NP-Lit + β3ˆ ∆T-Lit              (B)  

D_LLPit = L-LPit – ND_LLPit.                                                    (C)  

where:  

LL-Psit: is calculated as total loan loss provisions for bank i at year t, divided by beginning 

total loans, NP-Lit-1: is the beginning balance of the non-performing loans for bank i at 

year t divided by the beginning, total loans, ∆NP-Lit: is calculated as the change in the 

value of non-performing loans for bank i at year t, divided by the beginning, total loans, 

∆ T-Lit: is measured as the change in the value of total loans for bank i at year t, divided 

by the beginning, total loans, ND_LLPit: is the non-discretionary loan loss provisions for 

bank i at year t, D_LLPit: is the discretionary loan loss provisions for bank i at the year t. 

3.2 Measurement of QVD 

In the initial stages of conducting the current study, we adapted the disclosure framework of 

Beattie et al. (2004), which consists of the disclosure quantity and the spread. We then 

expanded this framework to capture three disclosure dimensions, which are (i) quantity (how 

much and what information is voluntarily reported), (ii) information disclosure spread 

(concentration and coverage of information), and finally, (iii) the usefulness of the disclosed 

 
1 For further information refer to Kanagaretnam, K., Lobo, G. J., & Mathieu, R. (2004). Earnings management to reduce earnings variability: 

Evidence from bank loan loss provisions. Review of Accounting and Finance, 3(1), pp.128-148.  
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information. Our expanded framework is based on these three dimensions and provides 

evidence regarding banks’ QVD, which allows both qualitative and quantitative features of 

the disclosed information to be captured. The following sections explain how each dimension 

of the QVD framework is measured. 

3.2.1 Quantity Dimension 

This dimension represents the VD amount that is adjusted by business size. Previous studies 

have suggested that disclosure levels are affected by business complexity and size (e.g., 

Beretta and Bozzolan, 2008; Platonova, Asutay, Dixon, and Mohammad, 2018; Rezaee, and 

Tuo, 2019). Since our sample covers one industrial type (conventional banks), the quantity 

dimension (ST-R_Q) is measured by considering the variation in size of the banks to provide 

an effective evaluation of quantity VD. To capture the quantity of VD in annual reports, 

content analysis was applied. We constructed a checklist consisting of 88 items (see Appendix 

A). The selection and development of the categories for the classification of content is an 

important element of conducting a content analysis technique. Particularly, our study 

followed Menicucci (2013) and Maali et al. (2006) to develop a comprehensive checklist that 

contains items relevant to MENA banks. The number of words was employed to measure ST-

R_Q in the current study. We used the relative number of words adjusted by bank size to 

capture the ST-R_Q dimension since this external factor has been found to affect the level of 

disclosure. The standardised OLS estimation of the number of words (how much) on bank size 

was employed as the quantity dimension proxies. Following Beretta and Bozzolan, (2008), we 

obtained the R_Qit by excluding the residual (estimated disclosure) from the actual total 

frequency of disclosed items. Then the maximum and minimum value of R_Qit form the 

overall sample are used to finally achieve the quantity dimension. We adopted the following 

standardised formula2: 

ST_ 𝐑_𝐐𝑖𝑡=    1 −  
𝐌𝐚𝐱 _𝐑_𝐐𝑖𝑡−  𝐑_𝐐𝑖𝑡

𝐌𝐚𝐱_𝐑_𝐐𝑖𝑡 −  𝐌𝐢𝐧 𝐑_𝐐𝑖𝑡
     

Where: 

ST_R_Qit = standardised relative quantity index for the bank i at year t. 

 
2 Further information about the measurement of quantity and spread dimensions can be found in Beretta, S., & Bozzolan, S. (2008). Quality 

versus quantity: the case of forward-looking disclosure. Journal of Accounting, Auditing & Finance, 23(3), 333-376. 
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R_Qit = is the relative quantity index, which is the residual for the banks i at year t that 
obtained after controlling the size of the bank.  

