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Abstract:

This study aims to investigate abnormal disclosure tone levels (ie., extent of management’s tone manipulation) in
narrative disclosures of earnings press releases of Egyptian firms. Net disclosure tone is measured by applying manual
textual analysis using the financial-domain wordlist of Henry (2008). Then, abnormal disclosure tone is estimated using
the model proposed by Huang et al. (2014). Results show that net disclosure tone in the narratives of earnings press
releases of firms in all industry sectors tend to be positive and optimistic. In addition, while estimating abnormal
disclosure tone levels, using Huang et al (2014) model, it is found that firms that are more profitable, larger, with less
growth opportunities and more business segments tend to provide more positive and optimistic tone in their narrative
disclosures. Moreover, results provide evidence for the existence of levels of abnormal tone in the narrative disclosures of
earnings press releases (both upward and downward tone management), indicating the existence of some levels of tone
manipulation by management in the Egyptian firms’ disclosures. Firms in the materials and the real estate sectors are
found to have higher levels of abnormal disclosure tone in their earnings press releases. This study contributes to the
existing literature, by providing insights regarding management’s use of abnormal tone (i.e., Tone management) in the
narrative disclosures of Egyptian firms, which is an unexplored area yet in the Egyptian market or any other emerging
market.
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1. Introduction

Firms usually communicate their information to external interested parties and different stakeholders through a
variety of channels, such as annual reports, corporate social responsibility (CSR) or sustainability reports, investors’
presentations, conference calls, press releases, websites etc. (Brennan and Merkl-Davies, 2018). For years, corporate
reports were mainly composed of large amounts of numerical or quantitative information, with small portions of
explanations and descriptions (except for footnotes with the financial statements). Since quantitative information provide
users with an incomplete picture of the company’s economic performance (Huang et al,, 2014), there is a need to be
accompanied by unstructured textual information. Nowadays, narrative or qualitative disclosures have become a very
important form of disclosures, representing a major part of firms’ reports (Lo et al., 2017; Masztalerz, 2016).

As a result, researchers’ attention was directed towards examining different characteristics and dimensions of
narrative disclosures, such as length (e.g. Davis et al., 2012; Dyer et al., 2017; Loughran and McDonald, 2014), readability/
understandability/ textual complexity (e.g. Ajina et al,, 2016; Dyer et al., 2017; Fisher et al,, 2020; Hsieh et al,, 2016; Lo et
al,, 2017), tone (e.g. Aly et al,, 2018; Arslan-Ayaydin et al.,, 2016; Caserio et al., 2019; Clatworthy and Jones, 2003; Davis and
Tama-Sweet, 2012; D’ August and De Angelis, 2020; Davis et al., 2012; Henry, 2008; Huang et al., 2014; Li, 2010; Loughran
and Mcdonald, 2011; Luo and Zho, 2017; Price et al., 2012; Rahman, 2019; Smith and Taffler, 2000; Wu et al., 2020) and
redundancy (e.g. Dyer et al, 2017). Many prior studies show that management’s use of narrative disclosures and its
attributes, like readability, tone, length, etc. is to provide users with additional information, helping them in assessing
firm’s future performance and prospects (e.g., Aly et al., 2018; Boudt et al., 2018; Davis et al., 2012; Del Gaudi et al., 2020;
Gonzalez et al,, 2019; Henry, 2008; Hsieh et al.,2016; Li et al., 2019; Rahman, 2019; Miller, 2010; Smith and Taffler, 2000;
Wu et al,, 2020, Yekini, 2016). However, it is claimed that there are no direct rules to govern the disclosure of narrative
information and they are not audited as well (except footnotes of financial statements). Thus, managers can have an
opportunity to use these discretionary narrative disclosures opportunistically to bias and distort users’ perception
towards the firm, which affects share prices and increase managers’ compensation. In this case, this biased reporting
behavior is known as ‘Impression Management’ (Merkl-Davies and Brennan, 2007).
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‘Impression Management’ term has appeared in social psychology (Goffman, 1956), but can be applied on
corporations as well. In the corporate context, managers can use impression management strategies in narrative
disclosures of corporate reports to create a favorable image about the firm’s performance, in an attempt to bias users’
perceptions, and consequently their decisions. According to Merkl-Davies and Brennan (2007), impression management
has seven strategies; 1-Reading ease manipulation, 2- Rhetorical manipulation, 3- Thematic manipulation (new
content/ton), 4- Visual and structural manipulation (Emphasis), 5- Performance comparisons, 6- Choice of earnings
numbers (Selectivity), 7- Attribution of performance.

