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Abstract:

This paper examines the impact of the quality of sustainability
disclosure (QSD) on the accuracy of analyst’s earnings forecast. The
study uses data from 1900 firm-year observations drawn from Egypt
stock exchange covering 2009 to 2018. The results show evidence indi-
cates that QSD mitigates information asymmetry by signalling QSD and
improving the accuracy of analysts’ forecast. In addition, this study
distinguishes between the quantity and the quality of sustainability
disclosure and examine their relationship with the accuracy of analyst
forecast. The empirical results confirm that the QSD and its dimensions
considered in the study framework give more realistic disclosure picture
than quantity does. The results from the additional analysis also
confirm the main result.

Keywords: Analyst's forecasts, Disclosure quality, Signaling theory.

1. Introduction:

Recently, the stakeholders’ co-
ncern about sustainability di-
sclosure (SD) has increased dra-
matically (e.g., Aribi and Gao,
2012; Diouf and Boiral, 2017,
Friske et al., 2022). Nevertheless,
the research on the value releva-
nce of SD to users in general
and financial analysts in parti-
cular is scarce. This study exam-
ines the value relevance of SD

to financial analysts when they
estimate earnings for future peri-
ods using firm-level data from
Egyptian listed companies. The
current study argues that if qua-
lity and detailed SD would send
a positive signal to stakeholder
of strong sustainable performa-
nce (Dhaliwal et al., 2011; Rez-
aee and Tuo, 2019), then SD is
expected to be more useful for
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analysts in assessing the firms’
financial performance when the
information disclosed is of high
quality. Supporting this, Botosan
(2004) argue that high quality
disclosure is useful to the infor-
mation's users in making financ-
ial decisions. High quality infor-
mation also improves the ability
of investors to evaluate future
financial performance through
considering better earnings fore-
casts (e.g. Dhaliwal et al., 2012;
Becchetti et al., 2013; Bernardi
and Stark, 2018). Recent empi-
rical studies documented the rel-
ationship between the analysts’
earnings forecasts and SD (Dhal-
iwal et al., 2012; Becchetti et al.,
2013; Casey and Grenier, 2014;
loannou and Serafeim, 2015; Ga-
rcia-Sanchez et al., 2019).

This study is related but diffe-
rent from the work of prior stud-
ies in two aspects. First, Egypt
has a different financial repor-
ting environment in compareson
with Western countries. Theref-
ore, research findings for Weste-
rn markets may not necessarily
be applicable to the implement-
ation of the Basic Standard in
Egypt. Egyptian institutional la-
ws, mechanism and governance
are weak compared to Western
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countries (Reddy, 2016), it is
also a fact that Egyptian listed
companies have high presence
of family and promoter groups’
ownership (Chauhan et al. 2016).
Thus, research finding for West-
ern countries may not be applic-
able for Egyptian context. Sec-
ond, so far, prior studies empl-
oyed two methods of measuring
sustainability disclosure. The fi-
rst method uses subjective susta-
inability rankings (e.g. Becchetti
et al., 2013; loannou and Seraf-
eim; 2015). Although of their
popularity, sustainability ranki-
ng rarely evaluated and have
been criticized for their own
lack of transparency that helps
stakeholder identify social resp-
onsible companies (Chatterji et
al., 2009), in addition such rank-
ing is not available in many
countries and therefore cannot
be applied widely.

The second method evaluates
sustainability reporting based on
issuance of a stand-alone susta-
inability report without analy-
sing the content of sustainability
reports and evaluate the infor-
mation provided to users. The
issuance of standalone sustain-
ability reports may be an attem-
pt by management to convince
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powerful stakeholders that the
firm is acting in the right way
and socially and environment-
ally responsible, regardless of
whether actual performance foll-
ows (Thorne et al., 2014). Unlike
prior studies, this study offering
new insights concerning the
quality of sustainability discl-
osure (QSD) and its relationship
with the accuracy of analyst for-
ecast, and developing a multid-
imensional model to measure
QSD. Second, Egypt has diffe-
rent financial reporting envir-
onment in comparison to Wes-
tern Courtiers. This study finds
evidence support the hypothesis,
in fact, results of this study
suggest that QSD mitigates info-
rmation asymmetry by signalli-
ng QSD and improving the accu-
racy of analysts’ forecast. The
findings are also robust to the al-
ternative measure of the attribu-
tes of analysts’ earnings forecast
and confirms the main results.

