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Abstract

The purpose of this research is set out to examine the firm social responsibility disclosure practices in Kuwait by
analyzing 2012 annual reports of industrial and service firms listed on Kuwait Stock Exchange (KSE) to find out
whether the level of social disclosure is influenced by firm-specific characteristics. The study showed that the
majority of the firms somehow disclose social information and revealed that the level of firm social
responsibility disclosure is influenced by firm size, profitability and the government ownership. The study also
demonstrated that social responsibility disclosure has a significant positive association with both firm size and
profitability and negative marginal association with government ownership. Moreover, the study confirmed that
other variables such as leverage; liquidity, firm age and type of industry have no significant impact on the social
responsibility disclosure on industrial and service firms listed on KSE. The study concluded that the time has
come for firms listed on KSE to do serious activities towards developing socialresponsibility disclosure.

Keywords: social disclosure, social responsibility accounting annual reports, firm-specific characteristics,
Kuwait

1. Introduction

Social accounting has been subject of growing theoretical and empirical investigations in developed countries.
The central issue in this literature is to examine whether there is a relationship between the level of social
disclosure and firm-specific characteristics.

Empirical studies have shown that firms are disclosing social information in their annual reports and this has
increased over years. It is shown that firms are making efforts to provide social information on a voluntary basis,
which are mostly qualitative in nature. They also demonstrate that the level of social and environmental
disclosure is influenced by firm-specific characteristics. These finding, however, seems to be questionable for the
markets where government control over major economic activities such as the Gulf Co-operation Council (GCC)
countries.

The purpose of the study is to examine the social disclosure practicesin Kuwait by analyzing annual reports of
manufacturing and service listed firms on Kuwait Stock Exchange (KSE) to find out the impact of firm-specific
characteristics on the level of social disclosure. KSE is of interest since it is one of the leading markets in the
GCC region which is rich and open market with some initiative reforms.The current study is expected to be
appreciated by government, professional institutes and researchers. For government, it might help put in place
suitable legislation for all firms to compel them to make adequate disclosure of their activities to the society. For
professional institutes, it might help to develop social accounting and reporting techniques in the areas of
employment opportunities, environmental control and energy conservation. It helps to provide the basis and
means of social accounting quantification to researchers.

The remainder of this study is organized as follows. In the next section, brief review of related literature and
previous studies are presented. The third section presents data collection and model development. The findings
and analysis are offered in section four. The paper ends with a conclusion.

2. Related Literature and Previous Studies

In accounting, the role of information and disclosure refer to three widely accounting theories namely legitimacy
theory, stakeholder theory and institutional theory. Legitimacy theory assumes that the firms have contract with
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the society as a whole (Dowling & Pfeffer, 1975). It is moral obligation of the firm to meet the expectations of
the societal members (Ahmad & Sulaiman, 2004). According to Deegan and Jeffry (2006) if the firm reaches the
expectations of the society then it would be considered as legitimate otherwise its legitimacy would be at risk.
Stakeholder theorydivides the society into groups called stakeholders. Stakeholders of the firm can be defined as
any interest group who can be influenced by the performance of the firm. Therefore, according to stakeholder
theory, there are two branches namely perspective branch and managerial perspective. The normative one treats
all the stakeholders of the firm similarly and does not take into consideration any power of each stakeholder
(Deegan & Jeffry, 2006) while the managerial perspective takes into account the interests of limited number of
stakeholders, who have significant power to influence the organization (Ullmann, 1985).

Institutional theory attempts to link organisation practices to societal values and tend towards homogeneity
(Deegan & Jeffry, 2006). It helps to structure the analysis; its usefulness and completeness is then reflected back
upon. These three theoretical perspectives have been used by several academic researchers in recent times to
clarify the relationships between the disclosure and the organizations.

In empirical literature, the studies of social disclosures were taken various places (Note 1). They demonstrated
that the level of social disclosure is influenced by firm-specific characteristics. They also showed that firms are
making efforts to provide social information on a voluntary basis.