3.2.2 The Spread Dimension 

The spread of VD is the second dimension used in this study since it helps to evaluate whether 

the voluntarily disclosed information meets the needs of various stakeholders. The functions 

of VD dispersion (DI_S) and VD coverage (CO) were used to determine the dimension of 

spread. We measured CO as the proportion of VD items reported by the banks in the annual 

reports from the total number of VD items contained in the index. The range of CO is between 

1 and 0. The highest value (1) is assigned if each of the topics (sub-topics) in the checklist is 

disclosed in the bank’s annual report, whereas the lowest value (0) is assigned with non-

disclosed topics. The following equation is used in measuring CO:   

COit =  
1

st
 ∑ IN_F𝑠

𝑗=1  

Where, IN_F = 1 if bank i provides information in the annual report about item j and otherwise 

0, and s is the number of subcategories. We used DI_S as an indication of disclosed items’ 

concentration within the disclosure index. We also used the frequency of items disclosed from 

index A to obtain the concentration of disclosed items. This technique is adopted to examine 

whether bank managers focus (giving signals) on specific items or provide a variety of 

information about all items involved in the index. The following is the DI_S equation:  

DI_Sit =   1 − ∑  𝑛 
𝑗=1   P-j2 

 

Where P-j = proportion of disclosed item i measured by the item disclosure frequency in 

category j. In the current study, 0 is assigned as a value of DI_S if all VD words fall into one 

category, and a higher value is assigned when VD words are spread between categories. The 

quality of disclosure increases in line with the DI_S index value. Larger CO and DI_S indices 

indicate a higher information spread (SP_R). Thus, the average of DI_S and CO is used as a 

proxy for the spread dimension:  

SP_Rit =   
1

2
 (DI_Sit + COit) 

3.2.3 The Dimension of Usefulness 

Using the five fundamental qualitative characteristics of IFRS (2010): “comparability” 

“relevance” “understandability”, “faithful representation”, and “timeliness”, we have 

innovatively developed an index of disclosed items to measure VD usefulness. To evaluate 
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the scores of each item, we employed rating scales with five points for all qualitative 

characteristics except timeliness, which was measured by using the natural logarithm of the 

number of days between the year-end and the auditor’s signature on the reported post-year-

end calculation (see Appendix B). In line with Alotaibi and Hussainey (2016), we measured 

usefulness by using the weighted method as follows: 

US_EF =    
1

5
 ( Comparability +  Relevance + Understandability + Faithfulness +  Timeliness) 

Finally, the average of the three dimensions provides the quality of the information disclosed 

voluntarily. The QVD is defined as follows: 

QVD =  
1

3
  (ST_R_Q + 𝑆𝑃_𝑅 + 𝑈𝑆_𝐸𝐹) 

Several steps were taken to ensure the reliability and validity of QVD measurement. Firstly, 

to improve validity, we carefully developed our checklist based on previous studies. Secondly, 

the initial index was independently reviewed by four experts in the area of QVD, who offered 

their opinion on the ambiguities found in the review. To improve the reliability of our 

measurement, firstly, we used multiple coders to score the research instrument (Alotaibi and 

Hussainey 2016). We, secondly, discussed and resolved the discrepancies and any emerging 

problems accordingly. Thirdly, we used a sample of annual reports to compare the disclosure 

coding scores among coders. Fourthly, to validate the QVD model, we verified whether QVD 

is related to market reactions. Previous studies documented that the market reacts positively 

to QVD (Cahan et al., 2016; Nekhili et al., 2017), which signals the high quality of information 

disclosed by banks. Therefore, the market-based value (MBV) was employed to indicate the 

market reaction; it is calculated using the aggregate of both earnings per share (EPS) and 

Tobin’s Q3.  

The untabulated findings of the panel data regression illustrate that QVD has a positive and 

significant association with MBV at 1 percent level, and the coefficient is equal to 0.1257. This 

finding suggests that a VD of high-quality information is more likely to help market 

participants to predict banks’ earnings in the subsequent year. Thus, we provide 

experimental evidence to support the validity of the developed framework. 

