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Abstract  The purpose of this study is to examine the effect of corporate and strategic information disclosure on 
earnings management among listed firms at the Uganda Securities Exchange. We conduct our survey on a census of 
9 non-financial listed firms spanning a period of 6 years (2012-2017). The study uses the magnitude of discretionary 
accruals obtained from the De Chow, Sloan and Sweeney (1995) model as a proxy for earnings management. The 
study’s results show a negative and significant effect of corporate and strategic information disclosure on earnings 
management. The implication of this finding is that information disclosure related to corporate and strategic 
information constitutes a constraint to the proliferation of earnings management. The study could benefit regulatory 
bodies that are considering making disclosure regimes effective. For instance, we find that the disclosure of 
corporate and strategic information drives EM downwards. In addition, the results of this study might assist 
regulators and policy makers in understanding better the interconnections between corporate and strategic 
information disclosure and earnings management practices in Uganda. This study, however, has some limitations. 
First, because the study uses a self-constructed disclosure index, certain information items employed in prior studies 
might be omitted. Second, whereas hand collecting the necessary data on corporate and strategic information from 
the narrative section of the annual reports allows for a data set containing rich information, the exercise is costly and 
time-consuming. 
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1. Background of the Study 

This study examines the effect of corporate and 
strategic information disclosure (CSID) on earnings 
management among listed firms at the Uganda Securities 
Exchange (USE). The study is based on the intuition that 
if you manage a better (more valuable) firm, you disclose 
more information because you have less to hide and more 
to advertise. The study shows, that this intuition is correct 
when it comes to the disclosure of corporate and strategic 
information (CSI) – better firms optimally disclose more.  

According to Hashim, Nawawi and Salin [1], the 
disclosure of CSI is considered to be very useful for 
corporate financing in that it could reduce the costs of 
external financing, improve decision making and keep 
away the managers from exercising budgetary discretion 
for their personal interests. This type of disclosure is the 

preference of corporate practices because it helps the 
investors and professional analysts to monitor and 
evaluate the company’s position and performance 
(Hermalin & Weisbach [2]).  

Both financial and non-financial firms frequently 
voluntarily disclose information on their corporate 
strategies. These disclosures are sometimes in the 
narrative section of the annual report and sometimes in 
communications with the press or analysts (Thakor [3]). 
Stakeholders need to have an insight into a company’s 
strategy in order to assess a variety of factors such as the 
competence of management, whether the strategy 
incorporates sustainability issues, or simply whether the 
strategy seems viable (Ungerer [4]). 

Much as corporate disclosure brings several advantages 
including, inter alia, greater stock market liquidity and a 
lower cost of capital (see for example, Lopes & Alencar 
[5]), managers are not always willing to increase the level 
of accounting disclosure. They may want to retain that 
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information to serve their personal interests (Consoni, 
Colauto & de Lima [6]). This leads to information 
asymmetry which creates ideal conditions for selective 
and distorted information reporting. According to Scott 
[7], information asymmetry can be reduced through 
voluntary disclosure and tighter regulation. Moreover, 
voluntary disclosure contributes to the reduction or 
elimination of information asymmetry and that lower 
information asymmetry makes it more difficult to engage 
in EM (Consoni et al. [6]). 

Although voluntary disclosure and EM are recurring 
themes in empirical research in accounting, there is no 
empirical evidence on the effect of CSID on EM that is 
specific to the USE. Our study therefore extends the existing 
empirical literature on voluntary disclosure by analysing 
specifically whether CSID is a deterrent to EM practices. 
The study contributes to a very thin literature linking the 
disclosure of CSI and EM among listed firms at the USE.  

The rest of the paper is organised as follows. Section 2 
is on literature review. Section 3 explores the study’s 
research methodology. Section 4 is on results and 
discussion, and in Section 5, we offer a summary and 
some conclusions. 

2. Literature Review 

2.1. Theoretical Review 

2.1.1 Agency Theory 
Agency theory is directed at the ubiquitous agency 

relationship, in which the principal delegates work to the 
agent, which performs that work (Jensen & Meckling [8]). 
The theory states that there is a potential for conflict of 
interest between managers and shareholders (Anis [9]). 
This conflict arises when managers undertake opportunistic 
actions, such as EM, to maximise their interests (Sun, 
Salama, Hussainey, & Habbash [10]).  

According to Sun et al. [10], agency theory suggests 
that firms may use different methods, such as voluntary 
disclosure, to reduce conflicting interests between managers 
and shareholders. Moreover, one way of ensuring the 
agency problem is minimised especially if managers who 
possess confidential information about a firm are able to 
use their informational advantage to make dependable 
communication to interested parties in order to maximise 
firm value is to voluntarily disclose information (Barako [11]). 