This study contributes to the
literature in several ways. First,
it extends the analyst forecast
literature and the sustainability
reporting literature. Prior studies
show that SD is related to
analyst forecast accuracy (Dhali-
wal et al., 2012; Becchetti et al.,

2013; Casey and Grenier, 2014;
loannou and Serafeim, 2015).
However, it is not clear whether
the existence of sustainability
information or the quality of
sustainability information is rel-
evant to analyst forecast accu-
racy. To the best of my kno-
wledge, this is the first study
examines whether the quality of
sustainability information, as re-
presented by the three dimen-
sional framework, is related to
analyst forecast accuracy. Sec-
ond, sustainability reporting has
been criticised for its lack of
relevance and credibility (Husi-
llos et al., 2011), this study seeks
to contribute to this debate by
developing new model to mea-
sure QSD that considers the
quantity of information disclo-
sed, the spread of SD, and use-
fulness of SD for users. Third,
this study expands our unders-
tanding on the quantity vs qua-
lity of sustainability reporting.
The study findings suggest that
it is quality of SD rather than
quantity which enhance analyst
forecast accuracy. Fourth, this
study enrich analyst forecast lit-
erature and the sustainability
reporting literature by examine-
ng their relationship in emerging
economy context like Egypt.
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This study proceeds as foll-
ows. The following section pre-
sents literature review and emp-
irical studies. The description of
the research method used in the
paper was presented in the next
section. After that, the findings
section outlines the main results
and the final section presents the
main discussion and implicate-
ons.

2. Literature Review:

Recently, internal managerial
practice has been changed due to
increased concern about firms’
sustainability practices (loannou
and Serafeim, 2010). Manager-
ial disclosures about sustainnab-
ility, which are quantifiable, sp-
ecific, comparable, relevant and
represent sustainability activities
faithfully, are more likely to ref-
lect the company’s social and
environmental behaviour with
different stakeholders (Beattie et
al., 2004). The QSD is related to
disclosures that reflect compa-
nyies’ real commitment to sust-
ainnability strategies and thus
mitigate asymmetric information
(Dhaliwal et al., 2012). It has
been argued that SD reduces
asymmetric information, which
may also mitigate the uncertain-
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nty risk, improve the financial
decisions in the capital markets
and enhances financial analysts'
decisions (Sun et al., 2010). Wa-
ng and Tuttle (2014) indicated
that financial analysts employ
social and environmental discl-
osure to form a general imp-
ression about managers' credi-
bility, which is related positively
with the share price. However,
low QSD may have negative
impact on users’ interest in sus-
tainability activeities (Botosan,
2004). If low quality information
is reported by the manager, it
will not enhance the judgments
of analysts and other stakehol-
ders (Dhaliwal et al., 2012). Tra-
nsparency need to be increased
by managers, and rhetoric state-
ments about sustainability acti-
vities also should be improved
through higher quality of sustai-
nability disclosures (Delmas and
Burbano, 2011).

Limited studies have investi-
gated whether financial analysts
use sustainability reporting to
make their decisions and most
of these studies are conducted
using data from developed cou-
ntries. For instance, Dhaliwal et
al. (2012) examine the associate-
on between the analysts forec-
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ast accuracy and the stand-alone
CSR disclosure by using data
from 31 countries. They indicate
that the stand-alone sustainabi-
lity disclosure is negatively rel-
ated to analyst forecast error.
Becchetti et al. (2013), investin-
gate the impact of the sustaina-
bility reporting on earnings fore-
cast, using a sample of US com-
panies from 1992 to 2012, they
found that KLD CSR scores are
positively related to the accura-
cy of earnings forecasts, parti-
cularly among the top CSR co-
mpanies. Similarly, Casey and
Grenier (2014) also provide evi-
dence that the existence of sust-
ainability reporting is negatively
related to analyst forecast errors
and dispersion. loannou and Ser-
afeim (2015) also investigate the
relationship between sell-side
analysts’ forecast and KLD CSR
ratings.

They used a sample of US
companies over 15 years. They
suggest that when analysts perc-
eive CSR as an agency cost, due
to the prevalence of an agency
logic, they produce pessimistic
recommendations for firms with
high CSR ratings. Garrido et al.,
(2016) examine whether the iss-
uance of a sustainability stand-

alone report impacts the errors
of analysts’ earnings forecast in
Spain. They provide evidence
that the publication of sustain-
ability reports negatively affect
the error of earnings forecast.
Garcia-Sanchez et al., (2019) ex-
amine whether this innovative
practice provides a better reflec-
tion of a firm's social and envir-
onmental dimensions and theref-
ore improves the forecasts made
by financial analysts, who are si-
gnificant stakeholders in this
respect.