 

 
3 Following prior studies, Tobin’s Q is measured as the market to book value of equity, whereas EPS is calculated as net 

income scaled by the total number of outstanding ordinary shares (Cahan et al., 2016; Nekhili et al., 2017).  
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4. Empirical model 

Following prior studies, we used several control variables that may affect EM and QVD (see, 

e.g., Abdelsalam and El-Komi, 2016; Alotaibi and Hussainey 2016; Moumen et al., 2016; 

Nekhili et al., 2017). In particular, the following variables are considered: bank size, growth, 

leverage, profitability, liquidity, credit risk and capital adequacy ratio, external financing (L-

D), independent board of directors (I_BD), board size (B_Z), board expertise (BD_EX), duality 

(D_U), board gender diversity (B_GD), board meeting (B_M), independence of audit 

committee (I_AC), size of the audit committee (A_CZ), audit committee meetings (A_CM), the 

expertise of audit committee members (A_CEX), external audit (Big_4), gender diversity of 

audit committee members (A_CG), managerial ownership (M_OS), and block-holders (B_H). 

Following Abdelsalam and El-Komi (2016), a dummy variable is used to control country-

specific effects. It is related to those countries that experienced political issues during the 

years from 2011 to 2015. A value of 1 is assigned if a bank is based in Tunisia, Egypt, Yemen, 

Syria, or Iraq and zero otherwise. Additionally, we used a dummy variable to control for the 

difference in economic environments among MENA countries. A value of 1 is given for Gulf 

Cooperation Council (GCC) countries and zero otherwise. We used the following model (1) to 

examine the effect of QVD on EM4: 

𝐸𝑀_𝐿𝐿𝑃𝑖𝑡 = 𝑓(QVD𝑖𝑡;  Corporate Governanceit;  Bank characteristicsit + country effectsit)     (1)    

Following prior studies (Katmon and Al Farooque, 2017; Rezaee and Tuo, 2019), we utilised 

the Chow test to compare between panel and pool regressions. The untabulated result shows 

that F statistics is highly significant at 1% level, confirming the suitability of panel data 

regression. In the second phase, we used the Hausman specification test to compare between 

random and fixed effects regression, and we found the random effect is the most suitable for 

our sample as P value was insignificant (P= 0.1109). 

5. Results and Discussion 

From the descriptive statistics presented in Table II, the QVD standard deviation and mean 

values for the entire sample are 0.0530 and 0.5774, respectively and are consistent with those 

 
4 The Model Variables’ Definitions and Measurements are presented in Appendix (C) 
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results reported by Michelon et al. (2015) and Lim et al. (2017), that suggest an averages value 

of QVD  varies between 56% and 57% among the UK and Australian listed firms, respectively. 

However, this finding is higher than those of Ghosh (2018), who reported that the level of 

disclosure is about 20% among MENA banks during the period 2000-2012. This discrepancy 

can be justified by the variance in the technique utilized to measure the disclosed information 

and to the investigated period as most MENA banks started adopting IFRS in post-2006 

(Elnahass et al., 2014).  The mean value of EM_LLPs is 0.1115, with a high degree of dispersion. 

Nevertheless, the findings show that the EM_LLP value across MENA banks is higher 

compared to those of Abdelsalam and El-Komi (2016), who reported 0.002 to be the average 

value of EM among MENA banks. The observed variation in the results of both studies may 

be attributable to the EM measurement differences. Unlike Abdelsalam and El-Komi (2016), 

we used the absolute EM value instead of using signed discretionary accrual value since the 

objective of our study is to examine the extent of EM and not the direction.  

The correlation among the independent variables is reported in Table III. The standard errors 

are likely to be inflated by the collinearity issue between the Big 4 and A_CEX, which may 

cause some variables to be statistically insignificant. In line with Gujarati and Porter  (2009), 

A_CEX was omitted due to the high level of correlation and less significant relationship with 

the EM proxy. The correlation coefficients of other explanatory variables are below the 

conventional threshold, meaning that the issue of multicollinearity among our study variables 

does not exist.  

