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ABSTRACT

Research aim: Corporate risk disclosure (CRD) has long been regarded as a focal point of
corporate communication since adequate disclosure of risk information in the annual report may
reduce investors’ uncertainty and assist investors to make sound investment decisions. However,
previous reviews of CRD literature have tended to focus on developed economies which may
have limited applicability in the emerging markets. The aim of this article is, therefore, to extend
reviews of CRD literature to emerging economies.

Design/ Methodology/ Approach: This paper concentrated on articles published in international
peer-reviewed academic journals. Guided by the review methods recommended by Fink (2010)
and Tranfield et al. (2003), a systematic review of the most relevant databases within social
sciences was performed.

Research findings: Valuable evidence emerge from the review. The authors found that most prior
risk disclosure studies have focused on the developed economies and that similar research within
the context of emerging countries remains under-represented. The literature review also suggests
that CRD studies have mainly adopted content analysis to examine the scope of voluntary
disclosure practices. The findings show that agency theory remains the most dominant theory to
explain the managerial attitudes towards risk disclosure practices. More interestingly, the authors
found that rather than solely relying on a single theory alone to explain the phenomenon of CRD,
more studies are incorporating multiple theoretical lenses to examine CRD given the diverse
nature of voluntary risk reporting.

Theoretical contribution/ Originality: The paper adds to the limited number of systematic
literature reviews relating to CRD in both developed and emerging economies.

Practitioner/ Policy implication: By providing an important snapshot through an integrated and
synthesised overview of the current body of knowledge in the field of CRD, the findings may
generate new insights to regulatory bodies and standard setters to refine policies on voluntary
disclosure practices, conduct more effective monitoring on the level of information transparency
among listed companies.

Keywords: Voluntary disclosure, Risk Reporting, Emerging economies, Theoretical Perspectives
Type of article: Literature review

JEL Classification: M40, M41, G30

1. Introduction

Within the accounting literature, the study of corporate risk disclosure (CRD) is
an emerging area which has received a considerable level of interest and attention
in recent times (Alnabsha, Abdou, Ntim, & Elamer, 2018; Elshandidy, Shrives,
Bamber, & Abraham, 2018; Soobaroyen, Tsamenyi, & Sapra, 2017). Research
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studies to examine risk disclosure practices in the emerging markets are sparse as
most of the prior studies have been confined to the developed economies. For
example, most of the prior research surrounding this area focused on developed
countries such as Finland (Miihkinen, 2012, 2013), UK (Abraham & Cox, 2007;
Elshandidy, Fraser, & Hussainey, 2013; Elzahar & Hussainey, 2012; Linsley &
Shrives, 2006), Germany (Elshandidy & Shrives, 2016), Italy (Beretta & Bozzolan,
2004), Canada (Lajili, 2009; Lajili, & Zéghal, 2005) and the United States (Campbell,
Chen, Dhaliwal, Lu, & Steele, 2014; Hope, Hu, & Lu, 2016; Jorion, 2002; Pérignon
& Smith, 2010). The outcomes of such empirical investigations in the developed
markets may have limited applicability in the emerging markets due to differences
in cultural, social, economic and regulatory structures between these two markets.
Given the paucity of research studies on corporate risk disclosure in the context of
emerging economies, the aim of this paper is, therefore, to identify and synthesise
studies to investigate the various methodologies and theoretical approaches used
to explain risk disclosure practices. Against this backdrop, this paper attempts to
aggregate the recent research in corporate risk disclosure, highlight the trends and
patterns, and inform the gaps for future research. Additionally, it seeks to
stimulate the emergence of valuable insights to capital market regulators and
policymakers to encourage firms to produce more decision-useful information at
a time when firms are facing multi-faceted risks.

The following features of this paper are worth mentioning. It is by far the most
extensive and up-to-date collection and review of recent literature, spanning
across 21 years (1998-2018); it focuses on the archival empirical studies of
corporate risk disclosure; and more importantly, it provides a comparative
analysis of trends and approaches of corporate risk disclosure studies between the
developed and emerging economies. By highlighting and discussing the
(dis)similarities of CRD studies across these two economies, it provides avenues
to offer suggestions for future research, collaboration and reconciliation as to how
future research might be designed.

Ultimately, the objective of this paper is to generate an important snapshot,
and possibly even a required step, in providing a platform for an integrated and
synthesised overview of the current body of knowledge in the field of corporate
risk disclosure. Further, it is hoped that, through a systematic comparison of
multiple studies, this paper offers scholars and practitioners unique insights to
reassess their stance on disclosure requirements while at the same time informs
future research directions - especially in area(s) where the extant literature reveals
inconsistencies or heterogeneity.