Disclosure tone is one of the characteristics of narrative disclosures. It can be defined as a function of both content
and word choice (Henry, 2008). Disclosure tone can be described as positive, negative, neutral (Henry, 2008), uncertain or
litigious. (Loughran and McDonald, 2011). It can also be described in terms of blame, satisfaction, denial, etc. (Loughran
and McDonald, 2011, 2016). The tone of narrative disclosures should be consistent with the accompanied numerical
information in the corporate reports to be useful in providing incremental information to users and in formulation of
investors’ judgments. However, it can be used opportunistically by management to bias users’ judgements and in that way
can be considered one of the above-mentioned impression management tools (i.e, Thematic manipulation strategy)
(Merkl-Davies and Brennan, 2007). This occurs when the narrative disclosure tone is overly pessimistic or overly
optimistic relative to the accompanied disclosed quantitative performance, this is known as ‘Abnormal Disclosure Tone’.
Management’s use of abnormal disclosure tone levels is known as ‘Tone Management’, which is defined by Huang et al.
(2014) as ‘the choice of the tone level in qualitative text that is incommensurate with the concurrent quantitative
information’ (p.1083).

It is worth mentioning that there is some regulatory attention in developed countries, such as US and UK, towards
the stylistic attributes of narrative disclosures. Nevertheless, in Egypt there is a lack of such attention to the attributes of
narrative disclosures, as the main concern is the context of the report and the compliance to the regulatory requirements.
As an emerging market, there are weak levels of investors’ protection and financial reporting enforcement (Khlif et al.,
2015). In addition, disclosure-related litigation, which can act as a constraint for management’s discretion and regulate
disclosure tone (Arslan-Ayaydin et al., 2016; Bonsall [V et al,, 2013; Liu, 2015; Rogers et al,, 2011), is less common in Egypt
(if compared to developed markets). In the light of this, with the presence of motives for management to present firms in a
better image, one would expect that managers have more flexibility and can be more inclined to use narratives’ tone in an
opportunistic way to bias users’ perceptions. Nevertheless, most of prior studies explore management’s manipulation of
disclosure tone in firms’ reports in developed capital markets, with a paucity of studies in emerging markets. Prior studies
in emerging markets address the disclosure tone only (i.e., net optimism, pessimism, etc.), without exploring the possible
existence of abnormal disclosure tone levels which is indicative for management’s manipulation or management of
narrative disclosures. This motivates the current study to fill this gap by investigating the abnormal disclosure tone levels
(as an impression management strategy) in the firms’ earnings press release, which is to the best of the authors’
knowledge, an unexplored area yet in the Egyptian market or any other emerging market.

2. Literature Review

Managements’ use of abnormal disclosure tone in corporate narratives can be interpreted using two opposing
perspectives (i.e, Incremental/Informative perspective versus Opportunistic perspective). Both perspectives can be
interpreted through different theories; however, the most important of them is the signaling theory and the agency theory,
which has been adopted by prior studies addressing the information content of disclosure tone.