Abu-Baker (2000) examined the role of corporate social disclosure practices in Jordan. He found that there are
significant differences among the various industry groupings with respect to the amounts, methods and locations.
This finding is confirmed by Ahmad et al. (2003), Ayadi (2004) in France, Rizk et al. (2008) in Egypt, Ismail and
Ibrahim (2009) in Jordan, Echave and Bhati (2010) in Spain, Papaspyropoulos et al. (2010) in Greece,
Uwalomwa and Uadiale (2011) in Nigeria, Bayoud et al. (2012) in Libya; Wang et al. (2012) in Taiwan, Suttipun
and Stanton (2012) in Thailand.

Barnard (2000) examined the relationship between the firm’s size and the level of social disclosure. He provided
evidence that the firm size is associated with the extent of social disclosure. Barnard observed that larger
companies have a greater tendency to report social information than smaller companies. This finding is
confirmed by Al-Khadash (2004), Motta (2003) Huafang and Jianguo (2007), Ismail and Ibrahim (2009),
Papaspyropoulos et al. (2010) Al-Farah and Al-Hindawi (2011), Alawi and Rahman (2011), Galani et al. (2011),
AL-Shubiri et al. (2012), Uwuigbe (2012), Desoky and Mousa (2012), Setyorini and Ishak (2012),
Andrikopoulos and Kriklani (2013), Akrout and Othman (2013).

Hossain et al. (2006) examined the relationship between the firm’s profitability and the level of social disclosure.
They found that firms with higher profitability tend to disclose more social information. This finding is
confirmed by Joshi et al. (2011), Alawi and Rahman (2011), Lassaad and Khamoussi (2012), Hussainey et al.
(2011), Setyorini and Ishak (2012), Andrikopoulos and Kriklani (2013).

Abu-Baker concluded that social disclosure needs much more attention by management. This finding is
confirmed by Elijido-Ten (2004) in Malaysian firms; Haque (2012) in Bangladesh, Joshi et al. (2011) in India,
Alawi and Rahman (2011) in Yemen, Zamir et al. (2011) in Pakistan, Uwuigbe (2012) and Uwuigbe and Jimoh
(2012) in Nigeria, Binh (2012) in Vietnam, Desoky and Mousa (2012) in Egypt, Mbekomize and Dima (2013) in
Botswana.

As far as the GCC region is concerned, few studies have been conducted to examine the corporate social
disclosure practices (Note 2). The following section is a brief review of the above empirical studies.

Gibbon and Joshi (1999) found that firms in Bahrain are environmentally sensitive and they prepare
environmental reporting for management requirements. The researchers observed that firms in Bahrain are not
performing environmental accounting for external purposes. Gibbon and Joshi concluded that accountants and
management of firms are likely to be less than objective in their environmental related disclosure practices in
future. Juhmani (2014) found that the majority of the firms provides social information in their 2012 annual
reports. He observed that there is significant relationship between firm’s financial leverage and firm size with the
level of social information disclosure.

Jahamani (2003) compared between the environmental disclosures in UAE and Jordan. He found that corporate
decision-makers are aware of environment protection issues, but their commitment to environment protection is
still low. Rettab et al. (2009) found that corporate social responsibility (CSR) has a positive relationship with all
three measures of organisational performance: financial performance, employee commitment, and corporate
reputation. Ahmed (2012) observed that the firm size, age, experience of managers, and regulatory requirements
have major influence on the quantity and nature of social disclosure.
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Saaydah (2005) examined the extent of corporate social disclosures in Jordan, Bahrain and Kuwait. He provided
evidence that there are differences among countries in human resource field of Total Corporate Social
Disclosures (TCSD). He found that there is a positive relationship between TCSD and the firm size and net profit.
He also found that there is no relationship between TCSD and corporate age, auditor type and industry. Saaydah
provided evidence that government influence in the form of legislated disclosure requirements is more effective
than direct stock ownership in convincing firms to act responsibly and disclose more social information about
their activities. This findings are confirmed by Khasharmeh and Suwaidan (2010).

Naser et al. (2006) examined empirically the determinants of corporate social disclosure practices of 21 listed
firms of Doha Securities Market (DSM) in Qatar. They found that there is a positive relationship between level
of social disclosure and firm’s size measured by the firm’s market capitalization, business risk measured by
leverage and corporate profit. Hossain and Hammami (2009) used 25 firms listed of DSM to examine the
determinants of voluntary disclosure in the annual reports. They found that firm age, size, complexity and
assets-in-place are significant. However, they observed that profitability variable is not significant with voluntary
disclosure in the annual reports.