Their analysis of an unbala-
nced sample of 750 international
companies, located in 19 coun-
tries and operating in 22 busi-
ness sectors during the years
2011-2016, in which a logistic
regression is applied to the panel
data, reveals the existence of a
two-way relationship between
the adoption of the GRI-IFC dis-
closure strategy and the level of
analyst coverage. Moreover, the
use of this strategy, and the res-
ulting increase in coverage, has
a positive impact on the accu-
racy of analysts' forecasts. Friske
et al., (2022) examine the relatio-
nship between sustainability dis-
closure and firm value, as mea-
sured by Tobin’s q. The results

5



2022 died AUl g Jo¥) lasal) - 41 Alaall - 3 lail g AaBY) A il jo Adaa

suggest that, sustainability repo-
rting is negatively related to
Tobin’s q. In an analysis of sust-
ainability reporting organizati-
ons, they find that external assu-
rance is positively associated
with Tobin’s q. External audits
appear to increase the credibility
of reports.

One important gap in prev-
ious studies is related to the
methods used to evaluate susta-
inability reporting which are the
issuance of stand-alone report
and SD ranking. Both methods
do not consider other important
dimensions that distinguish the
information provided to users. It
is not possible to conclude the
possible effects of sustainability
reporting on analysts forecast
accuracy without knowing whet-
her sustainability disclosure con-
veys a quality information or
not. Since signaling theory sugg-
est that the QSD could be used
to mitigate information asymm-
etries (Watts and Zimmerman
1990; Miller 2002), it can be
expected that the QSD is useful
for wvarious stakeholders and
stock markets (Garrido et al.,
2014). Thus, the current study
argues that higher QSD will
increase the accuracy of analys-

6

ts' forecast. Therefore, the curr-
ent study makes the main prop-
osition as followings:

H1: QSD is positively associated
with the accuracy of analyst ear-
nings forecasts.

3. Research Method:
3.1 Sample of the Study:

The initial sample for the stu-
dy is the companies in Egyptian
Stock Exchange during the per-
iod from 2009 to 2018. Follow-
ing prior studies (e.g., Arun et
al. 2015; DeFond & Jiambalvo,
1994; Klein, 2002), financial,
utilities and regulated companies
are excluded because of the uni-
que characteristics of their fina-
ncial statements. Further to this,
foreign cross-listed firms are ex-
cluded since they are influen-
ced by different regulations. Fir-
ms with missing data were also
excluded from the sample. The
final sample consists of 1900
firm-year observations during
the study period.
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3.2 Measurement of QSD:

The current study adopts the
framework proposed by Beattie
et al. (2004) for voluntary disc-
losure to measure sustainability
disclosure. Their framework, co-
nsists of two dimensions: (i) the
quantity of voluntary disclosure
(i) the spread of voluntary dis-
closure. In line with their work,
this study develops a framework
to captures three dimensions: (i)
the quantity of sustainability dis-
closure (what and how much is
disclosed) (ii) the spread of sust-
ainability disclosure (coverage
and concentration of sustainabil-
ity disclosure) and (iii) the usef-
ulness of sustainability disclos-
ure (the qualitative character-
istics of accounting informati-
on). This framework provides
evidence on the nature of a
company’s sustainability disclo-
sures based on three-dimens-
ions, which allows to capture the
quantitative and qualitative feat-
ures concerning a specific kind
of sustainability information.

3.2.1 The Quantity Dimension:

The first dimension of QSD is
the actual amount of disclosure,
relative to the amount adjusted

by two factors, size and compl-
exity, prior studies show these
two variables to have a strong
impact on disclosure (e.g. Bea-
ttie et al.,, 2004; Beretta and
Bozzolan, 2008). This is more
likely to help for evaluating sus-
tainability disclosure taking into
account the differences in the
companies’ size and industry.

To measure the quantity of
sustainability disclosure in ann-
ual reports, a checklist conta-
ining 25 items was constructed
(see Appendix 1). The current
study follows previous studies to
construct this checklist. In par-
ticular, this study follows Ha-
niffa and Cooke (2002,2005);
Ghazali (2007); Khan et al.
(2013); Kansal et al. (2014); Oik-
onomou et al. (2015) and dev-
elop a modified checklist incl-
uding the items relevant to Eg-
yptian companies. The coding
unite used in previous studies, in
content analysis units of disc-
losure, are words, text, sentences
and paragraphs of sustainability
disclosure. Each technique has
its own advantages and drawba-
cks (Campbell, 2004). Coding by
sentences, paragraphs and words
has been criticised on the basis
that different information may

7
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be included in the same parag-
raphs or sentences related to the
sustainability disclosure. Also,
individual words are meaningl-
ess. As a result, a text unit was
employed to measure sustaina-
bility disclosure in this study,
which was identified by Beattie
and Thomson (2007) as “part of
sentence captures a piece of
information’’.

Following Beattie et al.
(2004) the dimension of discl-
osure quantity is measured by
using the relative number of text
units, which is adjusted by two
external factors, size and indus-
try type, that have been pers-
istently found to influence the
level of disclosure. The standar-
dised residuals from an Ordinary
Least Squares (STRQ) regres-
sion of the number of text units
on industry and size are used as
proxy of the quantity dimension.