Management’s use of abnormal disclosure tone under the ‘Informative/Incremental perspective’, can be
interpreted by using the signaling theory developed by Spence (1973) and Ross (1977). Based on this theory, managers
usually have private information regarding firm’s future performance that users do not have access to, and this
information is not reflected in the current earnings reported. Therefore, managers will try to signal this private
information to stakeholders, using impression management strategies, such as tone management (i.e., the use of abnormal
levels of disclosure tone), in an attempt to reduce information asymmetry. Several prior studies agree with this
interpretation. For example, Davis et al. (2012), using quarterly earnings announcements, show that net optimistic tone is
positively associated with firm’s future return on assets (ROA). Boudt et al. (2018) show that positive tone in quarterly
earnings press releases helps in predicting ROA. Rahman (2019) indicates that abnormal tone in the UK interim
management statements (IMSs) of the third quarter and not the first quarter is positively associated with the annual
earnings. Along the same way, Gonzalez et al. (2019) provide evidence of (negative) positive association between
(uncertain) positive tone and firm valuation and accounting financial performance. In addition, Wu et al. (2020) illustrate
that disclosure tone in MD&As are informative to users about management’s expectations about the firm’s future value.
Aly et al. (2018), using annual reports of Egyptian companies show that Egyptian firms tend to provide more positive
versus negative disclosures. In addition, they show that firm’s performance is positively associated with net disclosure
tone. Moreover, they find that this relation could be in the opposite direction, supporting the idea that firms with better
disclosure practices tend to have higher performance. Li (2010), using the Naive Bayesian method for measuring forward-
looking statements in MD&As, provides evidence showing that net tone of forward-looking statements is associated with
future performance (i.e., informative). Using prediction models, Smith and Taffler (2000) show an association between
discretionary narrative disclosures in chairman’s statements and firm’s failure. They assume and find that unaudited
disclosures contain value relevant information for users. Other prior studies provide evidence that the informativeness of
disclosure tone to users extends beyond firm'’s future performance and prospects. For example, Li et al. (2019) indicates
that disclosure tone in MD&As is positively associated with firm’s future earnings and can predict future cashflows,
analysts’ revisions, institutional investors’ shareholdings and future sales growth. Del Gaudi et al. (2020) provide that the
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negative tone of mandatory narrative disclosures in banks’ annual reports can reveal information about banks’ instability
(i.e., bank risk insolvency).

Another stream of research assesses the information content of textual disclosure tone by examining how
investors react to the qualitative disclosure tone (e.g., Boudt et al., 2018; Davis and Tama-Sweet, 2012; Davis et al., 2012;
Henry, 2008; Li et al, 2019; Luo and Zho, 2017; Price et al., 2012; Rahman, 2019; Tetlock et al., 2008; Tetlock, 2007; Yan et
al. 2019; Yekini, et al, 2016). They collectively show a positive association between positive/optimistic or
negative/pessimistic narrative disclosures and abnormal stock returns.

Overall, these above-discussed prior studies agree with the ‘Signaling theory’ and the ‘Incremental perspective’ in
which disclosure tone is informative for users about the firm’s future performance, and the market responds to these
signals. They provide consistent results, although they are applied in different disclosure mediums, such as earnings
releases, MD&As, conference calls, full annual report or chairman’s statements. In addition, their results are consistent,
whether they are using positive (optimistic), negative (pessimistic), net disclosure tone, or abnormal disclosure tone
levels. However, it is worth mentioning that in these group of prior studies, only few studies have used abnormal
disclosure tone levels (e.g., Luo and Zho, 2017 and Rahman, 2019).

On the other side, managers can engage in tone management and use abnormal disclosure tone opportunistically,
and hence is considered as an ‘Impression management strategy’, where they can overestimate or underestimate the
disclosure tone levels in comparison to the accompanied current earnings numbers (Huang et al., 2014) to bias users’
perceptions towards the firm’s image. This can be explained under the ‘Opportunistic perspective’ using the agency theory.
The agency theory (Jensen & Meckling, 1976) provides the base for interpreting the self-serving behavior of management.
According to the agency theory, management will act in a way that maximizes their own benefit at the expense of
shareholders. They can engage in different opportunistic behavior, such as earnings management and can also use
impression management strategies. Some evidence show that managers can deliberately and opportunistically use
qualitative disclosure tone to mislead investors and bias their perceptions and judgements. For example, Clatworthy and
Jones (2003), using narratives in chairman’s statements, find that whatever the firm performance; improving or declining,
management disclose the positive aspects of performance (i.e, good news). In addition, they attribute good news to
themselves, while bad news to external factors. Overall, management behave in a self-serving manner, whatever the firm
performance, providing evidence of existence of impression management in chairman’s statements narratives. Davis
&Tama-Sweet (2012) show that managers can strategically and opportunistically choose between narratives tone inside
quarterly earnings releases and MD&As to provide narrative information about firm performance. In the same way,
Schleicher and Walker (2010) using manual content analysis of forward-looking narratives in chairman’s statements,
show that firms with forthcoming declines in earnings will have a tendency towards altering tone upwards through using
positive sentences significantly more than negative sentences.