Al-Shammari (2008) examined the relationship between the level of voluntary disclosure and the firm features of
82 non-financial firms listed in KSE. He found that there is a positive relationship between the disclosure of
social responsibility information and the firm’s size. Al-Shammari concluded that Kuwaiti firms disclose
significantly more corporate environment and social responsibility than financial disclosure. Furthermore,
Alenezi (2011) used 119listed firms on KSE to examine the level of voluntary disclosure practices in Kuwait. He
provided evidence that the cross-directorships, firm size, firm age are the most important variables explaining the
voluntary disclosure of Kuwaiti firms.

Macarulla and Talalweh (2012) examined empirically the determinants of corporate social disclosure practices of
Saudi firms. They found that the level of CSR disclosure is fairly low. They also found that firm size is the main
variable linked to all CSR categories. Macarulla and Talalw observed that economic sector and profitability play
important role in determining the level of CSR disclosure. Alturki (2014) examined the voluntary financial
disclosure practices of Saudi corporations. They found that firm size, profitability, and listing age have
significant positive association with voluntary disclosure level in annual reports. They also found that auditor
size and leverage do not have any significant association with voluntary disclosure level.

It is evident that a limited number of empirical studies have been conducted to explain the social disclosure
practices in GCC region. This suggests the need for additional empirical testing. Therefore, the current research
was undertaken.

3. Study Methodology

To measure the level of corporate social disclosure by firms listed on KSE, content analysis was conducted on
2012 annual reports of these firms. The total number of firms listed on KSE was 211 at the end of 2012.

The 2012 annual reports of all industrial and service firms were employed to present evidence on the level and
determinants of corporate social responsibility reporting in Kuwait by executing content analysis (Abu-Baker,
2000). It is worth mentioned that content analysis is a common in accounting research (Ismail & Ibrahim, 2009).
Annual reports were examined for details regard to five particular subjects of corporate social disclosure namely
environment, energy, human resources, products and customers and community.

A disclosure index was used as a benchmark to determine the level of social disclosure by the firms listed on
KSE. It is worth to be mentioned that a disclosure index was piloted by the researchers on a number of the firms’
annual reports after designing its items. According to researchers’ inspection, some of these items were excluded.
Therefore, the disclosure index was modified to contain 15 items and to employ the un-weighted disclosure
index. In other words, the firm score of ‘1’ was awarded for the firm if an information item has been disclosed in
its annual report, and ‘0’ score was awarded if the item is not disclosed. The disclosure index for firm X will be
as follows:

CSRS(x) = Z 1(x)
t=0

Where,
CSRS (x) Corporate Social Responsibility Score for firm X;
I(x) Firm X Score for the Disclosure Item where 1 score is given for disclosure, and 0 score for non disclosure.
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Thus, the un-weighted corporate social disclosure index (CSDI(x)) of firm X is estimated by dividing its score
(CSRS(x)) over the maximum score (15) as follows.
CSRS(x) = (Z22)

The relationship between the level of corporate social disclosure and the firm’s attributes is estimated by using
the following regression model:

CSED =a +ﬂ1 SIZE +'820WN + ﬂ3|ND +ﬂ4PROF +ﬂ5LIQ +ﬂ6AGE +ﬂ7LEV +E

Where:
CSRSI(x) = Corporate social responsibility index scored by firm X;
A = Intercept;

SIZE = Size measure by the logarithm total sales;

OWN = Percentage of government ownership in a firm;
IND = “1” if it is a manufacturing firm, and “0” if a service firm;
PROF = Profitability measured by net income over sales;
LIQ = Liquidity = Current Assets / Current liabilities;
AGE = Number of years of the firm being working;

LEV = Leverage= Total Liabilities/Total Assets;

E = Standard Error;

B1- B7 = Parameters of the model.

4. Finding and Analysis

4.1 Descriptive Statistic

Table 1 demonstrates the descriptive statistics of variables employed in this study. It shows that firms listed on
KSE differ in their attributes. The mean score of the firm’ social responsibility disclosure was 0.49. It ranges
between 0.4 up to 0.8. It is obvious that there is variation in the level of corporate social responsibility disclosure
among these firms. Table 1 also shows that the mean of all firms’ profitability reached 0.43 and ranges from-5.7
Kuwaiti diner (KD) million to 216 KD million.