5.1 Multivariate Analysis 

The main findings of our study are reported in Table IV and show a negative association 

between EM_LLP and QVD, which is in line with those of some previous studies  (Iatridis and 

Kadorinis, 2009; Lobo and Zhou, 2001; Sanjaya and Young, 2012; Tariverdi et al., 2012). Our 

result suggests that banks with high QVD are more likely to mitigate EM practices. This 

evidence supports the contention that the increased level of transparency reduces 

asymmetric information expectations among stakeholders. This result supports the long-term 

perspective, suggesting that high QVD is provided by banks to minimise information 

asymmetry and boost owners’ confidence regarding firms’ future and current performance 

(Akisik and Gal, 2011). Furthermore, our outcomes are consistent with the perspective of 

signalling theory, suggesting that banks QVD mitigates information asymmetry by signalling 
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superior performance to the information users (Prado-Lorenzo et al., 2008; Miller 2002). 

Thus, the current study accepts H1 that QVD has a negative impact on EM.  

In respect to MENA countries, our results appear to be well substantiated by those described 

by Ben Rejeb Attia et al. (2019) and Gerged et al. (2020), signifying that involving in any type 

of unethical practice such as EM may lead to imposing penalization by stakeholders, and 

therefore, bank directors are very likely to provide high QVD to mitigate any potential fine 

and to be recognised as ethically accountable. Noticeably, the quality of disclosure has 

spectacularly raised which could be attributed to the governments' role in most of MENA 

region to improve disclosure quality and due to the series of reforms adopted by policy-

makers to set up a legal and institutional framework aiming to boost investor protection and 

attracting foreign direct investments (Kamla, 2007). Most importantly, banks in MENA 

countries are required to implement corporate governance codes to be in line with the 

internationally recognized standards. Therefore, implementing reforms and imposing 

provisions for the disclosure have dramatically improved supervision, regulation and 

transparency (Turk-Ariss, 2009). In light of these characteristics, banks operate in the MENA 

region seem to be torn by the growing demand to promote disclosure quality, which is 

imposed by liberalization policy (Kamla, 2007). 

This outcome provides important implications for regulators and standard-setters, enabling 

them to continually improve the guidelines and framework to assist banks in providing high 

QVD. It also offers significant implications for bank managers in the MENA region by paying 

more attention to the quality of voluntary disclosure dimensions. 

INSERT TABLE (II) 

INSERT TABLE (III) 

Regarding control variables, we found a negative association between EM and the Big 4 

auditors, indicating that Big 4 audit firms are effective in constraining the occurrence of EM 

practices of banks in MENA countries. This result corroborates the findings of Kanagaretnam 

et al. (2010) and Lin and Hwang (2010), who confirmed the negative impact of contracting 

with a Big 4 auditing firm on the engagement in EM. Furthermore, the B_H has a negative 

relationship with EM at the 1% level, indicating that banks with a higher B_H ratio found to 

have a lower level of EM. The result is in line with prior studies, which have shown that B_H 



18 
 

with at least a 5% equity stake can play a key role in the mitigation of managerial opportunism 

(Shleifer and Vishny, 1997). Consistent with Ding and Zhang (2007) and Klein (2002), we found 

that B_H is negatively related to EM.  

Concerning bank characteristics, bank size (BSIZE) has a negative relation with EM. Previous 

studies  (Hadani et al., 2011; Kim et al., 2012; Lin and Shen, 2015; Scholtens and Kang, 2013) 

found similar findings as large-sized banks are less likely to manipulate their earnings figures 

as compared with smaller banks. This is due to an increase in the monitoring mechanism 

employed by regulators and their focus on potential EM-related issues (Kim et al., 2012). Also, 

the coefficients of growth and L_IQ have a negative effect on EM, implying that due to 

increased monitoring, banks with higher growth opportunities and greater liquidity are 

unlikely to engage in EM (Cornett et al., 2009). Furthermore, our results reveal that the 

external financing proxy (L-D) is negatively associated with EM, suggesting that managers 

manipulate earnings to attract external funds. They engage in EM by reporting low LLPs, thus 

decreasing the perceived risk and increasing the reported earnings (Othman and Mersni 

2014). In contrast, the regression results reveal that none of the board characteristic 

variables, leverage, profitability, credit risk, and capital adequacy ratio, have any influence on 

banks’ involvement in EM in the MENA region. 