In addition, Haung et al. (2014), using abnormal disclosure tone in annual earnings press releases, show a
negative association between abnormal positive tone and firm'’s future earnings and cashflows for 1-3 years, supporting
the opportunistic perspective. Caserio et al. (2019) provide evidence that disclosure tone in MD&As of healthy financial
firms is informative about firms’ current and future performance. However, for unhealthy firms, they find that disclosure
tone is used to hide the financial firms’ true performance. Specifically, they find that unhealthy firms use more positive and
more future-oriented words, although they have negative performance, supporting the opportunistic perspective of the
use of disclosure tone. Additionally, some prior studies, such as Allee &Deangelis (2015); Arslan-Ayaydin et al. (2016);
Huang et al. (2014); Tama-Sweet (2014) show that motives that encourage management to manage earnings (e.g., CEO
option exercises, merger and acquisition, issuance of new equity) can motivate management to manipulate disclosure tone
as well, to maximize their benefits. They show that management can strategically use abnormal disclosure tone to mislead
investors about firm fundamentals.

The above-discussed prior studies that adopt the opportunistic perspective, collectively show that management
use disclosure tone in an opportunistic way to bias users’ perceptions. They provide consistent results, whether measuring
tone using optimistic, pessimistic, net tone, or abnormal disclosure tone (i.e., tone management). Net disclosure tone is the
difference between positive and negative words, while abnormal disclosure tone is one of the impression management
strategies indicating management’s manipulation of tone.

It is worth noting that only few prior studies have used abnormal disclosure tone levels whether examining the
information content of disclosure tone under the informative or opportunistic perspective (e.g., Baginski et al., 2018;
Huang et al,, 2014; Luo and Zho, 2017; Rahman, 2019) or examining its relation with other factors, such as CEO narcissism
(Buchholz et al,, 2018) or conservatism (D’ Augusta and DeAngelis, 2020).

3. Research Objectives
The empirical review has identified that most prior studies exploring abnormal disclosure tone levels (i.e.,
management’s manipulation of disclosure tone) have been carried out in developed countries, such as US (e.g., Baginski et
al,, 2018; Buchholz et al., 2018; D’ Augusta and DeAngelis; Huang et al., 2014; Luo and Zho, 2017) or UK (e.g., Rahman,
2019) with a paucity of studies in emerging markets. This motivates the current study to fill this gap by investigating the
abnormal disclosure tone levels (as an impression management strategy) in the firms’ earnings press release, which is to
the best of the authors’ knowledge, an unexplored area yet in the Egyptian market or any other emerging market.
Accordingly, this study aims at achieving the following objectives;
e RO1: Toinvestigate the extent of abnormal disclosure tone levels in earnings press releases of Egyptian Firms.
e RO2: To help in assessing the appropriateness of the model proposed by Huang et al. (2014) for capturing
disclosure tone manipulation, by providing evidence from an emerging market.
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4., Research Method

4.1. Sample Selection and Data Collection

The final sample consists of 25 firms listed in Egyptian stock exchange index (EGX 100), for a five-year period
(2014-2018), making a total of 83 firm-year observations. The choice of the firms is based on its listing in EGX 100 and the
availability of annual earnings press releases, excluding banks, insurance and financial firms, firms that entered into
merger and acquisition during the sample period and firms with no earnings press releases. We do not extend the sample
earlier than 2014 to avoid the effect of the period of economic and political instability in Egypt (2011-2013).

To measure disclosure tone, the study uses annual earnings press releases, which are downloaded from the firms’
internet websites, Mubasher and EGX websites. Variables (earnings, stock returns, earnings and stock returns volatility,
firm size, firm age, market to book ratio, number of business and geographical segments) used in Huang et al. (2014)
model for estimation of abnormal disclosure tone, are measured using data from firm’s financial statements, annual
reports and board of directors’ (BOD) reports which are purchased from Egyptian for Information Dissemination Company
(EGID) and downloaded from firms’ websites and Mubasher website.

4.2. Measuring Abnormal Disclosure Tone

This study applies manual textual analysis and uses the financial-domain wordlist of Henry (2008). The textual
analysis is done through counting the frequency of occurrence of positive and negative words in the annual earnings press
releases based on the positive and negative list of words in Henry (2008) dictionary. In addition, equal weights will be
given to each of the occurrence of positive and negative words. To check the reliability of manual content analysis, another
researcher manually counted the number of positive and negative words in the sample firms’ earnings releases, using the
same Henry (2008) wordlist.

Step 1:Net tone scores (Net optimism scores) are calculated as the difference between number of positive words
and number of negative words, divided by the sum of positive and negative words number, using the following equation:

TONE,, = Wit = NWir
= W, + NW, €Y

TONE;, = Net tone score in the earnings press release of firm (i) in year (t). PW; .= Number of positive words in
the earnings press release of firm (i) in year (t). NW;, = Number of negative words in the earnings press release of firm (i)
in year (t).