Table 1 also reveals high variation in the percentage of shares owned by the government among the surveyed. It
is appeared that while in some firms, the government ownership is as low as 0 percent, in other firms it goes up
to reach 68 percent.

Table 1. Descriptive statistics about variables employed in the study

Variables Min Max Mean SD.
CSRI A4 .8 .49 A1
SIZE 5.6 8.8 7.6 .66
OWN .0 .68 .55 A1
PROF -5.7 216 8 27
AGE 7 60 25.5 135
LEV .04 5.95 43 .48
LIQ 15 23 2.6 35

Furthermore, table 1 shows that there is a high variation in firms’ age among the firms listed in KSE. It ranges
from 7 to 60 years old for the firm’s age. The variation among the firms is clear in their leverage and size
represented by total sales.

It is clear that there is a wide range of variation within the sample indicated by the minimum and maximum
values. Also, this table indicates that the firms examined in this study are large and important to the economy of
Kuwait. This variation in the level of corporate social responsibility disclosure and the firms’ attributes on KSE
provides great opportunity for investigation.
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4.2 Correlation

Table 2 demonstrates the relationship among variables used in this study and to examine the multicollinearity
among the independent variables, the Pearson correlation coefficient was conducted. It is obvious that corporate
social responsibility index is positively and significantly associated with the percentage of shares owned by the
government, firm’s profit and size.

Table 2. Pearson correlation among variables used in the study

Items CSEI SIZE PROF LIQ LEV AGE OWN
CSRI 1
SIZE .003 1
PROF 163 -.239* 1
LIQ -.268* -.244* -.108 1
LEV .221* .044 -.027 -.293* 1
AGE -.009 -.028 .037 -175 .226* 1
OWN .075 -.081 .249* .041 -113 -.147 1

Note. *Correlation is significant at the 0.05 level (2-tailed).

It is appeared that there is negative correlation between firm’s size and firm’s profit and liquidity. Also, there is a
negative correlation between firm’s liquidity and firm’s leverage and age. Furthermore, there is a positive
correlation between firm’s leverage and firm’s age. It is worth to be mentioned that none of these correlations
reached the critical value of 0.80 suggesting that multicollinearity is not a serious problem (Naser & Hassan,
2013).

Moreover, the Variance Inflation Factor (VIF) for each of the independent variables was conducted to test the
degree of multicollinearity of an independent variable with the other independent variables in a regression model.
It is appeared that collinearity is not a problem in the regression model.

4.3 Regression Analysis

Table 3 shows the regression analysis of the relationship between the firm” social responsibility disclosure and
the firm’s attributes of industrial and service firms listed on KSE. It reveals that the F-ratio is 3.711(p=0.002) and
the adjusted R? is 0.213 which suggests that independent variables explain 21 percent of the variance in social
responsibility disclosure index.

Table 3. Results of regression analysis

C Beta T Sig VIF
.093 1.175 244

SIZE .021 2.179 .033 1.193
PROF .001 3.558 .001 1.161
LIQ -.001- -.507- .614 1.281
LEV .020 1.355 .180 1.144
AGE .000 .949 .346 1.190
OWN -111 -1.781 .080 1111
IND .005 .310 .310 1.119

Notes. R? = 0.292; Adjusted R?= 0.213; F-statistic =3.711; and Prob (F-statistics) = 0.002.

It is obvious from table 3 that there is a significant and positive relationship between the level of social
responsibility reporting and firm size represented by total sales. It reveals that large firms in terms of sales
disclose more corporate social responsibility disclosure compared to small firms.The possible explanation for
this finding is attributed to the fact that large firms in terms of sales are closely observed by many stakeholders,
and they have the ability to realize extra costs for improved disclosure.

