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The Impact of Earnings Management on the Extent of
Disclosure and True Financial Performance: Evidence

from Listed Firms in Hong Kong
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6. Conclusion

We examine both the reasoning and data behind the conventional wisdom that more
disclosure is not always better. Although we believe that the contribution of prior studies to the
examination of linear relationships between disclosure and performance is a very important one,
we continue at the point they suggest with attention to the potential non-linearities of this
relation. In fact, our study speaks to the call by Hermalin and Weisbach (2012) for a better
understanding of the consequence of disclosure and to the appeal in McConnell (2003) for more
research on the role of outside directors. This study shows that once the likely impact of earnings
management is removed from the firm performance estimates, the relation between performance
and disclosure becomes nonlinear, implying that the optimal level of disclosure is less than
maximal. Our evidence casts doubt on the idea that more disclosure is not free; attempts to

mandate levels beyond this optimum would reduce profits.
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