The implication of agency theory in the current study is 
that the principals will rely on the disclosure of CSI to 
monitor the agents in a bid to eliminate information 
asymmetry and, hence, EM practices.  

2.1.2. Stakeholder Theory 
Stakeholder theory is fundamentally a theory about how 

business works at its best, and how it could work 
(Freeman, Harrison, Wicks, Parmar & Colle [12]). The 
theory presumes that organisations serve a broader social 
purpose than just maximising the wealth of shareholders 
(Mulili & Wong [13]). The theoretical basis of stakeholder 
theory is that companies are so large, and their impact on 
society so pervasive, that they should discharge 
accountability to many more sectors of society than solely 
their shareholders (Chen & Roberts [14]).  

According to Coebergh [15], this theory suggests that 
an organisation’s management is expected to take on 
activities expected by those identifiable groups who can 
affect and who are affected by the achievement of an 
organisation’s objectives. The implication of this is that 
stakeholders have an interest in assessing disclosed CSI of 
an organisation. Moreover, the theory offers the most 
promising building block to explain voluntary disclosure 
of corporate strategy as it connects stakeholder management 
with economic theory and economic performance (Coebergh 
[15]).  

Since managers attempt to attend to a multilateral set  
of stakeholders’ objectives, the information asymmetry 
between them and stakeholders is high and that the 
existence of information asymmetry provides managers an 
opportunity to practice EM (Grougiou, Leventis, Dedoulis 
& Owusu-Ansah [16]). In this regard voluntary disclosure 
of CSI can function as an instrument to reduce 
information asymmetries, leading to positive outcomes 
such as reduced adverse selection and EM practices. 

2.2. Empirical Literature Review and 
Hypothesis Development 

Although a number of prior studies have examined the 
effect of voluntary disclosure on EM, research focusing on 
the effect of voluntary disclosure of CSI on EM is not as 
widespread as overall voluntary disclosure research. 
Morris and Troness [17], for instance examines the role of 
country level characteristics and firm level characteristics 
in explaining variations in firms’ voluntary strategy 
disclosures across 12 countries (Belgium, Denmark, France, 
Germany, Hong Kong, Japan, Malaysia, Netherlands, Norway, 
South Korea, Sweden and the UK) in 2005. Strategy 
disclosure in annual reports is measured using an index of 
40 items in 204 companies’ annual reports. The authors 
use OLS regression to test whether total disclosure score 
is associated with both country level and firm level 
characteristics. They find that strategy disclosures are 
more likely to occur in companies with greater economic 
incentives to disclose.  

Sieber, Weißenberger, Oberdo¨rster and Baetge [18] 
analyse the impact of voluntary strategy disclosure in 
management reports on the cost of equity capital using a 
sample of 100 German listed firms from 2002 to 2008. They 
measure strategy disclosure levels using hand-collected 
strategy disclosure scores. They find that higher disclosure 
levels are, on average, associated with lower cost of equity 
capital even after controlling for overall disclosure quality.  

Hamrouni, Miloudi and Benkraiem [19] investigate 
whether the extent of corporate voluntary disclosure 
mitigates asymmetric information and adverse selection in 
the Euronext Paris Stock Exchange. They apply disclosure 
index as a proxy for the extent of voluntary disclosure and 
employ different measures to estimate both asymmetric 
and adverse selection proxies. They document a 
statistically significant effect of strategic information 
volume on effective bid-ask spreads. 

Rezaee and Tuo [20] examine the association between 
the quantity and quality of sustainability disclosures and 
earnings quality in the context of corporate ethical value 
and culture. They collect a sample of 35,110 firm-year 
observations between 1999 and 2015 and use both the 
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difference-in-difference tests and OLS regression to 
analyse their data. They find that sustainability disclosure 
quantity is positively associated with innate earnings quality 
and negatively correlated with discretionary earnings 
quality in mitigating managerial earnings manipulation 
and unethical opportunistic reporting behaviour.  

Ajay and Madhumathi [21] examine the link between 
diversification strategies and EM for firms operating in the 
manufacturing sector for a period of 10 years (2004 to 
2013). Their final sample includes business groups 
affiliated firms and standalone firms. They employ both 
univariate analysis and multivariate analysis. They document 
that international diversification does not increase EM. 
However, diversification across product segment provides 
a favourable condition for managing earnings and 
consequently reduces the quality of reported earnings.  