According to Owusu-Ansah (1998) small firms may not be able to afford the cost of accumulating and
generating certain information. Moreover, large firms often have plenty sources for submitting massive quantity
of information at minimum charge. Watts and Zimmerman (1983) demonstrated that large firms disclose more
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than small firms to reduce the potential agency cost. This finding is consistent with the results reached by
previous empirical studies that reported firm size is an indicator for increase the level of corporate social
responsibility disclosure such as Barnard (2000) in South Africa, Motta (2003) in Brazil, Al-Khadash (2004) and
AL-Shubiri et al. (2012) in Jordan; Saaydah (2005) in Bahrain; Hossain and Hammami (2009) in Qatar; Galani
et al. (2011) in Greece; Ebimobowei (2011) in Nigeria; Suttipun and Stanton (2012) in Thailand; Desoky and
Mousa (2012) in Egypt and Macarulla and Talalweh (2012) in Saudi Arabia. However, it is inconsistent with the
results reached byAl-Farah and Al-Hindawi (2011) in Jordan; Rouf (2011) in Bangladesh; Hussainey et al. (2011)
in Egypt; Andrikopoulos and Kriklani (2013) in Denmark who observed that there is no statistically significant
impact of the firm’s size on the level of corporate social responsibility disclosure.

It is shown from table 3 that there is positive and significant relationship between the level of corporate social
responsibility disclosure and net profit. In other words, firms listed on the KSE with high net profit is likely to
disclose more social responsibility reporting than firms with low net profit. The possible explanation for this
finding is attributed to the fact that profitable firms have an incentive to convey more social information which is
favourable to it as a justification of good news. Moreover, the high profit reflects an indication about the
effectiveness of corporate management. This finding is consistent with the results reached by previous empirical
studies that reported firms with high profit is likely to have high level of disclosure compared to firms with low
profit such as; Saaydah (2005) in Jordan, Bahrain and Kuwait; Hossainet al. (2006) in Bangladesh, Hossain and
Hammami (2009) in Qatar; Alawi and Rahman (2011) in Yemen; Macarulla and Talalweh (2012) in Saudi Arabia
and Andrikopoulos and Kriklani (2013) in Denmark. However, it is inconsistent with the results reached
byGalaniet al. (2011) in Greece who observed that there was no statistically significant impactof the profit on the
level of corporate social responsibility disclosure.

Table 3 also demonstrates that there is negative and marginal significant relationship between government
ownership and the level of corporate social responsibility disclosure. In other words, firms listed on the KSE
with highgovernment ownership are likely to disclose less social responsibility disclosure than firms with a low
government ownership.The possible explanation for this finding is attributed to the fact that government is likely
to obtain information from easier accesses. Moreover, government can use its power by requesting information
directly from company management and that there is no need tovoluntarily disclose social information to other
users. This finding is consistent with the results reached by previous empirical studies that reported firms with
high proportion government ownership is likely to have a lower level of disclosure compared to companies with
low government ownership such as; Elijido-Ten (2004) and Amran and Devi (2007) in Malaysia; Huafang and
Jianguo (2007) in China; Ismail and Ibrahim (2009) in Jordan; Hussainey et al. (2011) in Egypt and Al-Janadi et
al. (2012) in Saudi Arabia and the UAE.

The study provided no relationship evidence between the industry type and the level of social responsibility
reporting. The possible explanation for this finding is attributed to the fact that there is only two sectors namely
industry and service. This findings isconsistent with the results reached by Ahmad et al. (2003) in Malaysia,
Saaydah (2005) in Jordan, Bahrain and Kuwait, Hussainey et al. (2011) in Egypt who observed that there is not
much difference in terms of the level of corporate social responsibility disclosuremade across industrial sectors.
However, it is inconsistent with the results reached by previous empirical studies that reported manufacturing
firms are likely to have a higher level of disclosure compared to service firms such as Ismail and Ibrahim (2009)
in Jordan.

Table 3 also shows that there is negative but not significant relationship between firm’s age represented by the
length of time a firm has been in business and the level of corporate social responsibility disclosure. In other
words, young firms are likely to disclose more social responsibility than old firms. The possible explanation for
this finding is attributed to the fact that younger-established firms are expected to establish relationships with
prevalent group of stakeholders. With an increase of stakeholders, the need for social responsibility disclosure as
a means of communicating with stakeholders increases. This finding is consistent with the results reached by
Rettab et al. (2009) and Liu and Anbumozhi (2009) in China who observed that there is negative relationship
between firm age and the level of social responsibility reporting.However,it is inconsistent with the results
reached by previous empirical studies that reported older firms are likely to have high level of social disclosure
compared to younger ones such as; Saaydah (2005) in Jordan, Bahrain and Kuwait, Hossain and Hammami
(2009) in Qatar; AL-Shubiri et al. (2012) in Jordan; Bayoud et al. (2012) in Libya and Ahmed (2012) in UAE.