This paper contributes to the existing body of knowledge in corporate risk
disclosure in four ways. Firstly, this paper attempts to systematically chart out a
comparative analysis of approaches and the theoretical stance, that exist in the
literature on corporate risk disclosure, conducted both in the developed and
emerging economies. Secondly, this paper contributes to the existing literature by
illustrating the major theories used by academic researchers to explain the
phenomenon of corporate risk disclosure. Examining the major theories used in
corporate risk disclosure will demonstrate the effectiveness of these theories in
understanding the phenomenon of corporate risk disclosure practices in an
emerging economy context. Thirdly, by identifying gaps and inconsistencies in the
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current state of research, we suggest promising paths to inform future research on
the area of corporate risk disclosure. Lastly, by aggregating and organising the
literature on corporate risk disclosure and subsequently categorised them
according to developed and emerging economies, this paper displays the
(dis)similarities across studies which exist both in the developed and emerging
economies.

This review paper collates and critically discusses the empirical studies
gathered from 127 articles published between 1998 and 2018 through a review of
empirical literature - an extensive analysis covering a period of 21 years. To keep
the current review within a manageable limit, we decided to focus on the key
accounting journals to provide the most up-to-date and authoritative information
within this field of research.

The remainder of the paper is organised as follows. Section 2 examines the
relevant prior literature related to corporate risk disclosure which may facilitate
understanding of the later sections. In section 3, we explain the methodology used
when conducting a systematic review. We then present and discuss the results in
section 4. Finally, the last section provides main conclusions of this paper and
proposes several avenues for future research.

2. Corporate Risk Disclosures: A Review of Previous Literature

2.1. Why is Corporate Risk Disclosure Important?

The reporting of an organisation’s economic activities must be clear and provide
meaningful information which communicate the possible ramifications of a
company’s business activities and risks under various scenarios to facilitate
decision-making. Miihkinen (2012) defines risk disclosure as “all information that
firms provide in the risk reviews in their annual reports.” In this context, the
ICAEW (2011) report “Reporting Business Risks” states that the concept of risk
has a wide range of different outcomes that could be upside or downside; while
IFRS (International Financial Reporting Standards) 9 defines risk as the
uncertainty to the changes in the cash flows or fair value of a financial instrument
arising from the risks to which the entity is exposed.

In recent times, the research on CRD has seen a dramatic surge of interest
following the increased attention and pressure from shareholders and
stakeholders (Linsley, Shrives, & Kajuter, 2008; Solomon, Solomon, Norton, &
Joseph, 2000) for greater disclosure of risk-related information (Carlon, Loftus, &
Miller, 2003). Corporate failures of large companies such as Enron, WorldCom,
Lehman Brothers and AIG have highlighted the need for greater transparency and
disclosure practices (latridis, 2010) through corporate governance reforms
(Solomon et al., 2000). The lack of corporate risk disclosure exacerbated the
financial crisis as investors are unable to adequately assess the risk exposures in
their investment decisions (Eccles, Herz, Keegan, & Philips, 2001; Rahman, 1998).
Given the increasing pressure for enhanced risk disclosures and corporate
accountability, firms have responded to the call by voluntarily disclosing a greater
amount of risk-related information (Abraham & Cox, 2007). This has attracted the
attention of academics and researchers to investigate the improvements in CRD
which have increased gradually in recent years (Alnabsha, Abdou, Ntim, &
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Elamer, 2018, Beretta & Bozzolan, 2004; Cabedo & Tirado, 2004, Elshandidy et al.,
2018, Elshandidy & Shrives, 2016; Pirson &Turnbull, 2011).

2.2. Corporate Risk Disclosure and Emerging Economies

Due to its rapid economic growth in recent years, the emerging markets have
become the focus of attention among private and international investors (Millar,
Eldomiaty, Choi, & Hilton, 2005). To stimulate economic growth and attract
foreign investments, many emerging markets offer various promising investment
incentives through regulatory reforms and investor-friendly monetary policies
(Millar et al., 2005). However, unlike their Western counterparts, the stock market
regulations of emerging countries tend to be less sophisticated and suffers from
inferior investor protection practices, such as expropriation of minority
shareholders by controlling shareholders (Gonenc & Aybar, 2006). The perception
that shareholders in the emerging markets are taking on additional risks due to
the relatively lax corporate governance standards can impede the inflow of capital
(Gibson, 2003; Klapper & Love, 2004). In most of the emerging economies, it is not
uncommon for a large number of enterprises to be dominated by large
shareholders, who are able to exercise their control rights and thereby putting the
minority shareholders at high risk (Claessens, Fan, & Lang, 1999). Large
shareholdings by a small group of investors may lead to problems associated with
ownership concentration which increases the risk of expropriation of minority
interests (Claessens, Djankov, & Lang, 2000; Khan, 1999) and higher information
asymmetry between managers and investors (Chau & Gray, 2010; Healy & Palepu,
2001). In addition, previous authors found evidence of deficits in the quality of
risk disclosure reporting in emerging markets compared to those in advanced
market economies (Siregar & Siagian, 2013). Taken together, these two factors (i.e.,
lack of minority interest protection and inadequate risk disclosure) create an
unfavourable investment climate and thus potentially deter foreign direct
investments from flowing into the emerging economies. For example, Mitton
(2002) posit that these elements (i.e., protection of minority interest and enhanced
risk disclosures) are two key pillars of ensuring good corporate governance.