Step 2: Total net tone measured contains both; the normal tone component that reflects the firm’s current
performance and fundamentals, and the abnormal tone component which reflects management strategic choice to
manipulate tone upwards or downwards (i.e., Tone Management). Huang et al. (2014) proposed a model to disaggregate
normal tone from abnormal tone. The idea of Huang et al. (2014) is similar to earnings management models which are
based on the separation of discretionary (Abnormal) accruals from the non-discretionary (Normal) accruals. The
predicted values from running regression of total tone scores on its determinants; proxies of firm’s current market and
financial performance, growth opportunities, operating risk and complexity represent the normal part, while the residual
is the abnormal tone. To estimate the coefficients of the Huang et al. (2014) model to get the estimated parameters,
ordinary least square regression is run to the following model:

TONE;; = a + byEARN;¢ + by RET;, + b,SIZE;; + b3BTM; + b,STD_RET;; + bsSTD_EARN;, + bsAGE;, +
b,BUS_SEG;; + bgGEO_SEG;; + e;.(2)

TONE;=Net tone score in the earnings press release of firm (i) in year (t). EARN;=Net income before
extraordinary items scaled by beginning total assets. RET;;= Stock returns for 12 months’ period ending 3 month after the
fiscal year. SIZE;:=Log (1+ market value of equity at fiscal year-end). BTM;:= Book-to-market ratio at fiscal year-end.
STD_RET; = (Returns volatility) Standard deviation of monthly stock returns over the fiscal year (for 12 months period
ending 3-month after the fiscal year-end). STD_EARN;= (Earnings volatility) Standard deviation of ROA calculated over the
last 3 years. AGE;= Log (1+ age from the first year the firm listed in EGX). BUS_SEG;=Log (1+ number of business
segments). GEO_SEG;= Log (1 + number of geographic segments). o, bo to bg = Parameters to be estimated. e;= Residual
(Abnormal Tone).

5. Results and Discussion

5.1. Net Disclosure Tone

Table (1) presents descriptive analysis for net disclosure tone in earnings press releases of the sample firms,
classified by industry type. Net disclosure tone scores represent the level of optimism (the difference between number of
positive words and number of negative words, divided by the sum of positive and negative word as in equation 1). It
ranges from +1 (pure positive) to -1 (pure negative), with 0 indicating neutral disclosure tone.
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Industry Type | n % Net Disclosure Tone (TONEj,t)
Mean | Minimum | Maximum Standard Deviation
Materials 10 12% 0.2856 -0.226 0.783 0.3284
Industrial 6 7.20% | 0.6568 0.326 0.98 0.2128
Consumer 11 | 13.30% | 0.6451 0.2 1 0.283
Discretionary
Consumer 18 | 21.70% | 0.5929 -0.114 1 0.2945
Staples
Health care 3 3.60% | 0.8477 0.714 1 0.1439
Communication | 11 | 13.30% | 0.5866 0.281 0.937 0.1947
services
Real estate 24 | 28.90% | 0.822 0.364 1 0.1693
Total 83| 100%

Table 1: Net Disclosure Tone for Each Industry

Table (1) shows that the mean of net disclosure tone scores TONE;; of the sample firms in each of the industries is
positive, indicating that management of the Egyptian firms tends to use optimistic tone in narrative disclosures of earnings
press releases. These results are consistent with the mean numbers of disclosure tone found in sample firms of prior
studies (e.g., Arslan-Ayaydin et al., 2016; Davis and Tama-Sweet, 2012; Henery and Leon, 2009; Huang et al., 2014; Luo and
Zho, 2017), where their results show more optimistic and less pessimistic tone in earnings press releases, if compared to
management and discussion sections (MD&As). Similar to earnings press releases, Rahman (2019) find a positive mean of
tone in interim management statements. In contrast, disclosure tone measured in full annual reports and management
forecasts in prior studies, tends to be negative and pessimistic (e.g., Baginski et al., 2018; Buchholz et al., 2018; Loughran
and McDonald, 2011). The rationale is that annual reports are subject to auditing and more regulations, and thus are more
probable to be subject to litigation. In contrast, earnings releases’ narratives are not subject to auditing, giving more
flexibility to management to be intentionally more optimistic about the firm'’s future performance and prospects.