Houqe, Kerr and Monem [22] investigate whether 
business strategy is associated with the quality of reported 
earnings in two U.S. listed companies over the period 
1999-2009. They analyse 23,390 firm-years for testing the 
association between EM and business strategy. Their 
primary measure of EM is the absolute value of DACC 
based on the modified Jones model. They document that 
defender-strategy firms exhibit higher levels of EM. 

Muktiyanto [23] investigates the influence of corporate 
strategy on EM. His final sample consists of 90 
manufacturing companies listed on the Indonesian Stock 
exchange for a period of two years (2008-2010). The 
study adopts the discretionary revenue model developed 
by Stubben [24] as measure of EM. He finds that strategy 
orientation has an influence on EM. Based on the 
preceding discussion we hypothesize that: 

H1: CSID has a negative and significant effect on EM. 

3. Methodology 

3.1. Sample Selection and Data Sources 
The study was conducted on a census of 9 non-financial 

firms listed on the floor of Uganda Securities Exchange 
(USE) over a 6-year period (2012-2017). The selection 
criteria for the sampled firms was based on (1) availability 
of annual reports of companies for all the entire 6-year 
period, and (2) the firms selected in 2012 must remain 
listed on the floor of the exchange for the rest of the years 
(2013-2017). All commercial banks and insurance 
companies were excluded from the study due to their 
additional disclosure requirements.  

3.2. Earnings Management Measures  
In this study we adopt the De Chow et al. [25] model to 

measure EM. The description of the model is shown in 
Equation 1: 
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Where TACCi,t is the value of total accruals for firm i in 
year t (measured as shown in Equation 2), ΔREVi,t is the 

variation in the net revenue of firm i from time t-1 to time 
t, ΔRECi,t is the variation in the accounts receivable of 
firm i from time t-1 to time t, PPEi,t is gross property, 
plant and equipment of firm i in year t, and εi,t is the error 
term of firm i for time t. 

All the variables are scaled by the lagged value of total 
assets in year t-1 (Ai,t-1) and regressed on total accruals. 
The method used for calculating total accruals is shown in 
Equation 2: 
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Where ΔCAi,t is change in current assets for firm i in year 
t, ΔCASHi,t is change in cash and cash equivalents for 
firm i in year t, ΔCLi,t is change in current liabilities for 
firm i in year t, DEPAMORi,t is depreciation and 
amortisation expense for firm i in year t, and ΔSTDi,t is the 
change in short term debt for firm i in year t. 

The residual from Equation 2 is used to capture 
discretionary accruals (DACC). This study uses the 
absolute (unsigned) value of DACC to proxy for EM. 

3.3. CSID Measures  
We compile a list of CSI items that firms might disclose 

after an analysis of strategy literature. This preliminary set 
of items was pilot-tested on a sample of four non-financial 
firms. We exclude all the items that did not apply to the 
sampled firms. 

The final checklist comprises a comprehensive 
checklist of 15 CSI items. The overall CSID score for 
each firm was calculated by scoring 1 if an item is 
disclosed and 0 if otherwise, subject to the applicability of 
the item concerned. Thereafter each firm’s CSID index 
defined as the ratio of actual number of disclosed items to 
the maximum possible disclosure items was calculated. 
The disclosure index calculated for each firm in each 
period, is expressed using the following equation: 

     
   jt

Actual number of disclosed itemsCSIDI
Maximum possible disclosure items

=  (3) 

Where CSIDIjt is corporate and strategic information 
disclosure index for firm j in year t. 

3.4. Measures of Control Variables 
Following the practice in prior studies, we include three 

standard control variables (leverage, firm size and 
profitability) in our statistical analysis to control for the 
simultaneous effect of CSI on EM. First, we expect that 
highly levered firms will disclose more information in 
their annual reports (see for example Ho & Taylor [26]). 
Leverage (LEV) is proxied as the ratio of total debt to 
total assets. 

Second, large firms tend to disclose information more 
extensively because of exposure to public scrutiny 
(Schipper [27]) on the one hand, and the need to raise 
capital at a lower cost (Botosan [28]), on the other hand. 
In order to reduce the impact of skewed data in our 
statistical analysis, firm size (FSIZE) is proxied as the 
natural logarithm of total assets. 
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Third, disclosure is also likely to be related to the firm’s 
profitability (PRFT). Although more profitable firms may 
signal this to the market via higher disclosure a firm’s 
absolute performance might be neutral or even negatively 
associated with disclosure (Morris and Tronnes [17]). In 
this study PRFT is proxied as the ratio of net income to 
total assets. 