3. Review Design

3.1. Systematic Literature Review of CRD Studies

We undertake a systematic literature review (SLR) which is increasingly being
used as a mechanism to identify and select the most potentially robust evidence-
based research within a specific field of interest. To provide a high-quality
integrative review of prior literature, a systematic literature review is undertaken
in this review paper in order to identify and critically evaluate relevant research
on a specific subject from previously published literature (Hart, 1998). According
to Littell (2008, p.1), a systematic review “aims to comprehensively locate and
synthesise research that bears on a particular question, using organised, transparent, and
replicable procedures at each step in the process.” A systematic review process involves
the use of well-defined and rigorous processes (Cronin, Ryan, & Coughlan, 2008)
to appraise and synthesise the extant literature investigating the similar questions
at hand (Boland, Cherry, & Dickson, 2008; Gough, Thomas, & Oliver, 2012).
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3.2. Selection of Journal Articles

This review paper aims to provide an international overview of the current state
of knowledge in the field of corporate risk disclosure. This review paper adopted
a four-step approach to search and identify studies for systematic review
recommended by Fink (2010) and Tranfield, Denyer and Smart (2003). These steps
are: i) planning the review, ii) conducting the review, iii) reporting, and iv)
dissemination. Only peer-reviewed and high-impact journals, which serve as a
reliable indicator for research quality and legitimacy, were retrieved and analysed
in this review paper. This effectively minimises the chances of including non-
reliable, dubious or/and poor-quality papers in the analysis. In line with the
research protocol, at least two databases or journals should be searched to ensure
boarder array of topics and minimise the risk of publication bias as a result of non-
inclusion of relevant studies (Cooper, Hedges, & Valentine, 2009). The journal
articles were identified by screening for keywords in the most relevant databases
within social sciences such as “voluntary disclosure”, “risk disclosure”, “risk
information”, “risk communication” and “risk reporting”. These databases
include Business Source Premier (EBSCO), Emerald full text, JSTOR, Science
Direct (Elsevier), and Scopus (Elsevier).

Although there is no universal recipe for literature analysis within the research
protocol, a systematic literature review process should flow logically from
analysis leading to synthesis, to comprehension and eventually to contributing to
the body of knowledge (Hart, 1998). It should also be noted that the primary aims
of SLR are to aggregate study findings on a chosen field of study aiming to achieve
a greater level of understanding, to facilitate theory-testing and theory-building
by way of exploring the (dis)similarities across studies (Petticrew & Roberts, 2006)
and to identify the more authoritative papers and authors as well as discovering
the contemporary and emerging themes from among the range of research studies
(Zhao & Strotmann, 2015).

3.3. Categorisation of the Reviewed Articles

This paper aims at reviewing and aggregating the scholarly work on corporate
risk disclosure practices, both in the developed and emerging economies. To add
credence to the study, this review paper adopts the methodological rigour of
systematic literature review as espoused by Tranfield et al. (2003). The procedures
in the initial phase involved reviewing literature surrounding the area of corporate
risk disclosure by scrutinising major journals and citation databases based on the
choice of keywords and relevance of the studies (McGowan & Sampson, 2005).
This review, which covers the periods of 1998-2016, is limited to major peer-
reviewed journal articles, excluding book chapters and other non-refereed
publications. The rationale for this approach is that established influential journal
articles are regarded as a source of validated knowledge and are likely to make a
substantive contribution of knowledge to the field. High-impact journals tend to
set new horizons for inquiry by allowing for greater exploration through the
deployment of various theoretical and empirical techniques that are fully
consistent within their frame of reference. Hence, this approach is justified to
maximise the relevance of the review as it provides a more representative picture
of the relevant scholarly research to date which informs researchers within the
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field about what is known, what is unknown, how the evidence was produced and
how the findings may vary according to study populations and contextual factors
(Kitchenham, 2004). We, therefore, feel that the approach mentioned above
provides an accurate and representative picture of relevant scholarly research.