It seems that firms in real estate and health care sectors have the highest levels of optimistic tone in their earnings
press releases with a mean of (0.822) and (0.847) respectively. While firms in materials sector have the lowest levels of
optimistic tone in their earnings press releases with a mean of (0.2856).

Net disclosure tone shows the overall optimism in the narratives of corporate earnings press releases, without
capturing the overestimation or the underestimation of this tone relative to the firm’s current fundamentals (i.e., without
capturing the part of the disclosure tone manipulated by managers). Thus, the next section shows the estimation of the
levels of abnormal disclosure tone of the sample firms.

5.2. Abnormal Disclosure Tone

5.2.1. Estimation of Abnormal Disclosure Tone

The predicted value of equation (2) (Huang et al., 2014 model) from running the regression of net disclosure tone
on its determinants (i.e., proxies of firms’ current market and financial performance, growth opportunity, operating risk
and complexity) represent the part of disclosure tone that is normal and in relation to the firm’s current fundamentals
(Normal tone). The residual from the regression represents the abnormal part of disclosure tone not related to the firm’s
performance, growth opportunities, risk and complexity. The coefficients resulted from the regression are reported in
table (2). Throughout literature, the determinants of normal tone (i.e., the explanatory variables of the model) are found to
have different associations with the dependent variable TONE;;. Thus, the estimated coefficients resulted from running the
regression of Huang et al. (2014) in this study, are compared with those in prior studies.

Results in table (2) show a positive and significant association between disclosure tone TONE;; in earnings press
releases and firms’ current earnings EARN;;, indicating that more profitable firms tend to provide more positive disclosure
tone in the narratives of earnings press releases, to support and highlight this positive performance. This is consistent with
Baginski et al. (2018); D’Augusta and DeAngelis (2020); Huang et al. (2014); Li (2010), Luo and Zho (2017). However, the
coefficient between TONE;; and firms’ stock returns RET;; is positive but insignificant, this positive coefficient is consistent
with prior studies, such as Arslan-Ayaydin et al. (2016); Baginski et al. (2018); D’Augusta and DeAngelis (2020); Li (2010);
Rahman (2019), but inconsistent with Huang et al. (2014).

Consistent with Arslan-Ayaydin et al. (2016); Buchholz et al. (2018); D’Augusta and DeAngelis (2020); Rahman
(2019), results show that larger firms provide more positive disclosure tone, as there is a positive and significant
association between TONE;and firms’ size SIZE;;. This result implies that when firms are small, they are more cautious in
their tone in narratives, comparing with larger firms who tend to provide more positive tone. However, this result is
inconsistent with Huang et al. (2014); Li (2010); Luo and Zhou (2017).
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Dependent Variable: TONE;,
Variable Coeff (1)
(Constant) -2.177** (-2.110)
EARN;; 0.950** (2.311)
RET;; 0.034 (0.586)
SIZE;: 0.109*** (2.891)
BTM;; 0.088** (2.431)
STD_RET;; 0.343 (0.436)
STD_EARN;; -1.510 (-0.868)
AGE;; 0.037 (0.470)
BUS_SEG; 0.219** (2.318)
GEOQ_SEG; -0.117** (-2.522)
Adjusted R? 13.2%
No. of observations 83
Notes: This table presents regression results related to equation (2) to estimate abnormal
disclosure tone,
TONE;; = a + byEARN;¢ + by RET;, + b,SIZE;, + b3BTM; + b,STD_RET;, + bsSTD_EARN;, +
bgAGE;¢ + b,BUS_SEG; . + bgGEO_SEG;, + e;; (2)
All variables are defined below equation (2) in section (4.2). t- Statistics are in parentheses. *, **,
*#* are significance at 10, 5 and 1 percent levels.

Table 2: Regression Results to Estimate Abnormal Disclosure Tone from Equation (2)

The coefficient of the relation between TONE;; and firms’ book to market ratio BTM;; is positive and significant,
indicating that firms with less growth opportunities (higher BTM;;) tend to provide more positive tone. This implies that
growing firms that are facing more uncertain information environment and uncertain economic conditions tend to be
more cautious in their disclosure tone; providing less positive tone in narratives (Li, 2010). This result is consistent with
prior studies, such as Li (2010) and Rahman (2019), but inconsistent with Arslan-Ayaydin et al. (2016); Buchholz et al.
(2018); D’Augusta and DeAngelis (2020); Huang et al. (2014).