The study provided positive but not significant relationship between firm leverage and the level of corporate
social responsibility disclosure. It reveals that high firm’s leverage disclose more social responsibility reporting
compared to low firm’s leverage. The possible explanation for this finding is attributed to the fact that high firms’
leverage are inclined to increase disclosure to reduce agency costs between insiders and creditors. In other words,
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the more the firm depends upon debt financing, the more likely it is to disclose more social information in order
to be seen as a firm with lower risk. Moreover, lenders seem to pay more attention to these firms’ communication
about social responsibility. This finding is consistent with the results reached by previous empirical studies that
reported firm with high leverage seems to the level of CSED such as Purushotaman et al. (2000) in Singapore,
and Kouhy (2008) in UK; Al-Janadi et al. (2013) in Saudi Arabia. However, it is inconsistent with the results
reached by Brammer and Pavelin (2006) and Akrout and Othman (2013) in MENA who observed that there is
negative relationship between firms with high leverage and the level of corporate social responsibility disclosure.

Furthermore, the study provided negative but not significant relationship between firm liquidity and the level of
corporate social responsibility disclosure. It reveals that high firm’s liquidity disclose less social responsibility
reporting compared to low firm’s liquidity. The possible explanation for this finding is attributed to the fact that
low firms’ liquidity is likely to publish more social responsibility information in their annual reports to satisfy
the information requirements of stakeholders. This finding is consistent with the results reached by previous
empirical studies that reported firm with lowliquidity seems to disclose high level of social responsibility
information such as Aly et al. (2010) who found no association between the two variables. However, it is
inconsistent with the results reached by Samaha and Dahawa (2010) provided evidence that there is a positive
association between the overall level of voluntary disclosure and liquidity.

5. Conclusion

In this study, an attempt was made to investigate the level of corporate social responsibility reporting and factors
affecting it by firms listed on KSE. To achieve these objectives, content analysis were used on 2012 annual
reports for manufacturing and service sectors. The level of disclosure was calculated by using a disclosure index
of 15 disclosure items as a benchmark.

The score of each firm was estimated by dividing its score over the maximum score (15 disclosure item). The
extent of disclosure ranged from as low as 0.2 up to 0.8. In other words, the annual reports of some firms
contained 20 percent of social responsibility information, whereas the annual reports of other firms contained 80
percent of the maximum disclosure score. The mean score of all firms, however, was only 0.48 percent as an
evidence that the level of social responsibility disclosure was relatively low. Therefore, it was important to
identify the relationship between the level of social responsibility disclosure and firm’s attributes. There are
various firm’s attributes which was gathered from previous studies and used in the current study. The attributes
are profitability, liquidity, leverage, industry type, firm’s age, percentage of shares owned by the government and
size represented by total sales.

Regression analysis demonstrated that there is a positive and significant relationship between the level of social
disclosure and firm size and profitability. It revealed that large firms in terms of total sales and net income
disclose more social responsibility compared to small firms. It means that large and profitability firms are
thoroughly analyzed by public opinion and governments, which have motivated them to disclose a higher
volume of social information. This finding seems to support the agency and political theories that state large and
profitable firms are more observable to the public as well as to the pressure groups. As a result, they are
subjected to more political pressure than other firms. Therefore, as an attempt to reduce checking cost and to
political pressure, these firms are more likely to voluntary disclose social responsibility information.

The study also documented a negative and marginally significant disclosure between the level of social
responsibility disclosure and the percentage of shares owned by the government. This result is not surprising
since government can use its power by requesting information directly from firm management and that there is
no need to voluntarily disclose social information to other users.

In short, the contribution of the study is that firms listed in industrial and service sectors on KSE are affected by
their size and profitability to disclosure social responsibility and there is a long avenue to develop and enhance
the level of social responsibility reporting. The current study focused on manufacturing and service sectors, the
findings may not generalize to other sectors. However, it is interesting for scholars in Kuwait to examine why
some firms do not disclose such information in their annual reports.
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