3.2.2 The Spread Dimension:

The second dimension meas-
ures the spread of sustainability
information. Using spread dime-
nsion in this framework helps to
evaluate whether the sustainnab-
ility information disclosed meets
the need of different stakehold-
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ers or focus on specific groups.

Following Beattie etal. (2004),
the current study determines the
spread as a function of the sus-
tainability disclosure coverage
(COoV), and sustainability disclo-
sure dispersion (DIS). The cove-
rage is measured by the perc-
entage of items (sub items) filled
in by at least one piece of inf-
ormation out of the total number
of items (sub items) in the che-
cklist. The coverage ranges from
0 (non-disclosed) to 1 and ass-
umes its maximum value when a
company makes disclosure over
each of the topics (subtopics) in
the checklist. COV is measured
as per the following equation:

— 1 5s
COV—E jzllNF

Where, INF = 1 if company i
discloses information about the
item j in the annual report, oth-
erwise = 0, and s = number of
subcategory. Disclosure dispers-
ion (DIS) indicates to how conc-
entrated disclosed items are
among checklist items. DIS is
defined as follows:

DIS= 1-3%, Pj2

Where, Pi = proportion of di-
sclosure of item i measured by
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the frequency of item disclosed
in category j. The minimum va-
lue of DIS is 0 when all susta-
inability disclosure text units fall
in one category and the value is
larger when sustainability discl-
osure text units are spread betw-
een categories. The higher value
of DIS index is the higher qua-
lity of disclosure.

COV and DIS indexes help in
estimating how dispersed info-
rmation and how wide is. Larger
DIS and COV indexes reveal the
higher spread of information
(SPR). Thus, this study calcu-
lates the spread as the average of
COV and DIS as follows:

SPR= = (DIS +COV)

3.2.3 The Usefulness Dimens-
ion:

The usefulness dimension he-
Ips information users to evaluate
QSD by capturing the four type
characteristics: the relevance, fa-
ithful representation, understan-
dability and comparability (bas-
ed upon the qualitative characte-
rristics of information suggested
in the conceptual frameworks of
IFRS (2010A). To measure the
usefulness of sustainability disc-

losure, the study develops a
disclosure index based on the
qualitative characteristics of acc-
ounting information suggested
in the conceptual framework of
the International Financial Rep-
orting Standards (IFRS) (2010A)
“relevance”, “faithful representa-
tion”, “understand ability” and
“comparability”. This allows for
measuring the QSD by the weig-
hted method as provided in ear-
lier studies (Alotaibi and Hu-
ssainey, 2016; Braam and van
Beest, 2013) (see Appendix 2).
Thus, the current study defines
the Usefulness as:

USEF =

Relevance + Faithfulness

i + Understandability
+Comparability

Finally, the overall index of
quality is the average of USEF,
SPR and STRQ as follows:

The Quality Index of disclosure
(QSD):% (USEF + SPR + STRQ).
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3.2.4 Checking Validity and
Reliability:

Special considerations were
given to reliability and validity
of the measurements. To enhan-
ce validity, our themes and sub-
themes were carefully developed
from prior studies. In addition,
the items validity of the initial
index were reviewed indepen-
dently by three expert scholars
who discussed the ambiguities
raised in the review. One way of
improving reliability is to use
multiple coders (Holsti, 1969;
Aribi and Gao 2011) and, in this
study, two other coders scored
the research instrument. Any pr-
oblems and discrepancies that
arose were discussed and resol-
ved accordingly via a set of bas-
ic coding rules. In addition, the
disclosure coding scores were
checked by comparing between
the scores produced by the first
author with those produced by
the other two coders for a sam-
ple of annual reports.
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3.3 Measuring the Accuracy of
Analysts’ Earnings Forecasts:

Following Lang and Lundh-
olm (1996) and Beretta and Boz-
zolan (2008) this study measures
the accuracy (ACCU) as follows:

ACCU = - (EPSt — MFt,i) /Pt,i)

Where,

EPS = actual earnings per share
in period t,

MF = the median analysts’
forecast of earnings per share in
period t,

P = share price in period t

To investigate the link between
ACCU and QsD, this study foll-
owing Beretta and Bozzolan
(2008), controlled for factors su-
ch as industry type, leverage,
profitability, size, and variation
in accounting earnings., the foll-
owing regression models are
used.

ACCUit = B0 + B1 Disclosure
proxy + B2 SIZE + B3 LEV + 34
ROA + 5 ChROA + eit

Where,

Disclosure proxies = QSD,
STRQ, SPR and USFUL.