The coefficient between TONE;: and STD_EARN;; is negative, but insignificant. The negative sign indicates that the
more volatile the firm’s earnings, the less the positive tone will be in the narratives of earnings releases. This implies that
firms with more volatile business environment will tend to be cautious in their disclosures and tone, due to information
uncertainties, political and legal concerns (Li, 2010). However, we cannot confirm that because the result is insignificant.
Although the positive coefficient between TONE;; and firms’ stock returns volatility STD_RET;; is inconsistent with the
above-mentioned interpretation related to more volatile business environment, it is consistent with Buchholz et al. (2018)
and Huang et al. (2014).

There is positive but insignificant coefficient between TONE;; and firms’ age AGE;. The positive sign shows that
the more mature and older firms, they will tend to provide more positive tones in the narratives of earnings press releases.
This can be due to that older firms have better reputation; therefore, their disclosure tone is more persuasive which can
increase the benefit from manipulation (D’Augusta and DeAngelis, 2020). In addition, younger firms face many
uncertainties, so their disclosures tend to be more cautious and of less positive tone (Li, 2010). This positive sign is
consistent with Li (2010), but inconsistent with prior studies, such as D’Augusta and DeAngelis (2020); Huang et al.
(2014); Rahman (2019).

The positive and significant association found between TONE;; in earnings press releases and firm’s number of
business segments BUS_SEG;: means that firms with more business segments, i.e.,, more complex structure, tend to provide
more positive disclosure tone in their narratives. This is consistent with Li (2010) but inconsistent with Buchholz et al.
(2018); D’Augusta and DeAngelis (2020); Huang et al. (2014); Rahman (2019). However, it is found that firms with more
geographical segments tend to have less positive tone, because the coefficient of the relation between TONE; and
GEO_SEG;; is negative and significant. These results can reveal that firms with more complex structures and operations,
tend to have more complex disclosures (Li, 2010). This result is consistent with D’Augusta and DeAngelis (2020); Huang et
al. (2014); Li (2010); Rahman (2019).

5.2.2. Extent and Levels of Abnormal Disclosure Tone

The predicted value after running the regression of equation (2) of Huang et al. (2014) model, discussed in the
above section, represent the part of disclosure tone that is normal and in relation to the firm’s current fundamentals
(Normal tone). The residual from the regression represents the abnormal part of disclosure tone not related to the firm'’s
performance, growth opportunities, risk and complexity (ie, Abnormal disclosure tone = TONE- Normaltone). The
abnormal disclosure tone is the part of the net disclosure tone that is manipulated upwards or downwards by
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management (i.e.,, Tone Management). Positive residual from Huang et al. (2014) regression model measures the upward
tone management, while negative residual measures downward tone management (Czerney et al., 2017). After running the
regression of equation (2) as discussed in section (5.2.1), the descriptive analysis of the abnormal disclosure tone levels in
earnings press releases of the sample firms, classified by industry type are presented in table (3).

Industry Type n % Abnormal Disclosure Tone Levels
Mean Minimum Maximum Standard Deviation

Materials 10 12% -0.2230 -0.6268 0.2619 0.2894
Industrial 6 7.2% -0.1336 -0.5114 0.0450 0.2091
Consumer 11 | 13.3% 0.0139 -0.4359 0.3298 0.2461
Discretionary
Consumer Staples 18 | 21.7% -0.0110 -0.4570 0.5389 0.2450
Health care 3 3.6% 0.0497 -0.1439 0.3750 0.2834
Communication 11 | 13.3% -0.0094 -0.4199 0.2811 0.1958
services
Real estate 24 | 28.9% 0.1263 -0.3069 0.4321 0.1812
Total 83 | 100%