INSERT TABLE (IV) 

6. Additional analysis  

We check the robustness of the primary findings by employing the quantity of voluntary 

disclosure as an alternative proxy for QVD to examine whether EM is reduced or enhanced by 

using the new proxy. We argue that, despite the inseparable nature of the quantity and the 

quality of voluntary disclosure, the mere quantity evaluation of voluntary disclosure activities 

is unlikely to improve market decisions. Following prior studies, we used content analysis to 

measure the quantity of voluntary disclosure (QD) and repeated the main analysis (Belgacem 

and Omri, 2015; Haniffa and Cooke, 2005). The findings of the additional analysis are reported 

in Table V. We found that the quantity of disclosure (QD) has an insignificant effect on EM 

compared to QVD, which has a significant and negative influence on EM. Our findings support 

the main hypothesis, showing that it is the quality rather than the QD, which is very likely to 

enhance the financial reporting quality by reducing EM. 
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INSERT TABLE (V) 

Furthermore, to achieve the confidence of our analysis that the main outcome does signify 

the effect of QVD on EM practice, we examine whether the influence of QVD on EM differs 

between the high QVD and low QVD banks. Using the median value of QVD, we split the 

sample into two sub-sets. The first sub-set consists of “high QVD banks,” whose QVD is above 

the median value, and the second sub-set is identified as “low QVD banks” with QVD below 

the median value. Table VI shows that banks associated with high QVD are less likely to 

engage in EM, although EM is insignificantly related to QVD in low-QVD banks in the MENA 

region. This means that high-QVD banks are less likely to manipulate their earnings figures as 

compared with low-QVD banks (Lin and Shen, 2015; Scholtens and Kang, 2013). This implies 

that high-QVD banks are mostly large-sized ones and facing stronger monitoring mechanisms 

employed by regulators to prevent their engagement in any potential EM-related issues (Kim 

et al., 2012). 

INSERT TABLE (VI) 

7. Robustness test 

Our study employs several alternative analyses to examine the robustness of our main 

findings. Firstly, we used an alternative EM measure to determine the robustness of the 

primary findings to various earnings manipulation measures. Specifically, we use Jones’ 

model, modified for banking institutions (Yasuda et al., 2004),  We estimated the total 

accruals (TO_AC) as the variation between net income and operating cash flows.  

TO_ACit = NE_Iit – OC_Fit 

Following Abdelsalam et al. (2016) and Yasuda et al. (2004), the cross-sectional variation is 

utilised. We used the non-discretionary of equipment and premises expenses alongside with 

the changes in operating income to measure non-discretionary accruals. And therefore, the 

residual from equation (D) is utilised as the discretionary portion of the total accrual since it 

is directly related to managerial discretion. In line with Abdelsalam et al. (2016), all variables 

are divided by the value of lagged total assets to avoid heteroscedasticity.  

𝑇𝑂_𝐴𝐶 

𝑇𝑂_𝐴𝑡−1
=  β0

1

𝑇𝑂_𝐴𝑡−1
+  β1

∆ 𝑂_𝐼𝑁𝑖𝑡

𝑇𝑂_𝐴𝑡−1
+  β2

𝐵𝑃_𝐸𝑖𝑡 

𝑇𝑂_𝐴𝑡−1
+ ε𝑖𝑡                   (D) 
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Where:  

TO_AC= is the total accruals estimated from the difference between net income and 
operation cash flows. TO_A= Total assets. ∆ O_IN= Change in operating income. BP_E= 
Bank’s premises and equipment. Consequently, we repeated the main empirical 
analyses (see Table VII) using the alternative measure as a proxy of EM. 

 

The results are similar to the main findings in Table IV. This means that our primary results 

are robust to alternative EM proxies. Secondly, we tested the influence of each dimension on 

both measurements of earnings management separately. Table VIII reveals that the ST_RQ, 

which represents the quantity dimension of disclosed information, has an insignificant 

relationship in reducing EM in both models. On the other hand, the spread and usefulness 

dimensions of disclosed information have negative and significant associations in mitigating 

EM in both models. These results are supportive of the main outcomes and consistent with 

the argument that the quality of disclosed information is not directly linked with the level 

(quantity) (Beattie et al., 2004). However, the quality of information is more likely to be linked 

to both the spread and the usefulness of the disclosed information. Furthermore, we re-run 

the model without the additional explanatory variables, which might have influenced the 

main relationship between EM and QVD. The findings in Table IX support the main findings. 