4. Results of Review and Discussion

This study examined a sample of 127 articles spanning over a 21-year period (1998-
2018) which are aggregated and subsequently analysed and categorised according
to developed and emerging economies to provide some fresh insights on the
(dis)similarities between these two regions concerning analytical methods and
theoretical underpinnings used. Specifically, the analysis from the evaluation of
the selected articles are reported in the following three categories: i) distribution
of papers analysed according to developed and emerging economies, ii)
methodological approaches used according to developed and emerging countries,
and iii) theoretical underpinnings used in these studies arranged according to
developed and emerging countries. Additionally, we provide tables and charts to
highlight comparisons of and differences in risk disclosure studies between
emerging economies and the developed economies.

4.1 Categorisation of Corporate Risk Disclosure Studies According to Developed
and Emerging Economies

In this study, the search for empirical studies covered an extensive 21-year period
- from 1998 to 2018 and examined 127 articles conducted both in developed and
emerging economies. Each country has its own set of unique characteristics, and
thus regulatory framework in any given country must be framed within its
political, economic, social and cultural context. This review paper aims to bring
together the empirical analysis of risk disclosure practices in the extant literature
and provide an integrated snapshot for comparison of studies between the
developed and emerging markets.

60%

51%

50%

45%

40%
30%
20%
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Developed Economies Emerging Economies Global analysis

0%
Figure 1: Categorisation of the papers by economic regions
The distribution of corporate risk disclosures studies according to developed

and emerging economies is shown in Figure 1. Figure 1 indicates that 51 per cent
of the studies are concentrated in the emerging economies, 45 per cent in
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developed economies and 4 per cent studies with a multi-country design. It shows
that the empirical studies conducted in emerging countries are more than that of
developed countries. This is not surprising given the fact that the emerging
economies are experiencing rapid economic growth and in line with this economic
expansion, these countries have undertaken various regulatory reforms to
enhance transparency and accountability in corporate reporting. Therefore, this
has attracted the attention of researchers to analyse the evolving trends of CRD
practices among emerging markets. Historically, the emerging capital markets are
known to be relatively less efficient and riskier due to the ineffective enforcement
mechanisms and lack of transparency (Opper, 2003), leading to inadequate risk
assessments in their decision-making process (Linsley et al., 2008). In addition, the
majority of emerging countries exhibited the presence of ownership concentration,
government interference, cultural and social belief systems which are associated
with CRD practices (for example, Haniffa & Cooke, 2005; Haniffa & Hudaib, 2007;
Jaggi & Low, 2000). Despite these weaknesses, the expected returns are sometimes
much higher than in developed markets (Fama & French, 1997). According to
Hooke (1999; p.447), “many foreign economies, particularly in those developing
countries known as emerging markets, are expanding faster than the US
economy.”

Table 1. Top 5 countries by publications

Developed economies Emerging economies
Countries Number of  Countries Number of
publications publications
United Kingdom 18 China 12
United States of America 14 Malaysia 8
Canada 3 Jordan 6
Finland 2 Bangladesh 6
Spain 2 Fiji 4

Of the 127 papers reviewed, 65 (51%) are based on emerging economies, 57
papers (45%) are from developed economies while a small number of papers (4%)
looked at corporate risk disclosure practices with a multi-country analysis. Within
the emerging economies, the countries that publish the most are China, with 18
publications, while the second-highest country is Malaysia with eight
publications. In the developed economies, the UK has the highest number of
publications (18), followed by the USA with 14 publications. Tables 1 and 2
provide further details of these.

Table 2. Corporate Risk Disclosure Studies in Emerging Economies by Regions and Countries

Regions Countries Authors

South East Asia Indonesia (3), Abeysekera & Guthrie (2005), Abeywardana &
Malaysia (8), Panditharathna (2016), Haji (2013), Akhtaruddin
Philippines (1), Sri et al. (2009), Amran & Devi (2008), Amran et al.
Lanka (4), (2009), Basalamah & Jermias (2005), Beddewela &
Thailand (3), and Herzig (2013), Connelly & Limpaphayom (2004),
Vietnam (1) Dissanayake et al. (2016), Ghazali (2008),

Gunawan (2007), Ismail & Abdul Rahman (2011),
Ismail et al. (2013), Kuasirikun (2005), Kuasirikun
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Table 2. Corporate Risk Disclosure Studies in Emerging Economies by Regions and Countries
(Continued)
Regions Countries Authors
& Sherer (2004), Lambino (2013), Siregar & Siagian
(2013), Sumiani et al. (2007), Tower et al. (2011).