QSD = the quality of sustain-
ability disclosure score measu-
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red through employing multidi-
mensional proxy index.

STRQ = the standardised residu-
als from an Ordinary Least Squ-
ares (OLS) regression of the nu-
mber of text units on industry
and size (based on the checklist
for each company and every
year).

SPR = the spread is a function of
the sustainability disclosure cov-
erage, and sustainability discl-
osure dispersion.

USFUL = disclosure index deve-
loped based on the qualitative
characteristics of accounting inf-
ormation suggested in the con-
ceptual framework of the Int-
ernational Financial Reporting
Standards (IFRS) (2010A).
ROA= nprofitability, measured
through net income from operat-
ions divided by total assets.
SIZE= company size measured
through the natural log of com-
pany’s total assets.

LEV= leverage ratio measured
through long-term debt scaled
by total assets.

Ch-ROA = the variation in acco-
unting earnings.

ACCU = accuracy of analysts’
earnings forecasts.

4. Descriptive Statistics:

Table 1 describes the total ob-
servations, mean, standard devi-
ation, minimum and maximum
values and median for all varia-
bles used in this study. Table 1
shows the QSD has an average
of 0.533, which is consistent wi-
th previous results reported by
Martinez et al. (2015). For the
dependent variable, the mean
value of accuracy of analysts’
earnings forecast is -0.016, whi-
ch is in line with the findings
reported by Bernardi, et al.
(2015) in the South African who
found that the mean value of
accuracy of analysts’ earnings
forecast is -0.0102. Table 3 also
reports descriptive statistics for
various firm-specific variables
and shows that the mean value
of company size, which is mea-
sured by log total assets, is 7.48.
The mean value of the return on
total assets, as measure of the
profitability is around 0.011, and
the mean value of financial
leverage is 0.64.

Table 2 shows that the hig-
hest correlation (0.276) is betw-
een accuracy of analysts’ earn-
ings forecast and DISE. The
correlation coefficients of other

11
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variables used
study are below the thresholds
showing that there is no multi-
collinearity problem between the

in the

current

study independent variables (Gr-
ewal et al., 2004)*.

Table 1: Descriptive statistics

Variable Mean Sd p25 p50 p75
QSsD 533 .104 .359 .508 .62
SPR .58 .10 19 .58 .83
STRQ 51 21 10 52 .98
USFUL 40 .16 0 .33 91
Accuracy -.016 .220 -.074 -.023 -.0021
ROA 112 124 .041 .090 15
SIZE 7.48 .663 7.00 7.39 7.8
LEV .546 224 .392 .583 71
Ch-ROA .0086 .329 -.031 -.002 .026

Table 1: presents descriptive statistics for all variables used in this study. QSD= Corporate social
responsibility disclosure score measured through employing multidimensional proxy index. STRQ
= the quantity dimension of QSD. SPR = the width dimension of QSD. USFUL = the usefulness
dimension of QSD. Accuracy= accuracy of analysts’ earnings forecast. ROA= profitability,
measured through net income from operations divided by total assets. SIZE= company size
measured through the natural log of company’s total assets. LEV= leverage ratio measured
through long-term debt scaled by total assets. Ch-ROA = the variation in accounting earnings.

Table 2: Correlations metrics

Panel A
QSD ROA Size Type Lev Ch-ROA | DISE | ACCU
QsSD 1.000
ROA 0.018 1.000
Size 0.101*** |-0.113*** 1.000
Type 0.081*** | 0.041* |-0.074*** 1.000
Lev 0.005 |0.071***|0.059***| 0.006 1.000
ChROA -0.003 |-0.049**| 0.037 -0.003 | -0.022 1.000
DISE -0.176*** | 0.029* |-0.107***|-0.0473** 0.024 -0.001 1.000
Accuracy | 0120*** | -0.002 0.007 |0.075***|0.088*** | -0.11*** | 279*** | 1.000
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Continued Table 2:

Panel B
STRQ ROA Size Type Lev Ch-ROA | DISE | ACCU
STRQ 1.000
ROA 0.0239 1.000
Size 0.0531** |-0.113***| 1.000
Type 0.038* | 0.041* 0.07'4*** 1.000
Lev 0.0104* | 0.071*** |0.059***| 0.006 1.000
ChROA | -0.042* | -0.049** | 0.037 -0.003 | -0.022 1.000
Accuracy [0.0967*** -0.002 0.007 | 0.075*** |0.088***| -0.11*** | .279*** | 1.000
Panel C
USFUL ROA Size Type Lev | Ch-ROA | DISE | ACCU
USFUL 1.000
ROA 0.031 1.000
Size 0.079*** |-0.113***| 1.000
Type 0.052** | 0.041* 0.07;1*** 1.000
Lev 0.008 | 0.071*** |0.059*** 0.006 1.000
ChROA -0.039* | -0.049** | 0.037 -0.003 | -0.022 1.000
Accuracy | 0117*** | -0.002 0.007 | 0.075*** |0.088***| -0.11*** | .279*** | 1.000
panel D
SPR ROA Size Type Lev | Ch-ROA | DISE | ACCU
SPR 1.000
ROA 0.049* 1.000
Size 0.181*** |-0.113*** | 1.000
Type 0.177***| 0.041* 0.07;1*** 1.000
Lev 0.022 | 0.071*** |0.059*** 0.006 1.000
ChROA -0.038* | -0.049** | 0.037 -0.003 | -0.022 1.000
Accuracy | 0.028 -0.002 0.007 | 0.075*** |0.088***| -0.11*** | .279*** | 1.000

Table 2: reports the correlation coefficients between the dependent and independent vari-
ables. * Significance at the 0.10 level, ** Significance at the 0.05 level, *** Significance at the 0.01 level.

13
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5. Multivariate Analysis:

In this section the current stu-
dy examines whether QSD helps
analysts in achieving higher ac-
curacy in their earnings forcast.
QSD and its three dimenstions
are used as independent varia-
bles whereas the dependent vari-
able used in the study model is
the accuracy of analysts’ earn-
ings forecast. Table 3 shows that
the QSD is statistically signi-
ficant and positively related to
the accuracy of analysts’ earnin-
gs forecast at 0.01 level (Mod-
ell).

This result is consistent with
findings reported by prior studi-
es (e.g. Beretta and Bozzolan
2008; Dhaliwal et al., 2012; Bec-
chetti et al., 2013; Casey and
Grenier, 2014), indicating that
accuracy of analyst earnings for-
ecasts is more likely to be higher
when companies publish a hig-
her QSD. Table 3 also indicates
that SPR and USEF as dimens-
ions of QSD (Model 3 and
Model 4) are statistically signi-
ficant and positively related to
the accuracy of analysts’ earn-
ings forecast (coef = 3.50, p <
0.01; coef = -154, p < 0.05,
respectively). These findings su-
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ggest that USFUL dimension and
SPR dimension are likely to
increase the accuracy of financ-
ial analysis for earnings foreca-
sts. Although STRQ dimension
is insignificantly related to the
accuracy of analysts’ earnings
forecast (Model 2), the rela-
tionship between them is still
positive (coef = 0334, p <
0.282). In general, the findings
suggest that the identified fram-
ework in this study is more
likely to help information users
to evaluate the QSD for making
their decisions and therefore,
comprises a positive phenom-
enon for stock markets. In
respect of control variables, tab-
le 3 also found evidence that
SIZE (Model 2) is significantly
and positively related to the
accuracy of analysts’ earnings
forecast (coef = .317, p < 0.05),
suggesting that the accuracy of
earnings forecast can be predi-
ctted in large companies more
than small companies. Finally, it
is interesting to note that ROA
(column 1 and column 3) is stat-
istically significant and negate-
vely associated with the accur-
acy of analysts’ earnings fore-
cast (coef =-.524, p < 0.01; coef =
-457, p < 0.01), suggesting that
financial analysts are more lik-
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ely to achieve less accuracy for-
ecasts for companies with higher
ROA.

Table 3: Regression panel analysis: Accuracy and QSD and its dimensions

Accuracy Accuracy Accuracy Accuracy
Model 1 Model 2 Model 3 Model 4
Coef T Coef T Coef t Coef T
QsD 1.68*** 3.72
STRQ .334 1.08
USFUL 3.50*** 5.42
SPR 1.54** 2.25
ROA .036 0.08 142 0.29 .012 0.03 .065 0.13
SIZE .091 0.82 317** 2.04 .037 .22 176 1.04
Type 1.052* 1.66 .001 -0.01 -011 -0.04 -012 -0.04
Lev -.330 -1.31 .006 0.02 .039 0.14 .016 0.06
ChROA -524*** | -384 -.455 -3.26 | -.457*** -3.30 -.450 -3.23

Table 3: reports the relationship between accuracy of earnings analysts’ forecast and the
three dimensions of QSD. * Significance at the 0.10 level, ** Significance at the 0.05 level, ***

Significance at the 0.01 level

6. Quality Vs Quantity of Sus-
tainability Disclosure:

The current study further co-
mpares the quantity measurem-
ent of sustainability disclosure
with the quality measurement of
sustainability disclosure in order
to test whether the accuracy of
analysts forecast is improved by
using QSD framework, or not.
This study argues that although
quantity and quality are insepar-
able, however, mere quantity
information related to sustainab-
ility activities may not improve
the market decisions. Thus, the

main analysis that reported in
table 3 was repeated using con-
tent analysis to capture the qua-
ntity of sustainability disclosure
(SD), through the number of text
unit (e.g. Haniffa and Cooke,
2005; Belgacem and Omri,
2015).