It also confirms that the spread and usefulness dimensions are negatively and significantly 

attributed to EM, whereas, the quantity dimension has an insignificant association with EM. 

These results are corroborated with the debate that the quality of disclosed information is 

unlikely to be associated only with the level of disclosed information but also to the spread 

and the usefulness of this information (Beretta and Bozzolan, 2008; Beattie et al., 2004). 

Finally, previous studies have suggested that managerial decisions affect both VD and EM, 

which will possibly lead to endogeneity issues (Harris et al., 2019; Rezaee and Tuo, 2019; 

Wang et al., 2016). Following Elnahass et al. (2018), we conducted the Durbin-WuHausman 

test to examine the existence of an endogeneity issue in our model. The findings of Durbin-

WuHausman is 0.5743. Although the endogeneity issue between the dependent and 

independent variable does not exist, the current study treated QVD as an endogenous 

variable, meaning that an endogeneity analysis will control the result. The current study used 

instrumental variable estimation (lagged QVD) to mitigate the endogeneity (Choi et al., 2013; 

Harris et al., 2019; Moumen et al., 2015). The two-stage least squares method was used to 
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reassess the key findings (see Table X). The outcomes are qualitatively in line with those 

results reported earlier in Table IV. Overall, our test confirmed the robustness of the main 

results and is not affected by the potential existence of endogeneity problems.    

INSERT TABLE (VII) 

INSERT TABLE (VIII) 

INSERT TABLE (XI) 

8. Conclusion  

This paper investigates the influence of QVD on EM among a sample of 106 commercial banks 

listed in 17 MENA emerging economies from 2006 to 2015. Two opposing viewpoints have 

been proposed by prior studies to explicate the association between QVD and EM. One view 

suggests that banks issue VD to reduce information asymmetry and uncertainty risk, thereby 

improving investment decisions in capital markets. The other view is based on the premise 

that the banks’ managers may disguise their opportunistic (EM) behaviour by disclosing more 

information voluntarily. One main gap that is not addressed by previous studies relates to the 

methods used to evaluate VD. Our study contributes to the extant literature by distinctively 

developing a multidimensional proxy for QVD and examining whether QVD can constrain EM. 

We combined three dimensions to measure QVD: the quantity, spread and usefulness of 

disclosed information. Using the OLS regression model, we found that QVD has a negative 

impact on EM. Our study adds to the ongoing debate on the possible effects of QVD on EM  

by providing new empirical evidence suggest that banks with QVD are, in fact, less likely to 

manipulate earnings, and instead will offer more transparent and reliable information in the 

context of developing economies generally and the MENA setting specifically. This evidence 

is in line with the perspective of signalling theory. Additionally, the influence of the quantity 

dimension of the disclosed information has an insignificant relationship in reducing EM, 

whereas, the spread and usefulness dimensions of disclosed information have a negative and 

significant association with EM. These outcomes support the argument that the quality of the 

disclosed information is not directly linked with the level (quantity) of disclosure, though the 

quality of information is more likely to be related to the spread and the usefulness of the 

information. 
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This study offers several implications for bank managers, academics, and policy-makers. 

Firstly, it may help managers to appreciate the function and the importance of QVD in 

mitigating EM. Secondly, for academics, our study provides suggestive evidence on the impact 

of QVD on EM; however, future research may need to consider the role of morality and ethical 

behaviour across different environments in reducing excessive risk-taking and constraining 

earnings manipulation. Finally, it provides insights for policy-makers and regulators to 

develop a framework or guidance that can help banks in providing high-QVD in the context of 

developing economies.  

Although our results are robust to various measurements and the possible occurrence of 

endogeneity problems, there are a few limitations that should be acknowledged, which 

provides opportunities for future research. For example, our sample size is relatively small 

due to data accessibility issues. Likewise, the findings of our research might not be 

appropriate for non-financial sectors. These limitations provide a good opportunity for future 

studies to expand on our research by covering other developing economies and, thereby, 

enriching the understanding offered by this study. 
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