Middle East Arab Middle East ~ Agca & Onder (2007), Aksu & Kosedag (2006), Al-
(4), Jordan (6), Akra & Hutchinson (2013), Al-Akra et al. (2010),
Turkey (3), Egypt ~ Al-Bassam et al (2017) Alhazaimeh et al. (2014),
(1), Libya (1) Al-Shattarat et al. (2013), Alnabsha et al. (2018),

Elbannan & Elbannan (2015), Hassan (2009),
Kamla (2007), Naser et al. (2002), Sartawi et al.
(2014), Uddin & Hassan (2011), Uyar & Kilic
(2012),

East Asia China (12) Chan & Welford (2005), Chen et al. (2014), Dong
et al. (2014), Liu & Anbumozhi (2009), Meng et al.
(2014), Qu & Leung (2006), Qu et al. (2012), Wang
et al. (2008), Wang et al. (2013), Yuen et al. (2009),
Zeng et al. (2012), Zhou et al. (2016).

South Asia Bangladesh (6) Abhayawansa & Azim (2014), Belal (2001), Belal &

and India (3) Owen (2007), Hossain (2008), Islam & Deegan

(2008), Khan & Khan (2010), Mondal & Ghosh
(2014), Murthy (2008), Muttakin & Subramaniam
(2015), Nurhayati et al. (2015).

Other regions Fiji (4), South Khan et al. (2013), Lodhia (2000), Ntim et al.
Africa (1) (2013), Sharma & Davey (2013), Sharma, Low &
Davey (2013).
Multi-country More than two Goldstein & Xie (2009), Klapper & Love (2004),
analysis countries (4) Mitton (2002), Probohundono et al. (2013).

Additionally, we provide Table 2, which classified the previous studies by
regions within the emerging economy context, where 64 papers have been
identified, spanning across four regions. Table 2 shows that majority of the studies
are concentrated in the South East Asian region, followed by the Middle Eastern
countries. Therefore, corporate risk disclosure studies within the emerging
economy context have garnered much interest due to the economic growth and
regulatory reforms in this region. Examining corporate risk disclosure trends
within the emerging economies context would demonstrate the ebbs and flows in
this area of research at a time when the corporate governance reforms are still
emerging. The analysis above provides strong support for the argument that
emerging-country settings provide an intriguing area among researchers due to
the following reasons: (i) introduction of new regulations and requirements in
emerging countries in response to demand for more accountability and
transparency; (ii) majority of the emerging economies regulatory systems are often
inherited from the models laid down in developed countries’ regulations which
may not be applicable with the local environments due to differences in social,
economic, and political settings; and (iii) emerging capital markets are arguably
less transparent and efficient, lagging in the adoption of best practices (e.g. IFRSs
and the corporate governance code) compared to its counterparts from the
developed economies.
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4.2. Categorisation of Corporate Risk Disclosure Studies According to Methods
and Approaches

Our review shows that content analysis is the most commonly used method in
corporate risk disclosure literature and has been widely used by researchers to
obtain reliable and valid information from narratives (e.g. Abraham & Cox,2007;
Amran & Devi, 2008; Linsley & Shrives, 2006). It is a method used to codify the
text (content) of an annual report into several categories according to specified
criteria (Beattie & Thomson, 2007; Campbell & Abdul Rahman, 2010) such that
valid and replicable inferences can be drawn from the textual analysis.

90%

80% 77% 73%

70%
60%
50%
40% H Developed Economies
30% ® Emerging Economies
o 20%
20% 16%
o
0% I .

Content Analysis  Disclosure Questionaires
Indices

Figure 2: Methodological approaches by economic regions

Figure 2 presents a categorisation of reviewed papers according to methods
used to screen and extract the presence of risk disclosure items in the annual
reports by developed and emerging markets. The analysis in Figure 2 indicates
that content analysis was the most frequently used method in both regions to
evaluate the quality and extent of corporate risk disclosure practices, thereby
giving a more comprehensive picture of the organisations” attempts to discuss
risk-related matters. Figure 2 reveals that in the emerging economies, 73 per cent
of the studies adopted content analysis, while in the developed economies, 77 per
cent of the papers adopted it. Different papers employed different methods to
analyse annual reports to assess the quality and quantity of corporate risk
disclosures. Most of these studies adopt content analysis to investigate the level of
risk reporting practices (Abraham & Cox, 2007; Beretta & Bozzolan, 2004; Lajili &
Zéghal, 2005; Linsley & Shrives, 2006; Lopes & Rodrigues, 2007) while others used
it to construct a corporate risk disclosure index (Aljifri & Hussainey, 2007; Barako
et al., 2006; Cabedo & Tirado, 2004; Robb et al., 2001) and assess the readability
scores of risk-related sentences (Linsley & Lawrence, 2007). The findings in Figure
2 lend further support that content analysis is the most prevalent technique used
in the extant corporate risk disclosure literature, both in the emerging and
economies.