The test findings is reported
in table 4. The results indicate
that SD (Model 5) is insignif-
icantly associated with the acc-
uracy of analysts’ forecast (coef
= 0.003, p < 0.154), while QSD
(model 6) has a significant and
positive correlation with the ac-
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curacy of analysts’ forecast at
0.01 level. Furthermore, when
the QSD and SD are employed as
predictors in the same model
(model 7), the findings reveal
that QSD is statistically signi-
ficant and positively related to
the accuracy of analysts’ fore-
cast (coef = 1.68, p < 0.01) while
SD did not show significant

association (coef = - 0.001, p <
0.261). These results support the
main hypothesis of this study
and provide evidence that high
quality information of disclosure
is more likely to help financial
analysts than just quantity infor-
mation to predict earnings in the
subsequent year.

Table 4: Regression panel analysis 1: Accuracy and both QSD and DF

Accuracy Accuracy Accuracy
Model 5 Model 6 Model 7
Coef T Coef t Coef T
QSD 1.68*** 3.72 1.68*** 3.73
DF .003 1.42 .002 1.46
ROA 199 0.40 -.036 -0.08 -.016 -0.04
SIZE A422%* 2.55 .091 0.82 133 1.16
Type .006 -0.02 047* 1.66 .048* 1.67
Lev .005 0.02 -.330 -1.31 -.329 -1.30
ChROA - 4577 -3.27 -.524%** -3.84 -.522%** -3.83

Table 4: reports the relationship between accuracy of earnings analysts’ forecast and both
quantity and quality of sustainability disclosure. * Significance at the 0.10 level, ** Significance

at the 0.05 level, *** Significance at the 0.01 level.

7. Robustness Check:

The current study conducts a
robustness test to check for rob-
ustness of its results. An alterna-
tive measurement of the depend-
ent variable the accuracy of ana-
lyst’s earnings forecast is used
to test whether the primary find-

16

ings are robust to various meas-
ures or not. The main empirical
analyses were repeated by using
Dispersion of Analysts’ Earnin-
gs Forecast (DISE) as alternative
measure for the accuracy of
analyst’s earnings forecast. Foll-
owing prior studies (e.g. Harjoto,
et al., 2015; Garrido et al., 2016),
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this study uses standard devia-
tion of analysts’ earnings forec-
ast as proxy of analyst’s disp-
ersion of earnings forecast. The
measure for dispersion of anal-
ysts’ earnings forecast was coll-
ected from Bloomberg database.

Table 5 provides evidence
that QSD is negatively related to
DISE at 0.01 level (Model 8).
These results are consistent with
the main finding in table 4 sugg-
esting that when manager report
higher quality of disclosure, they
are more likely to help financial

analysts in reducing their error
of earnings forecast at the subs-
equent year. Table 5 also pro-
vides results for the relationship
between DISE and QSD dime-
nsions. The three dimensions of
QSD (in Model 9, Model 10 and
Model 11) are statistically sign-
ificant and negatively related to
DISE (coef = -.588, p < 0.01;
coef = -1.35, p < 0.01; coef = -
798, p < 0.01 respectively).
These results provide other
evidence that the main results
are robust unchanged with alte-
rnative measures.

Table 5: Regression panel analysis: dispersion and QSD

DISE DISE DISE DISE
Model 8 Model 9 Model 10 Model 11
Coef t Coef t Coef T Coef T
QSD -1.32%** | -6.05
STRQ -.588*** -3.80
USFUL -1.35%**|  -4.84
SPR -798*** | -3.83
ROA - 427%* -1.97 -.619** -2.48 -.42* -1.92 -485** | -2.22
SIZE -.225%** | 429 | -.431%** -5.53 | -.20%** -3.79 -.243*** | -4.58
Type 1.013 -1.06 -.007 -0.05 -.009 -0.74 -.016 -1.25
Lev .109 0.89 .065 0.46 .096 0.78 A11 0.90
ChROA .061* 1.34 .097 0.55 101 0.57 .086 0.48

Table 5: reports the relationship between dispersion of earnings analysts’ forecast and
quality of sustainability disclosure. * Significance at the 0.10 level, ** Significance at the 0.05

level, *** Significance at the 0.01 level.