3.5. Model Specification  
In order to answer our research objective and to test the 

formulated hypothesis, we employ the following panel 
regression model: 

 0 1 2

3 4 j

DACCj CSIDj LEVj
PRFTj FSIZEj

β β β
β β ε

= + +

+ + +
 (4) 

Where DACCj is the value of EM for sample j firm, β0 is 
the intercept to be estimated from the data, β1 to β4 are the 
coefficients of the independent variables to be established 
from the data, CSIDj represents corporate and strategic 
information disclosure score for sample j firm, LEVj is the 
ratio of debt to total assets for sample j firm, PRFTj is the 
ratio of net income to total assets for sample j firm, 
FSIZEj is the value of total assets for sample j firm, and ɛj 
is the stochastic disturbance term for sample j firm. 

4. Results and Discussion 

4.1. Descriptive Statistics 
The descriptive statistics in Table 1 shows that the 

average total CSID score is 0.84 (approximately 84%) 
with a standard deviation of 0.172. DACC as a proxy for 
EM has a small mean value of 0.03, which is comparable 
to that of prior literature on EM, for instance, 0.03 in 
Othman and Zeghal [29] and 0.049 in Yu [30].  

LEV ranges from 0 to 0.83 and the mean value is 
0.2937472 (29%). The results of PRFT, however, shows 
that it varies between a minimum of -0.165 and maximum 
of 0.4026 with a standard deviation of 0.1217. Finally, 
FSIZE as a proxy for firm size varies significantly with a 
minimum score of 24.7277 out of 29.39679, and a mean 
score of 26.56196 (approximately 27%). 

Table 1. Descriptive Statistics 

Variable Mean Std. Dev. Min Max CV 

CSID 0.840 0.172 0.5 1 0.205 

DACC 0.026 0.012 0.007 0.053 0.474 

LEV 0.294 0.261 0 0.83 0.889 

PRFT 0.113 0.144 -0.165 0.403 1.275 

FSIZE 26.562 1.667 24.728 29.397 1.452 

4.2. Bivariate Analysis 
Table 2 provides Pearson’s pair-wise correlation  

for the control variables (PRFT, LEV and FSIZE), the 
independent variable (CSID), and the dependent variable 
(DACC). The table shows that CSID is negatively and 
significantly related to DACC (coef. = -0.3860, p < 0.01) 
implying that firms that provide CSI engage less in EM. 

This result is consistent with the findings of Riahi and 
Arab [31] that exhibited a negative relationship between 
voluntary disclosure of strategic information (SI) and EM. 

The positive and significant relationship between PRFT 
and CSID (coef. = 0.3338, p < 0.01) supports the 
hypothesis that profitability positively affects voluntary 
disclosure and is consistent with prior researchers like for 
instance Kent and Ung [32] who argue that more 
profitable firms may signal their profitability to the market 
via higher disclosure.  

It is also notable that LEV and CSID are negatively 
significantly related (coef. = -0.4342, p < 0.01). A 
possible explanation for the negative relationship between 
LEV and CSID stems from the fact that debt is a 
mechanism for controlling the free cash flow problem, 
which reduces the need for disclosure. Lastly but not least, 
we also find a negative and significant relationship 
between FSIZE and CSID (coef. = -0.6483, p < 0.01).  

Table 2. Correlation Matrix  

 CSID DACC PRFT LEV FSIZE 
CSID 1.0000     
DACC -0.3860* 1.0000    
PRFT 0.3338* -0.5929* 1.0000   
LEV -0.4342* 0.5270* -0.3978* 1.0000  

FSIZE -0.6483* 0.3046 -0.1694 0.4771* 1.0000 

The asterisk* shows that correlation is significant at the 1% level. 

4.3. Multivariate Analysis 
In order to determine the effect of CSID on EM among 

listed firms at the USE, two hierarchical multiple robust 
regression models were employed. Model 1 that tests for 
the effect of CSID per se on EM is stated as follows: 

 0 1  DACCj CSIDj jβ β ε= + +   (5) 

Where DACCj is the value of EM for sample j firm, β0 is 
the intercept to be estimated from the data, β1 is the 
coefficient of the independent variable to be established 
from the data, CSIDj is the score for corporate and 
strategic information disclosure for sample j firm, and ɛj is 
the stochastic disturbance term for sample j firm. 