The next commonly used method which we identify is disclosure index. In
these studies, the index is constructed based on the different risk categories to
evaluate the quality of reporting for the sampled firms (Akhtaruddin et al., 2009,
Cabedo & Tirado, 2004; Elbannan & Elbannan, 2015; Klapper & Love, 2004).
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Notwithstanding the fact that content analysis is an important research
method, it has several drawbacks (Beattie, McInnes & Fearnley, 2004). Firstly,
content analysis studies can invariably contain some subjective judgement during
the process of coding the narratives. Secondly, content analysis can be one
dimensional which only captures only the presence or absence of a particular
feature. To overcome these limitations, Krippendorff (1980) advocates the use of
three types of reliability measures - accuracy, reproducibility and stability so that
valid and replicable inferences can be drawn from the data. As a result, in
developing a risk disclosure index to capture the multi-faceted dimensions of risk
categories, researchers developed clear decision rules for coding to minimise
inconsistencies between coders.

4.3. Frequency of Use of Underpinning Theories

Given the complexity of risk disclosure phenomena, researchers have offered
various theories to explain what motivated firms to disclose more risk-related
information. Firms must have different levels of motivations and incentives such
that some firms tend to disclose more risk-related information than others. To
date, there is no single unified theory which can clearly explain the phenomenon
of disclosure as a whole because relying only on a single theoretical perspective to
interpret the empirical findings remains a challenge in practice (Cormier et al.,
2005; Linsley & Shrives, 2000). Therefore, a multi-theoretic approach is deemed
most appropriate when no single theory dominates. This is very much the case as
multiple theoretical frameworks provide “wider conceptual lenses” in concert to
capture the different aspects of risk disclosure practices (Cormier et al., 2005 p.8)
and offers greater insight as to how organisations conform to the prevailing set of
norms and expectations prescribed within an environment in which they operate.
This multi-theoretic approach resonates with the emerging market settings given
their distinctive social, cultural and institutional features which influenced the risk
disclosure practices in these countries (Lopes & Rodrigues, 2007; Lundholm &
Winkle, 2006; Naser et al., 2006).

4.3.1. Theorisation of Corporate Risk Disclosure Practices

The extant disclosure research often refers to the use of different theories to
investigate the phenomena of risk disclosure practices. Researchers tend to adopt
a theory which is well-suited to derive research hypothesis and to explain the
motivation of risk disclosure (Linsley & Shrives, 2000). In general, theories used in
corporate risk disclosure studies can be classified in two main categories:
economics-based theories (example: agency theory, signalling theory, and capital
need theory) and socio-political theories (example: institutional theory, legitimacy
theory and stakeholder theory). Table 3 presents an analysis of the reviewed
papers based on theories used in explaining the motives behind CRD practices
among firms. Across both regions, the results indicate that the most commonly
used theories were agency theory (18% - developed economies vs 20% emerging
economies), followed by legitimacy theory (5% - developed economies vs 9%
emerging economies) and the stakeholder theory (2% - developed economies vs
9% emerging economies). Using these complementary and intersecting theories
both in concert and individually provides more significant insights than relying
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only on a single theory to make sense of the findings and observations because
“they explicitly recognise that organisations evolve within a society that
encompasses many political, social and institutional frameworks” (Cormier et al.,
2005, p.7). Surprisingly, several studies make no explicit reference to any theory
underpinning their research, (i.e., 17 papers for developed economies vs 20 papers
for emerging economies) (Collins et al., 1993; Dunne et al., 2004; Lajili & Zéghal,
2005). Due to space constraints and to keep the current review within a
manageable limit, the three most frequently used theories are discussed and
reviewed in the following sections. These theories commonly used by researchers
are particularly useful for explaining and understanding risk disclosure practices.

Table 3. Classification of papers based on theories used to explain CRD

Theories Number of Papers (127) As a percentage of total
Developed Emerging Developed Emerging
economies economies economies economies

Agency theory 10 14 18 20
Legitimacy theory 3 6 5 8
Stakeholders theory 1 6 2 8
Attribution theory 3 - 5 -
Signalling theory 1 1 2 2
Institutional theory 1 3 2 4
Multiple theories 14 15 25 21
Other theories* 6 2 11 3
No theory used 17 24 30 34

Efficient market theory, neo-classical economic theory, proprietary costs theory, political
economy accounting theory, postcolonial theory.