Table 3: Abnormal Disclosure Tone Levels for Each Industry

The difference between the minimum and maximum values and the value of standard deviation of abnormal
disclosure tone levels in firms in each of the industries indicate a wide variation in the levels of disclosure tone
manipulation in earnings press releases among the sample-Egyptian firms. This variation and numbers are consistent with
the levels of abnormal disclosure tone found in prior studies addressing developed markets (e.g., Baginski et al., 2018;
D’Augusta and DeAngelis, 2020; Huang et al,, 2014; Rahman, 2019). As discussed above negative levels of abnormal tone
indicates downward tone management, while positive levels indicate upward tone management. From table (3), it seems
that the mean of abnormal disclosure tone of firms in materials, industrial, consumer staples and communication services
industry have negative value. Firms in the communication industry have a negative mean close to zero (-0.0094),
indicating very low downward tone management or no existence of tone manipulation in narratives of firms in the
communication industry. Firms in consumer staples show low level of abnormal disclosure tone with negative values
mean (-0.0110), indicating low levels of downward tone management in narrative disclosures of these firms’ earnings
press releases. Firms in the material sector have the highest mean of abnormal disclosure tone with negative sign (-
0.2143) indicating higher levels of downward tone management in narrative disclosures of theses firms’ earnings press
releases.

On the other hand, there is a positive mean of abnormal disclosure tone levels in firms in the consumer
discretionary (0.0139), health care (0.0497) and real estate sector (0.1263), indicating upward tone management. Firms in
the consumer discretionary and health care sectors have low levels of upward tone management in narrative disclosures
of their earnings press releases. While firms in the real estate sector have the highest mean of abnormal disclosure tone
(0.1263), indicating the existence of moderate level of upward tone management in the narrative disclosures of these
firms.

Overall findings provide evidence for the existence of some levels of abnormal disclosure tone (both upward and
downward tone management) in the narrative disclosures of earnings press releases of Egyptian firms, similar to that
found in prior studies examining abnormal disclosure tone levels in developed markets.

6. Conclusion, Implications and Suggestions for Future Research

6.1. Conclusion

This study aims to investigate abnormal tone levels (i.e., extent of manipulation of tone) in narrative disclosures of
Egyptian firms’ earnings press releases. Results show that net disclosure tone in the narratives of earnings press releases
of firms in all industry sectors tend to be positive and optimistic. This is consistent with prior studies that examined
disclosure tone using earnings press releases or interim management statements, which supports the notion that
management tend to be more optimistic in earnings press releases, which is not subject to auditing and less subject to
litigation than in annual reports and 10-K filings. In addition, while estimating abnormal disclosure tone levels using
Huang et al (2014) model, it is found that firms which are more profitable, larger, with less growth opportunities and more
business segments tend to provide more positive and optimistic tone in their narrative disclosures. Moreover, results
provide evidence for the existence of levels of abnormal tone in the narrative disclosures of earnings press releases (both
upward and downward tone management), indicating the existence of levels of tone manipulation by management in the
Egyptian firms’ disclosures. It is found that firms in the materials and the real estate sectors have higher levels of abnormal
disclosure tone in their earnings press releases, in comparison with other industries. Furthermore, results provide
evidence from an emerging market about the appropriateness of Huang et al. (2014) model for capturing abnormal
disclosure tone in corporate narratives.
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6.2. Implications

The study provides an insight about the extent of management’s use of abnormal disclosure tone (i.e., Tone
manipulation) in narrative disclosures of Egyptian firms’ earnings press releases. Thus, it attempts to notify users,
especially non-professional investors, regarding the possible biases that could emerge in the corporate narratives due to
management’s use of abnormal disclosure tone to bias their perceptions and judgments. Results also could be of
importance to regulators and policy makers as the findings highlight and confirm the need of guidelines and regulations to
guide the disclosure of corporate narrative information.

6.3. Limitations and Suggestions for Future Research

First, the sample chosen for this study is restricted to Egyptian non-financial firms listed in the Egyptian stock
exchange index (EGX 100) with the exclusion of banks, financial and insurance firms, due to their specific disclosure
requirements. Second, the study focused on one impression management strategy (Abnormal disclosure tone) from the
seven impression management strategies and used only one channel of corporate disclosures, which is the earnings press
releases. This provides several avenues for future researchers. Future research can explore the extent of other impression
management strategies (e.g., Rhetorical manipulation, visual and structural manipulation, performance comparisons or
choice of earnings numbers) in corporate disclosures and can extend to use other corporate reports, such as annual
reports, management discussion and analysis sections (MD&As), sustainability reports, etc. Future research can also
extend beyond the scope of this study to explore if investors are biased or misled by the management’s intentional use of
abnormal disclosure tone in firms’ narrative disclosures. This can be examined by applying experimental studies or
surveys to understand in-depth the effect of such manipulation strategies on different users.
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