17
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8. Concluding Remarks:

This study examines the rela-
tionship between the QSD and
the accuracy of analyst forecast
using a sample of the Egyptian
listed companies. The paper
argues that the accuracy of ana-
lyst earnings forecast is more
likely to be increased when co-
mpanies do report higher QSD.
This study combines different
dimensions to measure the QSD:
the quantity of the information
disclosed (how much is disclos-
ed), the spread of the inform-
ation disclosed (coverage and
dispersion), and the usefulness
of the information disclosed (ch-
aracteristics of accounting info-
rmation). The current study perf-
orms OLS regression and find
that QSD practices are associated
with analyst forecast accuracy.

The empirical results also co-
nfirm that the dimensions consi-
dered in the study framework
give more realistic disclosure
picture than quantity does. In the
additional analysis, the study di-
stinguishes between the quantity
and the quality of sustainability
disclosure and examine their rel-
ationship with the accuracy of
analyst forecast. The results fr-
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om this additional analysis co-
nfirm the main result. In line
with signalling theory, the fin-
dings suggest that QSD could be
used to mitigate information as-
ymmetries and increase accur-
acy of analyst forecast.

These results are important
for standard setters and regula-
tors because they assess the pos-
sible effectiveness of sustainabi-
lity disclosures. The results also
advance the understanding of
the role played by QSD in the
stock valuation process and pr-
ovide guidance to investors on
how to utilise the sustainability
disclosure that companies pro-
vide.

Notes:

1. Grewal et al. (2004) argue that a
multicollinearity problem above 80%
might harm the findings of the regr-
ession analysis.
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Appendixes:
Appendix 1: Sustainability Disclosure Checklist Items
1 Community development
1- Education

2- Contribution to national economy

3- Charity and donation

4- Social activities support

5- Other Community investment

2. Human resources

1- Safety and health

2- Employee equal opportunities

3- Employee training and development

4- Retirement benefits

5- Other employee Data

3. Products and services

1- Products/ Services quality

2- Products safety

3- Product or service development

4- 1SO or other awards received by company

5 - Other products data

4, Customer

1- Customer service information

2- customer feedback

3- Others customer data

5. Environment

1- Pollution

2- Recycling

3- Waste management

4- Water usage

5- Emission of carbon and harmful gases

6- Energy policy statement

7- 1SO or other awards received by company

8- Other environmental policy statement

6. Others sustainability Information

1- General sustainability Information
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Appendix 2: Weighted Method for Usefulness Dimension

Question

Likert’s

Literature

Sustainability disclosure is
estimated to be relevant if it
has an influence on the us-
ers’ decisions (IASB, 2010,

0 = no sustainability dis-
closure

1= disclose descriptive inf-
ormation on sustainability is

e.g. Jonas and Blanchet,
2000; McDaniel et al.,
2002; Chakroun et al.
2013, Hussainey, K., &

a good presentation
(text, financial information
plus graphs, tables or pict-
ures)

@ | p. 17). IFRS suggests that | disclosed, Alotaibi, K., 2016.
S | financial information impa- | 2 = descriptive and finance-
@ | cts the decision-making by | al information of sustainabi-
¢ | users to make it different. lity disclosure is included,
3 = descriptive disclosure
including financial and for-
ward-looking information is
reported.
Sustainability disclosure to | 0 = no negative and positive | e.g. Razaee, 2003; Cohen
be faithfully representative, | sustainability activities are | et al., 2004; Chakroun et
it should be natural, com- | disclosed. al. 2013, Hussainey, K., &
,5 plete and free of the bias | 1 = few positive events are | Alotaibi, K., 2016.
S | (IASB, 2010). disclosed (one paragraph).
g 2 = more positive events are
e disclosed (more than one
o) paragraph).
= 3 = more positive events
£ with negative events are
S disclosed.
L
Understandability is defined | 0 = no disclosure on sus- | e.g. Jonas and Blanchet,
as understanding of disclos- | tainability. 2000; Chakroun et al.
ure regarding the informa- | 1 = poor presentation (non- | 2013, Hussainey, K., &
tion quality which help users | financial information only, | Alotaibi, K., 2016.
E to understand the disclosure | without any table, pictures or
'_g meaning.(IASB, 2010), when | graphs).
i) information is classified co- | 2 = financial and nonfan-
g ncisely and presented clea- | ancial information without
5 | rly, understandability will be | any table, pictures or graphs
2 | enhanced. are provided.
-] 3 =
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Continued Appendix 2:

Comparability

The Comparability is def-
ined as the quality of dis-
closure that enables users
for identifying the perfo-
rmance trendsof the com-
pany over time and help
users to compare betw-
een two sets of economic
activities (IASB, 2010).

0 = no ratios is found in
annual report.

1 = few ratios are found
(less than 5).

2 = some ratios are found
(from 5 to 10). 3 = eno-
ugh ratios are found (mo-
re than 10).

e.g. Cleary, 1999; Hus-
sainey, K., & Alotaibi,

K., 2016.
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