4.3.1.1. Agency Theory and Corporate Risk Disclosure

The findings indicate that agency theory remains as the dominant theory of risk
disclosure. According to Jensen and Meckling (1976), a principal-agent
relationship can be referred to as “contracts under which one or more principal(s)
engages another the agent to perform some service on their behalf which involves
delegating some decision-making authority to the agent” (Jensen & Meckling,
1976, p.308). The agency view is that in modern corporations, the separation of
ownership (principals) and management (agents) gives rise to an inherent moral
hazard between the shareholders (principals) and managers (agents), leading to
agency cost (Berle & Means, 1932; Eisenhardt, 1989; Jensen & Meckling, 1976). The
agency theory is based on the fundamental premise that managers act out of self-
interest and do not always protect the interests of shareholders. Agency theory
demonstrates that disclosure acts as a mechanism to reduce information
asymmetry and agency conflicts through the preparation of accounting reports
and enhancing the information contained in these reports (Kelly, 1983; Marston &
Shrives, 1991; Morris, 1987). Disclosure can be regarded as a means to confer more
assurance to shareholders that the company is being appropriately managed via
enhanced transparency and accountability (Craswell & Taylor, 1992; McKinnon &
Dalimunthe, 1993). Agency theory advocates that corporate disclosure by firms
could reduce shareholders” monitoring costs (Morris, 1987), alleviate the adverse
effects of moral hazard (Schipper, 1981) and reduce conflict of interest between the
shareholders and the management (Fama & Jensen, 1983).
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In the face of severe competition to attract foreign capital, emerging capital
markets have taken steps to strengthen their legal and institutional frameworks to
be on par with the Western counterparts such as the US and UK. (Gul & Leung,
2004; Wang et al., 2008). In summary, given the rapid economic transformation,
the application of the agency theory in the emerging capital markets should take
into consideration the unique characteristics of corporate governance structures,
the legal framework and government political interference which may shape the
attitudes corporations take towards corporate disclosure.

4.3.1.2. Legitimacy Theory and Corporate Risk Disclosure

Organisational legitimacy refers to the extent at which organisations conform to a
pre-determined set of practices and processes which are socially and culturally
acceptable within their field. Legitimacy theory argues that firms provide greater
levels of corporate disclosure in order to gain legitimacy as mandatory disclosure
is deemed inadequate (Guthrie et al., 2004). According to legitimacy theory,
organisations have a social contract with the society whereby they seek to achieve
conformance in accordance with the demands and expectations of the existing
social structure within which the organisation is operating (Guthrie & Parker,
1989). Conformance to institutional norms brings about mimetic isomorphism -
which is based on the notion that organisations tend to adopt the similar
established practices and systems which in turn, will result in them appearing
isomorphic over time (Deephouse & Carter, 2005, DiMaggio & Powell, 1983;
Washington & Patterson, 2011). Thus, institutionalised environments provide
guidelines and set boundaries for behaviours which are deemed acceptable and
prohibit those which are not.

Organisations face multiple institutional pressures, and in order to survive,
they may respond to the pressure by adopting similar processes and behaviours
deemed desirable or appropriate (e.g., risk disclosures) to gain social legitimacy
(Oliveira et al., 2011b). This legitimation process by way of providing more
corporate disclosure leads to a reduction in information asymmetries and
litigation costs while at the same time, increases transparency and the trust of
stakeholders (Bebbington et al., 2008; Toms, 2002).

4.3.1.3. Stakeholder Theory and Corporate Risk Disclosure

Stakeholder theory is founded on the notion that stakeholders are parties with
vested interests in a firm which can affect or can be affected by an organisation’s
objectives (Boesso & Kumar, 2007; Deegan, 2002; Freeman, 1994). The theory posits
that stakeholders exert influence over firm decisions and the more powerful the
stakeholders, the more the company must adapt and meet stakeholders demand
(Freeman, 1994; Gray et al., 1995a).

Unlike agency theory which primarily focuses on the relationship between
managers (agent) and shareholders (principal), stakeholder theory considers the
broader relationship between managers and all stakeholders of the company.
Generally, a broader definition of stakeholders would include employees,
customers, suppliers, providers of capital such as banks and shareholders,
insurance companies, government, communities and adverse groups such as
competitors, interest groups and regulators (Freeman, 1994; Tencati et al., 2004).
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This theory is based on the premise that the stronger the companies’ relationships
are with the stakeholders, the easier it will be for companies to gain their trust and
ensuring that it is aligned with the business objectives.

Stakeholder theory has been employed in accounting literature to rationalise
the phenomenon of, for example, risk disclosure, corporate social and
environmental disclosure (e.g., Amran et al., 2009; Deegan, 2000; Gray et al., 1995a;
1997; Oliveira et al., 2011b; Solomon, 2010). Companies require resources to
support the business activities, and, therefore, managers are likely to respond in a
way that meets the demands of the stakeholders (Ullmann, 1985). Abraham & Cox
(2007) state that managers furnish corporate risk disclosures in order to satisfy the
information needs of users and demonstrate the accountability of management to
stakeholders, enabling such companies to allocate capital more efficiently.
Research has shown that annual report risk disclosure acts as a mechanism to
minimise conflicts of interest among stakeholders (Chow & Wong-Boren, 1987).

