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Summary

There is an increasing focus on financial reporting scandals that is followed by an array of studies to
theoretically and/or empirically explore the determinants of disclosure management. Firm-specific ingredients
such as performance level or relationship with stakeholders are frequently argued to affect the firm’'s
disclosure management. Yet less attention is directed to the role of investor sentiments in reasoning the
causes of financial reporting scandals and disclosure management per se. This paper employs a behavioral
finance model to give insights into the determinants of disclosure management.

The model is distinctly featured by ‘noise traders’ who systematically misunderstand information and
consequently make stock prices deviate from their fundamentals. It is assumed that disclosure management
could, to some extent, control (1) the expectation of noise traders’ biases regarding the firm’s operational
performance, and (2) the noise trader risk that measures the uncertainty embedded in noise traders’
biases. The result depicts the level of disclosure management as a function of variables (1) and (2), and
implies the possibility that disclosure management is executed reflecting investor sentiments.
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