Model 2 that tests for the effect of CSID on EM by 
incorporating the control variables is stated in the 
following Equation: 

 0 1 2 3

4 j

DACCj CSIDj LEVj PRFTj
FSIZEj

β β β β
β ε

= + + +

+ +
 (6) 

Where DACCj is the value of EM for sample j firm, β0 is 
the intercept to be estimated from the data, β1 to β4 are the 
coefficients of the independent variables to be established 
from the data, CSIDj represents corporate and strategic 
information disclosure score for sample j firm, LEVj is the 
ratio of debt to total assets for sample j firm, PRFTj is the 
ratio of net income to total assets for sample j firm, 
FSIZEj is the value of total assets for sample j firm, and ɛj 
is the stochastic disturbance term for sample j firm. 

Table 3 reports the results of robust regression on the 
effect of CSID on EM. The findings in Model 1 indicates 
an adjusted R square of 12.4% implying that about 12% of 
the variations in EM can be explained by CSID. Results 
from Model 1 also shows that besides the model constant, 
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CSID has a statistically significant negative effect on EM 
(coef. = -0.027, p < 0.05). The implication of this finding 
is that the disclosure of CSI constrains EM.  

In Model 2 the results of the hypothesis testing yielded 
an Adjusted R Square of 0.393 which indicates that about 
39% of variations in EM practices of listed firms at the 
USE is brought about by the disclosure of CSI. The 
findings further reveal a negative and significant 
association between the disclosure of CSI and EM (coef. = 
-0.006, p ˂ 0.05) suggesting that firms that disseminate 
their CSI tend to engage less in managing earnings 
through DACC. Moreover, the findings are consistent 
with agency theory perspectives, stakeholder value 
maximisation hypothesis and previous CSID studies (see 
for example, Muktiyanto [23]). On this basis we uphold 
our hypothesis that CSID has a negative and significant 
effect on EM.  

In line with the control variables, LEV yielded an 
insignificant positive relationship with EM (coef. = 0.014, 
p > 0.05), implying that firms that are levered tend to 
engage more in EM. In addition, the results for PRFT and 
EM was negative and significant (coef. = -0.037), at the  
1% level, that is, p < 0. 01. The implication of this is that 
firms that are profitable tend to engage less in EM. Lastly 
but not least, we find no significant association at all 
between FSIZE and EM (coef. = 0.000).  

Table 3. Regression for CSID and EM 

 
Variables 

Model 1 
Coefficient 

Model 2 
Coefficient 

CSID -0.027* -0.006*  
LEV  0.014  
PRFT  -0.037**  
FSZE  0.000  
CONSTANT 0.049*** 0.025  
r2_a 0.124 0.393  
legend:* p < 0.05;** p < 0.01;***p < 0.001  
Notes: Notes: r2_a = Adjusted R squared; the asterisks *, **, and *** 
indicate significance at 5% level, 1% level, and 0.1 level. 

5. Summary and Conclusion 

With limited empirical evidence on the extent of CSID 
in the annual reports of listed firms at the USE, this study 
sets out to examine the effect of CSID on EM among 
listed firms at the USE. We conduct our survey on a 
census of 9 non-financial listed firms spanning a period of 
6 years (2012-2017). Moreover, we apply disclosure index 
as a proxy for the extent of CSID in the narrative section 
of the annual reports and use the magnitude of DACC 
obtained from the De Chow et al. [25] model as a proxy 
for EM. 

We hypothesize, a priori, that CSID has a negative and 
significant effect on EM. The results of our hypothesis test 
yielded an Adjusted R Square of 0.393 which is an 
indication that about 39% of variations in EM practices of 
listed firms at the USE is brought about by the disclosure 
of CSI. In addition, we find a negative and significant 
association between CSID and EM (coef. = -0.006,  
p ˂ 0.05) when we run OLS robust regression, hence, 

suggesting that firms that disseminate their CSI tend to 
engage less in managing earnings through DACC. 

Our findings could benefit regulatory bodies that are 
considering making disclosure regimes effective. For 
instance, we find that the disclosure of CSI drives EM 
downwards. In addition, the results of this study might 
assist regulators and policy makers in understanding  
better the interconnections between CSID and earnings 
management practices in Uganda.  

This study, however, has some limitations. Firstly, 
because the study uses a self-constructed disclosure index, 
certain information items employed in prior studies might 
be omitted. Moreover, the different key CSI items are 
solely constructed on the information disclosed in the 
annual reports. Certainly other alternative information 
avenues such as press releases and conference calls could 
be considered in future studies. Secondly, whereas hand 
collecting the necessary data on CSID from the narrative 
section of the annual reports allows for a data set 
containing rich information, the exercise is costly and 
time-consuming. 
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