Based on the discussion so far, it is acknowledged that there is no single
universal theory that prescribes a one-size-fits-all approach to explain the
phenomenon of CRD. Each theory, therefore, justifies the disclosure phenomenon
from a different perspective. Hence, this necessitates a multi-theoretic view as
different theoretical approaches are seen to be complementary rather than
competing with one another (Gray et al., 1995) in explaining and understanding
the current state of risk reporting. For instance, Beattie and Smith (2010)
documented that a multi-theoretic framework provides a richer theoretical
justification which enables researchers to explain better the incentives of managers
to disclose information. This is very much the case throughout the CRD literature,
where the use of complementary and intersecting theories provides greater insight
than relying on just a single theory.

5. Conclusions and Suggestions for Future Research

As most risk disclosures empirical studies have focused on the developed capital
market, this study attempts to address the gap in the risk disclosure literature by
examining the emerging capital market due to the differences in political,
economic, social and cultural settings from the developed markets. By providing
an up-to-date review of recent empirical research on corporate risk reporting
literature, this paper highlighted and discussed the comparative analysis of
methodological and theoretical approaches conducted both in the developed and
emerging economies. Thus, the findings from this systematic review provide
suggestions for future research, collaboration and reconciliation, particularly
between the developed and emerging markets.

In considering how the relevance of corporate risk reporting can be further
improved, this review paper aggregated and examined a total of 127 articles on
corporate risk disclosure literature, both developed and emerging economies,
spanning over an extensive 21-year period - from 1998 to 2018. The extant research
has attempted to demonstrate the existing state of knowledge in this area of
research, particularly in examining the motives for, and determinants of, corporate
risk disclosures.
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Figure 3: Theoretical roadmap of voluntary risk disclosure

Based on the outcomes in Section 4, Figure 3 provides useful insights by
showing the current state of knowledge to describing and explaining corporate
risk disclosures in the extant research. Increasingly, corporate risk disclosures are
an important mechanism of financial reporting to ensure the efficient operating of
capital markets so that investors can make well-informed investment decisions.
This study contributed to the literature by exploring the approaches used by
researchers in corporate risk disclosures and analysed the corporate risk
disclosure literature in developed versus emerging economies. It aims to
demonstrate the comparisons of and differences in corporate risk disclosure
studies between developed and emerging economies. This systematic review has
highlighted the importance of the content analysis technique as the most dominant
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and established method to investigate and measure risk-related information
disclosed in companies” annual reports. To this end, our review serves to heighten
awareness among future scholars of the adoption of content analysis as an
accurate and reliable method to explore any practical issues within the field of risk
reporting. For capital market regulators and future scholars, this study provides
guidance and insights to encourage firms for higher levels of risk reporting.

Upon observation of a range of empirical research both in the developed and
emerging economies, this section aims to provide readers with further
understanding and informs future directions on the area of corporate risk
disclosure. Based on the above findings in Section 4, we identify several gaps in
the literature and provide suggestions for future research as follows. First, a
review of prior literature indicates that there is a lack of research examining the
association between the level of risk disclosure informativeness (e.g., forward-
looking, risk-specific information) and firm value (Elshandidy et al., 2018, Uyar &
Kilic, 2012). Exploring the economic effects of improved disclosure is still missing
and is worthy of empirical examination.

The basis for our suggestion is that a great deal of energy and attention needs
to be paid as to why, how and to what extent greater disclosure of risk information
leads to value creation and investors’ confidence on the prospect of the firm. In
line with Hassan et al. (2009), we recommend future papers may look into how
informativeness of risk disclosures may impact firm value. We also recall the
suggestions of Elshandidy et al. (2018) for future researchers to apply risk-related
terminology in a way that is coherent and comparable, owing to the different risk
types and its quantifiability. Secondly, the legal and institutional frameworks
within emerging countries are arguably weaker and may not offer sufficient legal
protection for external investors. We recall the findings by Shleifer and Vishny
(1997) that ownership concentration is greater in lesser developed countries where
proprietary rights are not sufficiently protected. We suggest that further research
is needed to investigate the effects of corporate risk disclosure and ownership
concentration on firm performance. Thirdly, given the improving corporate
governance mechanisms and the quest for adoption and harmonisation IFRS
within the emerging capital markets, it would be beneficial for future research to
explore why, how and to what extent public listed firms economically benefit from
a more comprehensive risk reporting. This presents an interesting research
opportunity, particularly for emerging markets which need to attract foreign
investment into their countries to finance high growth.
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